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years.

yo Cabinet (C(80)40). The papers by sponsor Ministers

92, that some offsetting action is possible.
:‘.l[:ges

pape”

We must press

ximum possible.
Present position

. the B8

(i) Non-Loss Makers

al
: I A from the non-loss makers £

Dee E(80)64, jdentified total bids " . The secretary of State for Energy's paper (E(80)96) - discussed
follows:

" ; 1ast Monday - describes the prospects for keeping the NGB to
£m 1980 Survey Prices

eil financial strategy; ie, keeping their public expenditure demands

8982 1982-83 1083-84 M-reprmdsion in Cmnd 7841. It draws attention to the real
1 =32 e O 1P ~ to UIAC ) i )
9 . o +600 _eibility that without offsetting action the Board would require
L}’ g :V"‘ S . . & by
+473 Qﬂ-mmstantlal additional public expenditure mainly because of
These have since been reduced by savings on the Post Office following jover demand leading to higher costs for financing stocks.
hes = g

the £100m cut in investment for 1983-84 agreed by Ministers in July.
The figures for individual industries are set out in Table 1
attached.

The figure quoted for the NCB in the table above assumes that
Board will take some offsetting action to deal with this

-

@®

em ie, the measures referred to in line 3 of Annex C1 to the

Scretary of State's paper (increased closures, buying out imports,
creased exports and reduced stocks).

(ii) Loss Makers

The figures in the table
180 assume that the Board's costs increase no faster than planned.

nthout the offsetting action referred to in Annex C1 and with

4, E(80)64 contained no revised forecasts for the loss makers. I
table below sets out the bids (compared with Cmnd 7841) now put
forward by the industries before offsetting action (except 1n

ftreases in costs only moderately above planned levels, the Board's
the case of NCB, see paragraph 7 below) .

publ4 : )
“°H¢ expenditure requirement could be some £150m, £250m and

#00n

”etigzg over the 3 years to 1983-84 than the figures shown in
| ¢ table
. aclll .
Table: Loss makers - comparison with Cmnd 7841 before of fsettll

: It ;
€m 1980 Survey Prices '8 already clear that our public expenditure problem with

® Dationay g k ) )
1981-82  1982-83 1983-84 s "alised industries would be made much harder if action

(i i 200 +390 j° :bezkzﬁo“’ eliminate the additional bids for the NCB shown in
(13) giﬁiigilaigil o :qgg : 95 ¥ ?O ">0flus ogyedip Secretary of State points out in paragraph

(iii)  British Shipbuilders 50 o 475 Efmnﬁnu, pap?r that the excess can be reduced by cuts in output

(iv) British Steel +525 +550 kg%nseln% Pits and in capital investment. We will Seed to consider

s kers ot 53‘"”3Pd hfluencg_s of such a course when the Secretary of State puts

Die The position revealed is very serious. Taking loss ma,but”ﬂ i el}slfurther proposals in October, but I can see little option
non-loss makers together, the nationalised industries Contrlfthe e mélmlnate the excess by the sort of measures he suggests
to public expenditure will be very significantly in excess © e ip to have 4 chance of maintaining control over the public
additional £A70m a year for the nationalised industries assul
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expenditure totals.
British Rail

9. In his paper (E(80)1H) the Minister of Transport sets out the
means by which the Board should be able toO keep within the eXiSting
provision for 1981-82 Qrovided that their pay settlement is kept
within bounds. This will not meet the transitional costs of
£40m-£50m (for BRB and NFC together) of withdrawal from the parcels
services. I recognise that there is a clear commercial case fop this
additional bid.

on the Board's forecasts until he can bring forward new proposals

For the later years, the Minister defers judgement
in the New Year based on an assessment of the Board's 1980 Corporate
Review and other new material. As with coal, we will need to look

for the maximum action to keep within the existing public expenditure

provision.

British Shipbuilders

10 For British Shipbuilders we are faced with substantial bids
for additional finance although the amounts
not yet been costed.

for the later years have
In my view the Government must decide this
autumn that some contraction of loss-making facilities in merchant
yards must be resumed. It is clear that additional funding cannob
be avoided this year and next. But before we settle the financiné
for 1980-81 and 1981-82 I think we must ask the
Chairman for urgent proposals to slim capacity by say 10 per cent .
next year in the merchant yards in addition to any steps which mais;
necessary at the mixed merchant and naval yards. In my view We m*»‘er
not put more money into BS without securing a commitment to & f:ic
rundown.. Next year we shall have to decide whether a moTre firas
rundown is unavoidable if the industry is to achieve viabilitye

requirements

British Steel

11. Any possible reduction in the figures shown for steel ¢

j0M
. poyne?
be no more than a bvest guess, on our present very limited inf0”
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the eventual "MacGregor Plan" might produce by way of an
8z ancing requirement.

g W The Steel situation is explained
ot eparate paper being circulated to the Committee by the
a S

i o state for Industry (E(80)102).
gaorete

The table below sets out the position after the offsetting
_.m for the loss-maker industries proposed in the sponsor
got10%

ypigters' papers.

&m 1980 Survey Prices

1981-82 1982-83 1983-84
giitional finance for non-
055 makers as in E(80)64 2 4 e
less changes already agreed
st Office) L -5 195
loss makers additional bids
ifter offsetting action
ija;ignal Coal Board = i =
British Rail (and NFC) + 50 = e
iritish Shipbuilders + 50 ? 2
British Steel +325 +275 =175
\ +887 +636 +670
on for nationali
Wstries in C(go)iolsed -470 -470 -470
fainin
ivm“cEtEXCess +413 +166 +200
llnee 28 identified
= U LI R . 437 495 583

o) 4

The y
Ulk of the new additional requirement for the loss makers

be ¢
S o - although it includes in 1981-82 extra funds
D the bagig

.S Of gq
the nt ; ) :
- cogy Taction of shipbuilding capacity and for BRB to meet

of Y

~ling Withcontraction of the parcels service: measures which are
o ) .

g ) Ur general policy and should improve the position

<a
0 Ra

outlined in paragraph 10 above to finance the

ther
Papers promisged by the Ministers concerned,
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ry considerable downside risks.

3 1
than targets with ve We have alg,
to bear in mind the very real risk that new forecasts frop the

8 EFL rill show a consi ¢
industries for their 1981-82 EFLs will sho considerably Breaten

+

financing requirement than postulated in the review because of the
deterioration) in, the economic situation since the review forecasts
were prepared.

14, Clearly we cannot accept now a further addition of £400p i s
and about £200m in later years to the Iinancing requirements fop he :

nationalised industries beyond the &470m already provided. Given e
criticism to which the nationalised industry figures in Cmnd 7844

were subject, such an increase would be taken as a signa]
that our policies were unrealistic. I have therefore considered tpe

ways in which this might be offset.

Options for reductions

15 Within the nationalised industry field there are three options
for containing the additional financing needs identified. The
first, which I do not propose we should adopt, is the restoration
of all or part of the Cmnd 7841 shortfall allowance of £470m. It
would be unwise to do so at this stage, given the continuing

uncertainty about the figures, especially for the loss makers.

16. The second would be to adopt all (or some) of the option Cubs

proposed in July. Table 2 annexed recalls the options for

reductions put forward in July. They must be revised downwards
to reflect our decision to press ahead with a sale of Ble in
1980-81 and the incorporation of agreed savings on the Post office
in the figures in the table in paragraph 12 above. My bilateral
discussions indicated considerable difficulty in achieving s0me Of, .
the Temaining savings. The majority would e;ltail delaying OT cuttire
back investment which the industries consider profitable and thes®

R e
cou}d only be justified by the stringency of the public ex‘pendltur
position.

RE:d
all or most of them were adopted they would be e

enough to deal wi
years.

14
th the problem so far identified for ™°
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them
Jess Ve can implement/completely there will be a problem for
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81.82.
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mhe remaining option to deal with this would be a generalised
e On jnvestment. We agreed in July that the industries should
= proval for investment commitments above the

17+
gqué
not D€ g
igg 167°
1n 88T

jven &P ;
0 approved last year until EFLs for 1981-82 had been settled.

ate that would save about £750m on the proposed investment
1g for 1981-82. Holding back investment would clearly be
levelcome to the industries and could only be contemplated as a
:i:eyear device to deal with an extremely difficult public expenditure
prospecte It is not a course we should adopt lightly. But on the
;ssumptiOD that there is no scope for offsetting savings on other
public expenditure programmes to meet the nationalised industries'
excess and the selective option cuts are not enough, it is the
only means open to us by which we can meet the excess. To get £41%m
by a uniform investment squeeze would entail a cut of about 8%
o the investment level proposed in the review.

Conclusion

8. The additional bids from the loss making industries,
articularly steel, pose a very serious threat to our public
expenditure objectives. Moreover, there remain large uncertainties
out the industries' total financing needs in 1981-82 and in the
later years. Decisions on the nationalised industries at this stage
o only be provisional. Nevertheless, there is an urgent need to
Ay decisions, particularly on the volume financing figures for
182 for individual industries. For that year, in the absence
:}ief:;ther savings from other programmes and unless we can ia:zr
agreed°le_°f the option cuts,it is unlikely that v.ﬂe can nnl:zme
totayg °bjective of keeping to the Cmnd 7841 pub]‘.lc e:pe =
Indygt ?Verall without a generalised squeeze On 1m./es me1i:;.:‘wnycuts
fn ’I‘abiles of about 8% to which any agreed selective OP

€ 2 woulq Contuibutel
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19L& therefore propose that

the remaining excesses identifiey

i) we agree to cover .
gl) aragraph 12 (£413m in 1981-2, £166m in 1982-83 gp4 3
;;81; 84) by offsetting measures within the industrieg themael“
= :

: should agree on the maximum savings which can pe
(1: Ved through the gselective options cuts from Table 2
achieve

(iii)to the extent that agreed option cuts ?ay/‘g;“ffiﬁent
to cover the gap for 1981-82, we should dt-ec1de on a 3911*‘3!'51 &
. tment of the amount required to gl\'re us‘1 the ?anng Ve 1y
u.x ;mveﬁven percentage cut for all industries including any
E;:e:ntm:nt cuts agreed in the "option cuts");

(iv) officials' discussions on the 1?81—8? EFL? should proce?d
on the basis of the investment and f‘lnancmghi.':fgures roz(‘ﬁw
industries in Table 1 modified in (ii) and (iii) above iy
BS as proposed in paragraph 10 above).

W.J.B.

H M Treasury
12 September 1980
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NATTONALISED INDUSTRIES: TOTAL EXTERNAL FINANGE
(as in E(80)64)

a8
£ million at 1973-g0 prices
1981-82  1982-83  1983.-as
1 Board 658 553 430
rional - il and Boards =252 -348 ~429
-
jorth of chﬁgriclyBoard 2y 18 15
¢ scotiland Electricity Board 65 139 142
South ; as Corporation -368 ~H12 249
:i:i:l}i National 0il Corporation -7%6 -126 ~157
O Shuren” (503702 Z N
. 18 69 7
Po:ztgif;ﬁither savings agreed 1653% 14 _3_;33
Imtish Airways Board 96 95 105
Iritish Airpcrts Authority 26 Cal 12
hitish Railways Board 62% 572 572
revised figures (E(80)105) 663 = -
hitish Transport Docks Board -6 -6 =5
R 0 R cat
Yetional Byg Company 56 S4 56
::z:i;hfra;‘wort Group 14! 11 12
britiey stsP?ce i " 2
Terigeq 1o iiders 81 38 e
) nogqy zm‘j’s 131 . -
Re\'isedai in IFR) 1220 619 7
Giges Sl 1631 839 e
ot o OmRd 7841 4473 16 5
"Ath Cmng 7841 +884 +636 +670

0
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Option Cuts

&m at 1980 Survey prices
1981-82 1982-83 1983-84

100  Further possible real
: increases in tariffs
mwtﬂﬁltg & wales after period of current
b mogle® financial target. Fina)l
( decision when next tar-
get settled in 1982,

Investment (baseline
& Wales already includes reduc-
gl and 5
(v) B tion to offset cost of
extra capacity in form
of cross Channel link.

Investment
(c) 5cot1and

BNOC Investment

T (8 : Delays in the Clyde
() field (discussed in
E(80)98)

Industrial prices
(centre of 50-100 range)

Investment

Deferment of Morecombe
Bay - to be considered
separately

.B7g191Aerospace N e % relevantis oy
tion of cancelling no .
'ogam) decision to work towards 1980/81 flotation /

+ Telecommunications :
(2)/ Investment cuts to reflect relaxation of the
monopoly agreed

al squeeze inc}ud-

E oy e R gﬁ;egelaygd completion
of Strowger replacement

to 1995 instead of 1992

i . tment reduced
P i %21826 to BA's contin-
ency plan for higher
gil prices/lower growth

'+ Brity i nt
; 1tisgh Airportg 20 Investme

Ses,
[5f’wh§§§5 aPo§§8 12 Borrowing
b) B 3 2 Investment
c pggss g Investment_7

ounded 439
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