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Chapter
The Privatization Program—an Overview

6.1 Introduction

The importance that privatization would come to have in the economic
policies of Mrs Thatcher's Government could not have been foreseen at the
time of her election victory in May 1979. The Conservative election
manifesto had relatively little to say about privatization, although the
party’s dissatisfaction with the performance of nationalized industries and
its desire to “roll back the frontiers of the state” were prominent
Conservative themes. During the Government’s first term in office, the
proceeds from the sale of state assets were below £500 million per annum,
but after Mrs Thatcher’s re-election in June 1983 the privatization program
accelerated dramatically (see table 6.1 ). By the time of the 1987 election the
annual proceeds from asset sales were approaching £5 billion, i.e. ten times
the earlier level.

The expansion in the scale of the program accorded with a fundamental
change in its nature. Before 1984 the firms that were privatized mostly
Operated in reasonably competitive industries. Firms like British
Aerospace, Britoil, Cable and Wireless, and Enterprise Oilf are important
and sizeable companies, but they do not enjoy such market power as to
POse major regulatory problems. The privatization of British Telecom
(BT)—the first in a series of utility companies with great market
Power—therefore represented a radical shift in policy. Regulated private

Table 6.1 Privatization proceeds

Finuncial year £ million
1979..1980 377

1980 198 405
1981..1982 493
19821983 488

1983 .1984 1.142

1984- 1985 2132
:935--1986 i.;(s)(z)‘
986--1987 ,

1987--1988 10 1989- 1990 5,000* annually

Sfiurce: HM Treasury (1985, Table 2. 14: 1986. Table 2.23: 1987, Table 2.21 and p. 30).
Figures shown are net proceeds. * Expected receipts.
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enterprise was now regarded as superior to nationalization (see Moore,
1985) even in natural monopolies. where competition was impractical.
With this extension of Government philosophy, privatization policies
appear to have virtually unlimited scope in their application to state
ownership of industry. Following the Conservative victory at the election
in June 1987, the British Airports Authority (BAA) was sold, and the water
authorities and the electricity supply industry are set to join BT, British
Gas. British Airways (BA), and other privatized firms in the private sector.
The sale of public enterprises has been one of several components of
policy designed to reduce state involvement and enhance private enterprisc
and ownership. Another important element has been contracting out—the
private supply of publicly financed services. Instead of relying on internal
supply. numerous Government bodies have been encouraged to introduce
competitive tendering between rival contractors. Local authorities have
contracted out rubbish collection, catering, cleaning, and construction and
maintenance work. Publicemployees, who often enjoyed a quasi-monopoly
position previously, were faced with competition from the private sector.
and the evidence to date shows important gains in cost efficiency. Likewise.
the Department of Health and Social Security and the Ministry of Defence
are introducing competitive tendering for catering, cleaning, and a wide
range of other services. We do not discuss contracting out at any length in
this book (see Hartley and Huby, 1985), but we do touch on several of the
relevant economic principles, notably in section 4.6.1 on franchising wherc
some of the strengths and weaknesses of contracting out are surveyed.

The sale of public sector housing after 1979 was another major policy
measure to enhance private ownership in Britain. Nearly 600,000 housing
units were sold by local authorities between 1979 and 1983, more than in
the entire postwar period before that time. Receipts amounted to almost £2
billion in 1982. Private purchase was encouraged by the policy of selling
property to tenants (of some years’ standing) at substantial discounts to
market value. However, the rents under public ownership were often below
commercial levels, and local authorities were relieved of maintenance
burdens and saved significant administrative costs. Just as the privatization
program was used to promote wider share ownership, public sector
housing sales were used to extend private property ownership. Both
measures were at the center of the Conservatives’ desire to enhance
“property-owning democracy”” in Britain as strongly as possible.

Alongside policies to promote private enterprise and ownership, the
Government introduced measures to stimulate competition in several
public sector activities. The use of contracting out and competitive
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remove some barriers to competition in s
to be privatized) industries.
1982 Oil and Gas (Enterp
introduce some competitio
electricity supply industri
radically deregulated the
we shall see in the chapt
often had limited prac
ownership have general
effective competition in t

pieces of legislation designed to
ome nationalized (and often soon
The 1981 British Telecommunications Act. the
r1§e) Act, and the 1983 Energy Act sough’t to
nnto parts of the telecommunications, gas, and
es, and the Transport Acts of 1980 and 1985
markets for coach and bus services. However, as
érs that follow, these liberalizing measures h;ve
tical effect, and policies to encourage private
l}:/ tfaken precedence over measures to promote
. e reqpem cases of tension between the two.
air::;ﬂ;:’ugg;sceﬁs;tll;; ic:jfl:erlz tt.w}:)fo?d. First, we discuss the principal
ims . ' 1sh privatization program. Secon
ilivlf ::a(::it,ile net :xstory of t.he main asset seles to date. Sﬁbsequent chd;:;};;c:‘::
indusmes*teleceoeconor.nfcs. of competition and regulation in four key
ol O mmunlcatlons. 'enefgy,'transport. and water—in greater
o L her scusstons of the pnyatnzahon program are given by Beesley
ittlechild (1983), Kay and Silberston (1984), Vickers and Yarrow

. N . . and h S arro

6.2 Objectives of Privatization

i .. T
“rsltl:? British privatization program no one has defined a comprehensive
goals ranked by priority or weight. Indeed, objectives are likely to

differ between Government ministers and to

tw change over time as
Opportunities, constraints y " the

. and perceptions devel H
it str op. However, the
wing list summarizes what appear to have been the principal aims:

(1) Improving efficiency;
(
(fll) reducing government involvement in enterprise decision making;
(iv) casing problems of public sector pay determination; .
(V? Widening share ownership;

(V.l.) €ncouraging employee share ownership:;

(vii) gaining political advantage.

1) reducing the public sector borrowing requirement (PSBR);

The last of th jecti
ese objectives has only been implici it he
. plicit, but it has shaped ¢
Number of key policy decisions. e
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Privatization enhances economic efficiency if it sharpens corporate
incentives to cut costs and set prices in line with costs. But we saw in chapter
2 that the achievement of efficiency improvements depends crucially upon
the framework of competition and regulation in which the privatized firmis
to operate. In the first phase of privatization, in the period up to 1984, there
was relatively little concern in this regard, because the industries in question
were reasonably competitive. But when utility companies like BT were sold
to the private sector, measures were needed to reduce and contain market
power, and a central stated objective of policy was to improve efficiency by

unleashing competitive forces.
When the intention to privatize BT was announced in July 1982,

much emphasis was also placed on another source of efficiency im-
provement—allowing BT to borrow freely from the capital markets with-
out having to obey the borrowing constraints faced in the public sector. In
short, privatization would facilitate more efficient capital allocation. Of
course privatization is not necessary to achieve this end, because the
borrowing constraints could be relaxed without transferring ownership.
but there is a difference (at least in legal terms) insofar as the borrowings of
a private sector company are not backed by Government guarantee.

A more important difference arose from the Government’s objective of
reducing the PSBR, because the borrowings of a formerly nationalized firm
are no longer part of the PSBR once the firm has entered the private sector.
Moreover, as a result of a curious accounting definition, the proceeds from
the sale of state assets directly reduce the PSBR because they are treated as
“‘negative public expenditure’! Unlike sales of gilts (i.e. U.K. Government
bonds), sales of shares in privatized companies (i.e. Government equities)
are deemed technically not to be borrowings, although in reality there is
little difference between the two methods of Government finance.
Privatization therefore accorded well with the objective of reducing the

PSBR so as to meet the targets that the Government had set itself as part of
its medium-term financial strategy for anti-inflationary monetary control.

Privatization also offered a direct way of furthering the aim of reducing
state involvement in enterprise decision making, part of Mrs Thatcher's
general philosophy of pushing back the frontiers of the state. A major
weakness in the administration of nationalized industries was their
vulnerability to short-term political intervention by ministers, and
privatization provided a credible way of giving industry managements the
independence to develop their business strategies free from interference.
However, once again we would note that it is not the only way to achieve
the desired result.
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l.>r1v'atization was also seen as a way of promoting Go
[c])::f:cnvis rjg.ar:ing the labor market. The labor relations fecordvf):"n:ae:;
lona‘lze industries was bad, and public ownership was held p;
responsible. Nationalization can increase the monopol e 'pdm'y
public sector managers and their supervising fni:i::?"wer}?'rumons y
Incentives tq reduce labor costs and a virtually unlimitea pLerSse v:'ll‘t/}e) wwe'ak
il::ef::fon::dl:cgehu:?ge settlements. Howevgr,.privatization may do mu? ’;;‘
ke e lhmcton p:};'er. It does not diminish the cost and damage that
lkely 1y it e, f?n .1 monopoly power persists, the company’s purse is
Govrmnaomain re‘.ecnw.:ly bottomless. Indeed, it can be argued that
o .SISt unlnon pres.sure better than private employers. It has
e r resources W‘l[h which to withstand union pressure, and, by virtue of
o :,:::,:,:S:: with ngmerous groups of public sector workers, the
st § reputation reasons for not wanting to concede an unduly
year_]oné s:oa;ersrzfr:lt tg any one group. Both these effects were at work in the
o ﬁnamia]l]e in 1984-1985. The Government was content to incur
Nattons] 1om (t).sses’ to secure vnctor)'a and its resolve to defeat the
domenet 0" n o "Mme.workers was inspired in large part by the
ceomamy s fr;ct((())rﬂilgnalmg) effect on other wage bargains in the
oo negO[iators.r at would not have entered the calculations of private
xh;:tn ::;:):;1 rzzsi[rkfjt. as elsewherg, itis compf:tition rather than ownership
the mononn ov;, mfon p(.)wer‘m the c'oal.mdustry derives chiefly from
entry el n())/tpfr er o Brmsh Coal,hwhlcl} 18 §uslained by restrictions on
ke by B o <i>m public ovynershxp. APrnvaFnzation did not prevent the
unions Lo o Strg nee;s early in 1987, in wh:gh the telecommunications
et o BTor;qg and because.of the .hmned extent of competitive
2 time of . dCVC.rthCI.CSS, the impending arrival of privatization was
appens {] rre u.cuons in staff numbers at BT, and the same thing
at British Airways.
em;?gy::;:o‘:zgeme;n of v‘vider share ownership, especially by company
s o p,rivat?n? er ma:10r goal of the program, though it must again be
provideg eXzauxon by 1Fself does nqt further the objective. Rather, it
becausy i e ace ent vehlcle.for rapidly expanding share ownership,
discount o Withra:dg?portumty to offer shares to the general public at a
explaing g 'a . itional bonuses tjor the.small shareholder. Chapter 7
esponse thap drlx) scope of these incentives, and the massive public
and acp Whetheeyth rought forth. The. chapter also quantifies their cost.
idenme ot r there .are more efﬁ(.:xent and less distortionary ways of
g share ownership than by selling state assets at discount prices.
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That policy has nevertheless yielded important political benefit to the
Conservatives. Millions of new small shareholders have portfolios that
typically consist entirely of “‘privatization stocks" such as BT and British
Gas. Share price movements before and during the 1987 election campaign
showed that privatization stocks were highly sensitive to assessments of
Mrs Thatcher’s likely electoral fortunes. A visible financial interest of
millions of people in Conservative victory was plain, and the party
underlined that interest by writing to the shareholders concerned.
Moreover, the windfall profits to successful applicants for shares in
privatization issues had made the program politically popular. In contrast.
the relative loss borne by taxpayers and consumers of public services as a
result of underpricing was imperceptible, though nonetheless real.
Politically, privatization was a winner, at least in the short term.

6.3 The Main Asset Sales 1979-1987

In this section we briefly describe the main asset sales in the eight years up
to the middle of 1987. We list the companies in alphabetical order for ease
of reference, and because some asset sales occurred in stages. In most cases
our treatment is extremely brief; we comment at greater length only where
there are points to make that are not covered in other chapters. For a
summary of information relating to the pricing of the share issues, the
reader is referred to table 7.1 in the next chapter.

Amersham International Amersham’s main business is the development,
manufacture, and sale of radioactive materials for medical, research, and
industrial uses. In February 1982, £63 million was raised from Amersham’s
offer for sale. The offer was heavily oversubscribed, and the shares went to
a hefty premium when dealings began. A political storm resulted, partly
because the important and controversial sale of the British National Oil
Corporation (in the shape of Britoil) was soon to take place. In the year t0
31 March 1987 Amersham made pretax profits of £22 million on turnover
of £148 million.

Associated British Ports (ABP) As well as its port operations, ABP has
interests in property development and investment. It was privatized in tw0
stages. Part of the company’s equity was offered for sale in February 1983.
and the remainder was sold by tender offer in April 1984. In total abou!
£100 million was raised from the sales. In 1985 the company made preta*
profits of £21 million on turnover of £138 million.

of the giant “seve
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British Aerospace British Aerospace manufactures milit
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British Gas

Privatization i
sha
De

In t.errns of sales proceeds. British Gas is the largest
s Oct:bzmlagxg;o far, apart from the offering of the tranche of BP
cember 1o r ‘ (sge below), and was sold as a single entity in
r 1986 for £5.6 billion. The company is the subject of section 9.2.
British Petroleum (BP) The British Government’s initial stake in BP, one
nsisters” of the oil industry, was acquired Just before the



The British Privatization Program 162

First World War. In general Governments have not participated actively in
the running of the company, and BP has enjoyed about as much
commercial freedom as privately owned companies such as Shell. Since the
mid-1970s the public shareholding in BP has progressively been reduced by
sales of tranches of shares by both Labour and Conservative Governments.
The last tranche (31.5 percent of the company) was offered for sale
(together with a rights issue) in October 1987 and raised £7.2 billion, to
become the largest ever share offering. The stock market crashed before the
share offer closed, and virtually all the new shares were left with the
underwriters (see section 7.2 below). BP is discussed further in section 9.4.

British Telecom BT was the first major utility company in Britain to be
privatized. Approximately half its shares were offered for sale in November
1984, and £3.9 billion was raised. The government continues to own
fractionally less than half of BT’s shares, but BT's management has
complete commercial freedom. Chapter 8 below is devoted to the
privatization of BT.

Britoil Britoil is the successor company to the British National Oil
Corporation (BNOC). the nationalized North Sea oil exploration and
production company set up by the Wilson Government in 1975. The offer
for sale by tender of Britoil shares in November 1982 was the worst flop of
the privatization program before the BP offer in 1987. Seventy percent of
the shares were left with the underwriters amid gloomy reports of the
company’s profit prospects and signs of weakness in the oil price. The rest
of Britoil’s shares were sold in the summer of 1985, and the privatization of
the company raised £1 billion in total. BP made a bid for Britoil in
December 1987. Britoil is discussed further in section 9.4.

Cable and Wireless Cable and Wireless provides telecommunications
services, mostly under franchise agreements with governments, N
numerous countries. Its subsidiary, Mercury Communications, is the only
public network operator licensed to compete with BT (see chapter 8.
especially sections 8.2.2 and 8.4.4). Cable and Wireless was privatized in
three phases. After the passage of the British Telecommunications Act
1981, the Government sold 49 percent of the shares in Cable and Wireless:
Its stake was reduced further by dilution due to the company’s rights issuc
in 1983 in connection with the acquisition of Hong Kong Telephone. and
the Government sold a further tranche of its shares by tender offer i"
December of that year. The issue was not fully subscribed, and a portion of
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Jaguar Jaguar, the luxury car maker, became a subsidiary of British

}d;g'(l)and (BL) in the indus}ria] reorganization of the car industry in the
§. BL went bankrupt in 1974, and was rescued by large injections of
public money. There followed years of further heavy losses, labor relations
f;t(;(l:::n“s, a}rlxd declining market. shares. despite successive attempts to
oo mz;: the com'pany S operations. Conservalivc policy has been to sell
il for 1 ;Z pr'(;f.'lldl?le parts of the. business. Thus Jaguar was offered for
compans m; lion in July 1984. Since returning to the private sector, the
. g'thper ormance has been strong, especially in the United States,
Jaguargm de recer'lt weakness of the dqllar may restrain progress. In 1986
-~ ade pretax profits ot‘"£l21 million on turnover of £830 million.
J6 model was well received when it was launched in the spring of

1986» and Ja > . . .
annually guar's car production is growing at around 1S percent

National F reight
for £53 million to
Pensioners in 1982.

National Freight, the road haulage operator, was sold
a consortium of managers, employees, and company
compamye g lt:lowever, the Goverflment paid £47 'million back to the
ot e l:t; lsm und to remedy previous underfunding. Its shares have
compan :‘1, ed on the S'tock Exchange, although plans to float the
emp]oye);s here announced in May 1987. The interests of managers and
Nations, ave b?en safegugrded by the restriction on the transferability of

nal Freight’s shares—investors have only been able to buy and sell
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equity from and to the company at a price periodically fixed by
accountants. The sale of National Freight yielded little net revenue to the
Exchequer, but it has been one of the greatest successes of the privatization
program. Its pretax profits rose ninefold from £4.3 million in 1981 (before
privatization) to £37 million in 1986. The fact that National Freight has
become such a thriving business underlines the importance of good
incentive structures-—achieved in this case by the employee buyout—in
determining the success of privatization.

Rolls-Royce We comment on Rolis-Royce (R-R) at greater length
because to date it is the largest privatization not covered in other chapters,
and because the company has been at the heart of British industrial policy
for some two decades. The company was formed in 1906 by the merger of
the Rolls and Royce motor car companies. In the First World War R-R
began to design and manufacture aero-engines in addition to its car
business. In the 1940s R-R was the leading firm in jet engine technology.
and for a while it enjoyed considerable commercial success in both civil and
military markets. Competition from Pratt & Whitney, helped by the
American dominance of the civil airframe industry by Boeing and
McDonnell Douglas (M-D), posed growing problems for R-R in the 1960s.
The company embarked on the major RB-211 project to develop its own
new large jet engine to compete with the American rivals. But by 1971 it
became apparent that R-R did not have the financial, technological, and
organizational strength needed to accomplish the project on time.

The company went into liquidation in February of that year. The
Government bought the aero-engine business, and the Rolls-Royce motor
car business was put into a separate company which is now a subsidiary of
Vickers. In the 1970s R-R’s aero-engine business recovered. The RB-211
engine was successfully developed, and was bought in large numbers by
Boeing and Lockheed for aircraft sold to airline companies throughout the
world. But the civil aircraft industry entered a period of recession in 1980 as
oil prices rose, before demand strengthened in the mid-1980s. (The fortunes
of British Airways followed a similar pattern—see section 10.2.) Employee
numbers were cut by more than a third in the recession, and efficiency
improvements were reflected in profitability. Operating profits (before net
R&D) increased from £74 million in 1983 to £273 million (on a turnover of
£1.8 billion) in 1986, largely thanks to a recovery in the civil acro-engin¢
business. Over the same period a pretax loss of £115 million was converted
into a pretax profit of £120 million.

This improvement in R-R’s performance made privatization attractive.

The Privatization Program- an Overview 165

In May .l 987, 801 million shares were offered for sale at 170 pence each
payabk Intwoequal instalments, to raise £1.36 billion for the Governmec t’
Two million people applied for shares, and the public offering was 9.4 timn .
ioverszpscribed. When dealings began on 20 May, the shares wen.t to ::
pr:lir;e. 1ate premium of 62 pence, or 73 percent over the partly paid share
‘ The comp?ny’s future prospects depend heavily upon continued growth
in Vf/Orld airline demand, exchange rate movements (especially the
stf:r]mg/dollar rate), and technological developments. R-R is collaboryatin
\jvnh Pratt & Whitney on propfan engine technology, which may be used irg1
future generations of long-range airliners being developed by Boein
M-D, and the European Airbus consortium (of which British Ae}ospace 1gs
amember). On the military side, R-R can anticipate substantial business in
the 1990s if the European Fighter Aircraft goes ahead.

Althoggh the future is full of uncertainties, R-R faces it as a soundly
based private sector company. The Government rescue of the company in
197] ha§ turned out to be comparatively successful, though perhaps the
main strides towards commercial viability were made in R-R’s latter years
in the public sector. In the 16 years under public ownership the
Government acted essentially as R-R s investment banker, in circumstances
Where private finance was not forthcoming. When R-R’s prospects were
Improved, that task was done and privatization became appropriate
Together with the social benefits of saving such a company the successfui

ﬂotatlon of R-R in 1987 is evidence that. at least on this occasion, the public
Investment paid off.

Tm.stee. Savings Bank (TSB) It was the Government that decided to

prlvan’ze”.the TSB, but strictly speaking the sale of the TSB Group was
gilnalr;mjauzati'on becagse itemerged that the Government did not after ail
bank eddssets 1n question. In fact it was ruled that no one, not even the
retaioad l:e)posl:tors, ov«'med the'TSB. and the proceeds of the sale were
e b y the bank itself. ~ljhls poss:d peculiar problems for pricing the
- Cause, whatever the issue price, the shareholders would end up
o thf not onl)'/ the assets of the bank, but also the money that they paid
transac:'e assets! Thus the TSB was almo§t literally given away. Ignoring
TSB nllons costs, there could be no finite equilibrium price (unless the
ook 'anagem.ent was thought to be worse than the shareholders at

8 after their money).

Strong demand for the issue was therefore guaranteed. In September

19
86 the offer for sale by the TSB Central Board of 1.5 billion shares at 100
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pence was heavily oversubscribed, and large profits were immediately
gained by lucky applicants. Priority was given to TSB customers and to
employees and pensioners of the company. A one-for-ten share bonus was
offered to shareholders prepared to keep their shares for three years (rather
than just take their short-term profits), and 135 million of the shares were
retained for this purpose. The Group raised further capital in November
1986 when it offered for sale 49 percent of the equity in its Channel Islands
subsidiary.

Personal banking services constitute the TSB’s main business. The bank
has 1,600 branches throughout the U.K., and services 14 million accounts
for its massive base of 7 million customers. The Group also provides
investment management services, insurance and unit trusts, credit card
operations (via its Trustcard), and vehicle rental services (through its Swan
National subsidiary). In 1986 the TSB’s pretax profit exceeded £200
million. The Group is now facing the challenges presented by the growth of
competition throughout the financial services industry. With its large and
relatively underexploited customer base, the TSB has an opportunity to
grow rapidly in the years to come. The question is whether it has the

management expertise to do so.

Other Asset Sales The companies above do not by any means constitute
an exhaustive list. Denationalization of state-owned shipbuilding industries
has been on the Conservative agenda ever since 1979, but progress here has
not been easy, especially because of the loss-making state of parts of the
industry. Nine subsidiary companies were sold in 1983, and the following
year the Government announced its plan to sell off British Shipbuilders’
warship yards (which happen to include Vickers and Yarrow). Yards have
been sold piecemeal to British companies (such as GEC and Trafalgar
House), but relatively little net revenue has been raised because of the
unprofitability of the industry. Indeed, it may be impossible to sell some
yards except perhaps at negative prices.

Some of British Rail’s (BR’s) assets have been sold to the private sector,
for example BR hotels, and in July 1984 the Sealink ferry subsidiary was
sold by tender to British Ferries Ltd, a subsidiary of Sea Containers Ltd.
Three companies submitted proposals to buy Sealink, but there was only
one firm bid which was accepted. The £66 million realized from the sale fell
far short of the £108 million book value of the company, and it is
questionable whether the method and timing of sale were entirely
appropriate. Other nonrail interests of BR have been grouped into British
Rail Investments Ltd, and are being sold piecemeal to the private sector.
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The prospects for privatizin
discussed in section 10.5.

The vaernment’s 24 percent holding in British Sugar was sold in 1982
The public shareholding dated back to the company’s formation as a re l.
of amalgamations in 1936, Before the U.K. joined the EEC n i973 Stl}:t
Government provided support for the sugar beet industry, but the EECe
then took over that function. In May 1980 a bid for British S;:
by S&W Berisford, and this was approved after a refe
an.wpolies and Mergers Commission. Berisford completed i
British Sugar’s shares in 1982. There have since been furthe

attempts to acquire British Sugar from Berisford.
The electronics companies

gparts of BR's core railway business are briefly

gar was made
rence to the
ts purchase of
r unsuccessful

: ICL and Ferranti were am
received public support under the auspices of the Nati(:)nngaslt 115}:::6 tr};: ,
Board (NEB) set up by the Wilson Government in the 1970srpThZ
Governm‘ent had taken a 10 percent stake in ICL at the time (;f the
company’s formation by merger in 1968, and its shareholding was
mcrefised to more than 24 percent in 1976. The Conservative Government
sold its sh?reho]ding at the end of 1979 for £37 million. ICL hit serious
prob'lems in the recession shortly afterwards, and further public aid was
E;Omwded m' 1981, However. a turnaround was then achieved, and the
Ferrg:zy “;ds acquired by STC in 1984. The Government’s rescue of
[ransforma §o _turned out to be successful. After the company’s
vt atllon in 1974-1979 the NEB's 50 percent holding was sold for
l_nmlvem(::n.t n 1h980—l981, gnder the Conservative policy of reducing state
et I;:t e NEB disposed of numerous other shareholdings,
Cambridg lanrey, and pulled out of other companies (e.g. Sinclair,
s o gle nstru.rnents. and Alfred Herbert, the machine tool company).
Govers argest interests (BL and R-R) were transferred to direct
oy r!'{'erllt .con.tro]. [n.general the NEB had a mixed record; on
o erleii criteria, NEB investments performed badly on average. Some
pUb]pames were rescue.d.successfully. but others were a constant drain on
Ic .funds. (For a critical view of Government involvement in industry
over this period see Redwood (1984).)

6.4 The Future of the Program

The servati i i i
X Conser_vatwe Election Manifesto in 1987 set out the party’s future
Plans for privatization:

“We wi .
the pn'\lr” continue the successful programme of privatisation. In particular, after
alisation of the British Airports Authority we will return to the public the
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Water Authorities, leaving certain functions to a new National Rivers Authority.

Following the success of gas privatisation. with the benefits it brought to
employees and millions of customers, we will bring forward proposals for
privatising the electricity industry subject to proper regulation.”

The Liberal-SDP Alliance Manifesto opposed the privatization of the
water and electricity industries on grounds of concern for safety and the
environment. The party stated that, despite its opposition at the time of
privatization, it would not return BT or British Gas to the public sector, but
would focus instead on competition and efficiency in those industries. The
Alliance said that it would consider the privatization of British Steel.

The Labour Party announced plans to extend social ownership. Its
manifesto stressed the importance that the party attached to social
ownership of basic utilities like gas and water. Labour stated that it would

... start by using the existing 49 per cent holding in British Telecom to ensure
proper influence in their decisions. Private shares in BT and British Gas will be
converted into special new securities. These will be bought and sold in the market in
the usual way and will carry either a guaranteed return, or dividends linked to the

company’s growth.”

Labour also proposed to set up British Enterprise, a socially owned holding
company, to invest public funds in, for example, high technology
industries.

Following the Conservative election victory in June 1987, the BAA was
offered for sale the following month (see section 10.3). The water industry is
expected to be privatized in 1989 (see chapter 11) and plans are being
developed to sell parts of the electricity supply industry (see section 9.3). It
is not clear how the latter sale will be structured, but senior management
has declared its opposition to splitting up the Central Electricity
Generating Board into competing private companies.

Other industries are likely to be on the agenda for privatization before
long. After years of heavy losses, British Steel has returned to profitability
(£178 million net profit in 1986-1987) following a radical efficiency drive
involving manpower reductions and plant closures. The company has
therefore become a natural candidate for privatization.

The Government has also asked the Rover Group (formerly British
Leyland) to prepare plans for its privatization, preferably to individual
sharcholders, by 1992. As well as Jaguar (see above), parts of the group
have already been sold, including Leyland Bus, Leyland Trucks, and the
spares business Unipart. Political controversy arose in 1986 when it
emerged that Austin Rover cars and Land Rover might be taken over by

the American companies Ford and General Motors. The plans wert
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dropped, but the episode highlights the central difficulty in privatizing th
Rover Group. The company’s past record of financial losses and declii' .
market share is so poor that it is unlikely to appeal to individual invest;nrg
exceApt at a very low offer price. The alternative of selling the group to :
fqrelgn competitor would raise more revenue, but is fraught with ;l) i
difficulty for the Government. ¢ o pottica
’The. Po.st Office has often been regarded as a possible candidate fo
prl\fauzauon, but the sale of the Royal Mail was ruled out by Mrs Thatch ‘
4ur|ng tl‘1e. 1987 election campaign. The Post Office monopol 0‘:
tlme-senS}txve mail has already been relaxed, and the question aris)t;s f
wl‘leth.er 1ts monopoly of the letter post should cease whether or .
privatization occurs. The Chairman of the P : o
such liberalization on the grounds that “‘cream skimming” by entrants int
proﬁlab!c business segments and cut-price intra-urban mail services woulg
cagse price increases in rural areas and would jeopardize efficiency. These
points are debatable, but once again we have the familiar picture of‘ senior
management opposing liberalization.
| Tbe list oqussible future privatizations does not end there. In the 1987
; :;;ls:n Ccan'lpalgn Mr' Peter Walker, then the Energy Secretary, said that
Parliame:{a b(see. section 9.5) would not be privatized during the next
woult o f ut its sale may be c.optemplated eventually. Privatization
. lercely oppqsed by mining unions, but with a comfortable
gajomy and .the earlier victory in the 1984-1985 coal strike the
. \3::::1:?“; lrlmgh't noF be.deterred.from returning the company to private
. remp.t € privatization of British Rail (see section 10.5) is perhaps a
it e (:)ee pr;>spect, though Conservative philosophy is now such that
Satemney bru F:d out. Betwan !979 and 1987 more than a third of
.y e usmessgs erre.prlvatlzed, the bulk of which were sold from
onwards. Privatization is set to go much further in the next few years.

ost Office has argued against



