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The Treasury and Civil Scrvice Commitice js appointed under S.0. No. §6A 10
eamine the expenditure, administration and policy of the Treasury, the Civil
Scrvice Department, the Board of Inland Revenue, and the Board of Customs
and Excise and associated public bodies, and similar matters within the
1esponsibilities of the Scercetary of State for Northern Treland.

The Committee consists of a maximum of cleven membhbers, of whom the
quoruin is three. Unless the House otherwice orders, all Members nominated to
the Committee continue 1o be members of the Caommittee for the remainder of
the Parliament.

The Commitice has power:

(a) to send for persons, papers and records, 1o sit notwithstanding any
adjournment of the House, 1o adjovrn from place to place, and fo 1eport
fiom time 1o time;

(b) to appoint persons with technical Lnowledge cither to supply information
which is not readily available or 1o clucidate matiers of complexity within
the Commitiee’s mder of reference.,

The Committee has power 1o appoint one sub-committce and 1o report fram
time 10 time the minutes of evidence taken b fore it. The sub-commitfce has
power fo send for persons, papers and re ords, 1o sit notwithstanding any
adjournment of the Bouse, and to adjouin from place 1o place. 1t has a quorum
of thiee.

MONDAY 26TH NOVEMBER 1979

The following were nominated as members of the Trezsury and Civil Service
Commitiee:
Mr Kenneth Baker Mr Terence Higpins
Mr Anthony Beaumont-Dark Mr Robert Sheldon
Dr leremy Bray Mr Richard Sheplierd
M7 Edward du Cann Mr Richard Wainwright
Mr Timathy Egear Mr Ken Woolmer
Mr Michael English

Mr Edward du Cann was elected Chairman on 29 November 1979,
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Second Report
The Treasury and Civil Service Committee have agreed
to the following Report:
THE BUDGET ARND THE GOVERNMENT'S EXPENDITURE PLANS

1980-81 to 1983-84

Scope of this Report

1f v This report has had to be brepared promptly after
we completed taking oral evidence from the Chancellor
of the Excheguer on 28th April so that we could publish
to the House in time for the debate on the Public
Expenditure White Paper (Cmnd 7841) and for the Second
Reading of the Finance Bill.

The Government's main objectives, as described in
he Financial Statement and Budget
o :

J Report 1980-81, are
reduce inflation and to create conditions in which
stainable economic growth can be achieved. The

1
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M
fo)

mmittee endorses these objectiv To this end, the
yvernment has se a declini pat the rate of
wth of the money stock (measured s esent in terms
sterling M3) from 7-11% in 1980-¢8 i i~-8% in 1983-
. The Government has stated that there js no
question of departing from this mon2y supply policy,
which it considers essential to the success of any
anti-inflationary strategy. Since we will shortly be
embarking on a wide ranging enguiry into monetary
policy we do not in this report examine this firm
conviction of the Government that limiting the money
supply must be the main pillar of policy and that there
are certain definite relationships between the PSBR,
the money supply, inflation and economic growth. We
plan to report on these crucial aspects of monetary
policy at a later date. BHere we hav concentrated on
the following four main areas:

(a) The need for more information about the
assumptions on which policy is based;

b) Output and Un =mployment ;
(c) Public Expenditur :nd Revenue stimat

() he outloc for the corpora Sector .
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(a) The need for more information about economic policy

assumptions

e In this year's Financial Statement and Budget
Report the prospects for expenditure and revenue for
the next four years have been brought together. While
we question below the plausibility and consistency of
some of the assumptions on which the Government is
basing its policies, we welcome this development, which
was recommended by the former Expenditure Committee in
its Report in ]979qon the Government's Expenditure
Plans (Cmnd 7439).

We guestioned Treasury officials before our
discussion with the Chancellor. Our purpose was to
esteblish a basis of fact from which to develop our
guestioning. On several occasions officials said they
were unable to answer our questions on grounds of
confidentiality. As a result, this process was not as
successful as we would have wished. Also it was a
surprise to the Committee that the Chancellor laid such
heavy stress on the need for confidentiality in his
opening statement to the Committee. We understand the
difficulties of the Bank of England, as the Governor
described them to us, and are sympathetic to his view
that it will be necesary for him on occasion to respond
to the Committee's enguiries with discretion, having
regard to the role of the Bank of England, and to the
need for reticence about potentially market sensitive
information. There may also be occasions when the
Chancellor or Treasury officials find it difficult to
«pand in public on various subjects when there are
imilar considerations. Furthermore, the Committee
'mpathised with the Chancellor when he drew our
attention to the dangers that may result if his
comments at any time on politically sensitive and
topical matters (e.g. unemployment) are taken out of
context. The Committee appreciates the inevitable
uncertainty of forecasts and the tentative nature of
assumptions, and the need to take such uncertainties
into account in deciding policy. It is only to be
expected that a Select Committee of the BHouse which
includes in its membership of 11 no fewer than § former
Ministers, including 3 former Treasury Ministers, would
readily understand these points and guard against them.
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1 Fourth Report, FExpenditure Coummittee 1978-79, HC237
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It remains the responsibility of the Committee to
do its best to see that Parliament, and through
Parliament the nation, is better informed about
economic matters, about the judgements of Ministers and
why they are made. The Leader of the House gave the
undertaking when the new departmentally-related Select
Conmittees were set up that Ministers would make every
effort to ensure that the fullest possible information
is made available to the Committeel. Tt is the
responsibility of the Committee continuously to monitor
the work of the Treasury in its management of the
economy, and to report to the House as it thinks
appropriate. To do this it is necessary for the
Committee itself to be properly informed not only about
policy but about the reasons why policy decisions are
made and the information available to Ministers on
which they are based. “e are fortunzte in being
advised by Dr. Alan Budd, Dr. Paul Neild and Mr. Terry,
Ward, to whom we would wish to pay a tribute. Their
guidance and bhelp is greatly appreciated. We also had
useful papers from the National Institute and the
Economist Intelligence Unit which are published with

he cvidence. We have in fact received ample material
from our own advisers and other sources to enable us to
make our own judgements. But that is not the point.

It must be right for the Committee to be made aware of
the basic information upon which the judgements of
MiniSters are made and the Committee mOst be put in a
pesition Iscover any gzps in the official
calculations. Without this it will not be possible to
comment on Ministers' judgements in a way that will
invariably be fair to those who make them. Nor will it
be possible consistently to give to the House of
Commons the advice which the House will rightly expect
to receive. We endorse the comments of our Chairman,
made in reply to the Chancellor's observations, that
Governments tend to be obsessive zbout secrecy.2 The
Commitee therefore intends to discuss further with the
Chancellor ways of ensuring that our work is not
hampered on future occasions.

—

col. 45,
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We also had considerable difficulty in assessing
the feasibility of the Government's expenditure plans
up to 1983-84, as the White Paper does not provide a
break-down by economic category, or indeed other
details, of the totals of expenditure after 1980-81.
"Breakdown by economic category" is a technical phrase
which covers the difference between, for example in the
case of housing, raising rents and not building
subsidised houses. Both cut public expenditure as it
is defined but one affects the price index and the
other affects employment in the building industry.
Other examples could, of course, be chosen: the point
is that without the table it is impossible for the
House to assess the economic implications of these
reductions in public expenditure, for employment, for
investment and so on. We were even told by Treasury
that no table showing this breakdown
Thus it is guite impossible to assess the
major programmes, such as housing and the external
financing reguirements of the nationalised industries,
on which the whole expenditure strategy largely
depends. This brezkdown hazs been supplied in previous
White Papers. Para 6, page 4 of the White Paper
suggests that this information, which we would regard
sential for our assessment of all expenditure
S, is not likely to be provided in the future.
This would be a major retrogrzde step.

Although the method of presentation of White
Papers on Expenditure has varied somewhat over the
years there has been a clear trend towards providing
more information. We are therefore disappointed that
without previous announcement and without consultation
with the House it should have been arbitrarily decided
to 2bandon the customary practice of forecasting
expenditure in broad detail for some years ashead.
Forecasting expenditure - or indeed anything else - has
always been hazardous. The Chancellor in his evidence
to us, suvggested that such forecasts would include a
catalogue of meaningless figures2. We do not agree.

We believe that the arguments advanced by Plowden in
favour of giving the House of Commons and the nation
more rather than less information about future spending
plens are as valid now as they were at the time they
were advanced. This applies in particular to capital
expenditure, where projects take a number of years to
complete and often a long interval between the initial
decision being taken and the bulk of the expenditure
being incurred. We trust that the policy of spelling
the Government's expenditure plans in some detail
restored nsxt
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(B) Output and Uncmployment

(i) Output

The assumption about output growth used to
construct projections of Government revenue and
expenditure is that GDP will increcase by an average of
1 per cent a year from 1980 onwards. This is said to
be a 'deliberately cautious' assumption (Financial
Statement, para.9, p.18). When combined with the
government's short-term forecast of a fall in GDP of
2%% in 1980, it implies that real output will be only
marginally higher in 1983 than in 1979.

However, the Treasury has made it clear to us that
it regards the assumption of 1% per annum growth in the
years following 1980 as not having the same status as a
forecast. Much has been made of this distinction
between an assumption and a forecast. Tt is still
permissible to guestion the validity of an assumption
just as it is the likely accuracy of a forecast. It is
in this sense that the Committee puts forward its views

L

whether this particular assumption is realistic.

Our sdvisers suggest that, far from being
cauvtious", this assumption may well turn out to be
optimistic, especially since it implies a major turn
found 1n the economy from mid-198] onwzrds. Thus the
short-term forecast envisages GD alling by 2% per
>eént in 1980 and continuing to f: in the first half

E Although no informatior S given in the
ement on the zesumed year-to-year growth
onwards, the Treasury suggested in
= t] output would need to increase by 2 per
slig y more in 13882 and 12&2.1 We were
provided wit little convincing evidence as to why a
turn-round of this size should take place and it sems
to depend to a significant extent on worlg trade
growing at a much higher rate over the medium-term than
over the short-term?2.

Yet output growth of at least this rate is crucial
if there is to be scope for tax reductions or increases
in expenditure in future years. The figures presented
in the Financial Statement suggest that there could be
a fiscal adjustment of £3%bn at 1978-79 prices in
1983-84 (table 9, page 19, Financial Statement). It
only takes a small reduction in the growth of GDP below
the 1% assumed by the Tressury to eliminate the scope
for this adjustment in the years up to 1983-£4.
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The apparent implications of the assumed growth in
GDP for the growth of the different sectors of the
economy merit comment. Slightly less than 4% of the 1%
a year growth in GDP consists of the growth in oil
production.l According to Treasury officials,
manufacturing output could be expected to fall by % per
cent a year, on the basis of its past relationship to
GDP. If there is also a decline in public expenditure
as is planned, this means that there would have to be a
significant growth of the private service sector? in
order to achieve an overall growth in GDP of the rate
assumed. Tt is open to guestion event whether private
services will be zble to absorb the additional
unemployment resulting from a decline in manufacturing
output and in the public sector.

~ The prospects for manufacturing industry ar
particularly depressing. It was stated in evidenc
the Committee that manufacturing output was estima
to decline by about 4%% in 1980 which with an
fall of % per cent a year over the next three ye:
would imply that manufacturing production might

6 per cent lower in 1983 than in 1979.

(ii) Unemployment

Treasury doe
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White Paper is that

in the
increzses to 1.8 million in

that level up to 1983-84.

state the basis upon which this
The Chancellor stated that the g
Papar were internally consistent.

confirmed that, because of the diffe ste
preparation, there was not a common se assumptions
between the White Paper and the Financial Statement.

In particular he agreed that the implications for
unemployment of the growth rates zssumed in the medium-—
term strategy might be higher than the level assumed in
the White Paper. Our advisers estimated that
registered unemployment could lie between 2.2 andii2ios
million by 1983. Higher unemployment means higher
e€xpenditure on social security benefits and, whether
this is financed through highsr National Insurance
contributions or through general texation, the scecpe
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for tzx reductions in future years will be
significantly lower than appears in the medium-term
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_Public Expenditure and Revenue estimates
The Government is planning a radical change in

direction. Expenditure on defence, law and order,
health and social security is to rise over the survey
period while the plans for industry, energy, trade and
employment , housing, education, and the nationalised
industries' borrowings are substantially reduced.
Overall the White Paper states that the Government
intends to reduce total public expenditure
progressively in volume terms over the next 4 years to
a level in 1983-84 about 4% lower than in 1979-8
Expenditure in 1982-83, which was the last year covered
by the previous Government's White Paper (Cmnd. 7439)
is planned to be 11%% lower than those plans indicated.
This is a reduction of £9 billion at 1979 survey
prices.

o)
I
/

In our discussions with the Chancellor and the
Trezsury on the medium-term estimates for public
xpenditure, we were principally concerned to as
questions about:

(1) nationalised industry finances
(11) housing;

(1i1) public sector pay;

(iv) the relative price effect;
(v) the balance between czpitzl and current

e Py S S
spendilng.

.
’

below in order. '3 lzain to the
much of the assumet vction in public
jium-term was to be derived from
>sition of the nationalised
from a reduction in housing
Nztionalised industries' finazncing alone
about half the projected expenditure

(1) Nationalised Industries

T/ The improvement in nationalised industries'
finances assumed in the White Paper is approximately
E2%bn between the 1979/80 and 1983/84 fiscal years.
is s an optimistic assumption. 40% of the
the period are expected to come from
r performence, such as increased productivity and
ionalisation of oparations in the loss-mzking
25% from increased prices in rezl terms in

and ths > from a veriety of

for example the c: ning up with undesrbilling

e
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in 1979-80 as a result of the Post Office strikel. We
guestion whether improvemrnts in cffl ciency and
performance, particularly in the los s-making
indystries, can be expected to pzoduce the turn-round
assumed of them. The Committee believes that the
Treasury's break-down may prove unrealistic. A greater
proportion of any turn-round that occurs may have to
come from increasing charges in these areas. Such
ifTcreascs 1n nationalised industry charges will make it
more difficult to bring down the rate of inflation in
the medium-term, not only from the direct impact of
higher prices themselves, but also from the knock-on
effects likely to result in the form of higher pay
settlements. Rather than 1f3nrinq Ihn Sl s @EL ielaie
public sector, the public expenditure "cuts" may well
nerely take the form of higjcl ch;rgcs to the community
of existing public sector services. In the absence of
further detailed information, for which we asked,?2 we
regard the targets for the nationalised industries to
be guestionable. We therefore propose to enguire
further into this matter

detailed plans ented for the housing
mes beyond 1?96 , but a significant part of

£2% bn total reduction in housing expenditure over

medium-term may wel take the form of reduced
council house subsidies To put this figure in
perspective, it would be roughly Hquivalent to the
virtuval ending of capit: sypenditure on housing or the
total elimination of subsidies. From the evidence
gathered by the Committee the Treasury th"w\ud extreme
reluctance to say how this cut in housing benditure
would be brought about3, ’5p=x\nf y, the governnFnt
would prefer that the detailed Jdecisions were either
left to a later €ate or taken by the local authorities.
However, in subsce iscussions it bﬂc&me clear that
the Chzancellor w -he opinion that a real increase
in rent levels wa c '@s51y4. The Chancellor also
recognised that any increase in the real burden of
rents would pose a problem regarding its effect on pay
settlements and inflation?>.
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nittee, 29th April 1

ellor to the Chairman of the
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(iii)

1A

Public Sector pay

The Committee were concerned to hear that although
the cash limit for the Civil Service pay settlement
this year had been set at 14% the sctval Central
Government pu{ bill in 1980-81 was going to be 25%
above 1979/80 and 23% for Central Government and
local authorities combined. The Committee finds it
difficult to draw from this the conclusion that the
government is being firm on public sesctor pay. The
Chancellor has argued that much of the discrepancy
between the 14% figure and the 23% or 25% pey increase
is due to the Clegg awards together with the staged
settlements for civil servants and some local authority
employees.? We also received a note from the Treasury
setting out the position in more detail.3 Since these
awards were made as a result of a comparability
exercise begun by the previogus government, the present

o e— . . .
overnment 1s dicsposed to arcue that the sponsibility
ests with the previous administration. vertheless,
serious guestion must be raised whether, given the

framework of the Government's overall policies, it w
prudent to allow the Clegg awards to be paid almost
full. The Chancellor has assurcd the Committeeo that
the cash limits for 1381/82 will not encompass a
substantial element of staged settlements, and will
efore in percentzge terms more ncarly reflect the
percentage increase in next year's ordinary
lements. This remzins be seen. We are not
inced that cash limits are fully effective in
ntrolling public sector pzy. We are therefore
rsuing the matter with the Chan

r
e
Ne
NG

[f settlements in commerce and industry, including

= netionalised industries, continue rising in 1980-
81, &nd then exceed central and local government
settlements, there may well be pressure for further
catching up payments. We discuss below the elements of
the cash sgueeze on industry. It is often argued that
increases in private sector pay are amongst the main
contributors to the cash squeeze on industry. In so
far as large public sector pay increzses adversely
affect the climate in which private sector pay
negotiations occur when each sector suspects the other
of stezling a march, the government cannot escape
responsibility for what it has paid its employees and
the example it appears to set.

2lso letter from the Chancellor
Committee, Evidence, p.
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The Relative Price Effect

The movement of public sector pay relative to that
in the private sector contributes to the relative price
effect. Roughly speaking, this allows for the
differential’ betwen the growth in public sector costs
as opposed to costs in the other areas of the economy.
Table 5.12 on page 182 of the White Paper shows that an
allowance of £550 million at 1978/79 prices his been
made for the relative price effect in 1980/81° . This
represents a 0.7% relative price change over the
previous year. In view of the large increase in public
sector pay that has been revealed in the evidence to
the Committee and further developments such as
substantial increases in the pay of the Armed Forces,
this allowance may be on the low side. That is to say
the cost of the government's programmes in 1980/81 may
be higher than that shown in the White Paper on account
of the differential between the large increase in
public sector pay compared with private sector pay for
the 1980/81 financial year.

Turning now to the medium-term, no details are
provided about what i1s exg to happen to the
relative price of public expenditure after 1580/81.
Nevertheless an assumption about ative costs must
have been mac in order to relate the expenditure plans
to projections of government revenue The medium-term
financial strategy incorporates the assumption that the
verage price of expenditure in each of the three years
981/82 to 1983/84 rises at the me rate as the
eneral rate of inflation. Although this conforms with
experience since 1975/76, this particular period
affected by the Labour government's incomes policy
hich held down public sector pay, so that by 1979
verage wages in the public sector had been reduced by

relative to earnings in the private sector. Since

formal incomes policy is not part of present
overnment strategy, it would seem more appropriate to
assume that the relative price of public expenditure
will resume its long-term trend. Over the period 1960-
1978, the relative price effect added an average of
around 0.8% a year to the cost of public expenditure
(excluding debt interest), which 1is zbout the same as
is assumed for 1980/81 in the White Paper itself. If
this assumption is incorporated in the projections set
out in the medium-term financial strategy, it would add
£2%bn, at 1978/79 prices, to the cost of the
expenditure plans by 1983/84, =znd thareby reduce
nificantly the fisc: adjustment essumed for that

i
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1. Further details are given in the memorandum submitted by
the Treasury; Evidence, p.
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'/) Capital and Current spending

213.

Flnally, we turn to the balance in the
gou.xnmnnt s spending proposals between capital and
current spending, on the assumption that cuts are to be
made to total expenditure on the scale set out in the
White Paper. While we take the Chancellor's point that
]ow growth may reduce the need for some forms of
Jiidl spending now, we feel that too much emphasis
has again been given to cutting investment expenditure
rather than current expenditure, at least 1n TI980/B8T.
We have received disquieting written evidence to this
cffect . The failure to provide a detailed breakdown
of expenditure by economic category mzkes it virtually
impossible to assess the impact on the economy of the
spending plans and of the split between investment
spending and current spending in later years. From the
piecemeal information given, it would appear that

=pital expenditure undertaken by local authorities,
and other bodies such as water euthorities, will bear
a large part of the future reductions which are
planned. In the Education programme, for ex plo

~apital spending is forecast to fall by 20% in real
terms between 1880/81 and 1983/84, and it looks as if
1L~ 1S ?oing to be a much greater fall in housing
10Nn.

cons tl uct

m

The shorter—-term split is somewhat clearer.
Mainly because of the government's actions, a drop of

some 17%% in general government expenditure on fixed
investment in 1980 mpared with 1979 is planned. 2 In
financial years, we find that the reduction is 10%

b: ween 19792/80 and 1980/81, with the result that the
ylume of spending in this area will be some 40% below
level in 1974/75. The Committee recognises that

hancellor has proposed custs in the social
mmnes of current exy;‘aifure which will produce
in future years, but in 19280/81 current
on goods and sesrvices is plann=2d to remain
or less unchanged and transfers, excluding child
benefits (where account has to be taken of the
offsetting reduction in child allowances), are forecest
to rise by 2%. These figures produce an overall effect
on the government's total spending of a 1% reduction in
1980/81 compared to 1979/80, before allowing for the
special sales of assets, (although in cost terms
5p -nding will be much the same this fiscal year as
last). Although we recognise that all modern
governments find it easier to reduce capltal rather
than current expenditure, the Committee is concerned
about the iwp]jgeticns fcr the economy inherent in the
znn=sd reduvctions in pital expenditure.

Srzndum submitted by the National Fedsration of

Fuilj,dg Trades Employers and the Federation of Civil
ineering Contractors; Evidence, pp 70-73.
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(vi) Public Sector Revenue

On the basis of the Treasury's medium-term
assumptions regarding the growth of overall economic
activity, the financial strategy set out in the
Financial Statement provides figures for the path of
public sector revenue. (These are shown in table 8,
p.'—u(‘ﬁ 18 of the Financial Statement). Taxes on income,
expenditure and capital are projected to move from £52%
bl]llon, at 1978-79 prices in 1980-81 to £52 billion in
1981-82, £54 billion in 1982/83, and £55% billion in
1583/84. The non-oil and oil components of these
overall figures need to be examined separately. 1In
evidence to the Committee, the Treasury revealed that
the assumptions r0131ing to North Sea taxes (from oil
and gas asctivities aha, they would yield £22 bn
in_1980/81, £31' L i 31/82, £4+¢ bn in 1982/83, and
£4% bn_in 1983 : j.. fmpllcs non-oil tax revenue
of £492 bn in 19(«0/ 162 bn in 1981/82, £49% bn in
1882/83, and £502 bn ] 8 4 a profile which
largely reflects the uctuations in real GDP growth
from one fiscal year
movement in this non-oil 1
) jent upon, &nd very

i - revenue

in output

(o}

n

|

on whethe
-01]1 reve
in vie
pPessSi turn-rour L
reiterate, the elimination of this increment to
would 1limit the scope for tax cuts in the later

The figures mentioned above for oil &and gas
revenues include government receipts from royalties,
corporation taxes, and petroleum revenue tax.
Unfortunately, it is impossible to assess properly the
likely accuracy of these estimates without much more

tziled information than the Chancellor was prepared
to supply. The calculation of the size of these
revenues depends crucially on the precise assumptions
regarding the output and price of North Sea oil and the
movement of the cchange rate, most importantly against
the US dollar. We were zble to gain some inforv*Lion,
\E

namely that the oil price sssumption for future

finzncial
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years is that the dollar oil price increases in line
with world export prices from 1980-81 onwards. Since
011 prices are currently fixed in dollar terms, a rise
in the exchange rate will tend to cut the revenue from
North Sea o0il in sterling terms, whilst a depreciation
of the currency relative to the US dollar will tend to
raise it. On the available evidence, we cannot judge
conclusively whether these revenue estimates from North
Sea 0il and gas are too pessimistic. However, we are
advised that the revenue profile for North Sea oil and
gas receipts err on the side of caution, assuming as it
does not only an unchanged real price of o0il, but
seemingly also wery little change in the
dollar/sterling exchange rate and a relatively low
growth in production. We believe that the revenue
arising from North Sea 0il production may well have
been underestimated, possibly considerably so. The
tone of the Treasury's evidence confirmed this opinion.
(d) The Corporate SeCtor

The Committee feel that there are several factors
which together tend to indicate that the corporate
sector will face a substantial ligui jueeze not

= > J =

onl in the short-term, but probzb i the medium—-term
/4 12

te
as well. smongst these, we mey cif the projected slow
growth in overall ceconomic activity, high interest
sgueeze on profitability from the effects of
a continuing strong pound (which adversely affects

o

rates, the

exports while boosting imports), and the difficulty in
resisting high p: settlements in the private sector
when public sec earnings growth and interest rates
are both high. e comments made to us.by the Governor
of the Baznk_of England d4id not remove our concern on
this score.l
28. The Chancellor has not felt able to supply the
Committee with the Tieasury's central forecasts of
either the short-term industrial and commercial sector
deficit or the possible position in the medium—-term.
The Committee recognises there may be good reasons for
the Chancellor not publishing such guantitative
estimates. However, he has indicated that the deficit
is likely to be substantial?2. Our own advisers have
suggested that the short-term outlook for this deficit
non-oil sector will be a minimum of £6bn this
Other forecasts indicate that the
could be considerably larger.
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Apart fiom some relief for small businesses
mentioned in the Budget, which the Committee welcomes,
the economic environment as described above will
provide little help to the corporate sector - rather
the 1everse. The advice the Committee has received
suggests that the cash sgueeze on industry will not be
a short-term phenomenom given the medium-term financial
strategy. Indeed, it may well be that the corporate
sector has to bear a large proportion of the overall
burden of adjustment in order to meet the targets
proposed in the financial strategy. In particular, the
adverse corporate sector deficit likely to be
experienced this year may well persist, i1f not grow,
over the medium-term. Although the one year effect ofa
large corporate sector deficit can probably be
adequately accommodated by industry, especially in view
of its low gearing now compared with 1974/75, the

ulative effect of persistently high deficits may
well be very damaging especially in times of high
interest rates. In general, we are convinced that the
government should not only take a very active interest
in what is happening to the corporate sector, but

should have asures ready to relieve what could become
: — e L st s T
dielftie 1.

Conseqgu > the medium term strategy for -

30. 2ssess ol the
3 dium-term fin

of
"11}7, we Shnot ike t kncw
plies for the ] bank
the coirporate ar personal sectors, external
institutional cash flows. Unless we have
some idea of these, it is not possible to say with any
degree of confidence whether the medium-term strategy
is consistent with a substantial fall in interest
rates.2 This is a very complex subject, as is the
relationship between growth of the money supply and
inflation.

As =2lready indicated the Committee will shortly be

embarking on a wide ranging enguiry into Monetary

Policy as it has evolved both in this country and

abroad with a view to reporting to the House at a later

date. We want to explore

about such crucial relationships as those betwesen the
money supply, inflation a: =conomic growth

such theories zgainst the avsilzble

We would hope then to be be eguipped to

comment on the government's current economic policies.
In the meantime we have thought it right to record our
teservaetions and anxieties.

1. Q00.48-52 and Q0Q.412-413.
2. Financial Statement and Budget Report 1980-81, page 16,
paras 3-4.
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CONSIDERATION OF THE REPORT
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Rt Hon Edward Du Cann, in the Chair
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Anthony Beaumont-Dark RiGi Robe

Jeremy Bray Mr Richzrd :,hr pherd
Timothy Eggar Mr Richard Wainwright
Michael FEnglish Mr Ken Woolmer

Draft Report, proposed by the Chairmsn, brought up and

C:<)(1 ed, That the Report be read a second time, parag

raph.
2greed to.
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.1,1 on made, and Quest

estion put, That the paragraph be recad a seccond time.
The Committee divided.

Ayes, 1 Noes, 9

thony Beaumont-Dark Mr Kenneth Bszsker

Dr Jeremy Bray

Mr Timothy Eggar

Mr Michael English
on Terence Higgins
on Robert Sheldon

chard Shepherd

. Ir Richard Wainwright
Paragraph agreed to. i Kem Woolnes
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orapls 2 to 5 read and agreed to.
6 read.

An Amendment proposed, to leave out the words "without
impossible for the |1(\u"o io assess the economic impli

ese reductions in public ex penditure
inve _{;‘f’)m nG

1]
: , for cuployri :;L,
and s ’ and insert the words "it secms remar)
resgkdown by economic category was omitted
IT\h[ﬁFP but that the Government did not have 1t ¢
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"_(Mr Michael Fnglish.)
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Mr Kermeth Baker
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Rt Hon Terence Higgins
Rt Hon Robert Sheldon
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aph agreed t Ir Richard Wainwright

Iag x~::phs 7 and
agraph 9 read.

"forecast',

without 2

Question, That the Amenduent be made, put znd negatived.
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' agraphs 10 to 17 read and agreed to.

Another paragraph brought up and read the first time, as_ follows:
"17A. “We are also concerned that no objective
standards-seem to be supplied to the Treasury
to enable them to determine the treatment of
nationalised industries. For example, in the case
of monopolistic corporations, where the - -
nationalised corporation is practically the entire
industry, the only yardstick as to how far its
prices should be allowed to rise must be a
comparison with prices in other countries for the
same commodity, allowing for all the various
factors which may influence costs in the reléevant
industry. Such an assessment was apparently not
available to the Chancellor who referred Your
Committee to the several Drfi_wj tments concerned
with nationalised industries . With non-
monopolistic industries, an market csn be
allowed to determine their pricing but then it
would seem reasonable that normal commercial
policy sheuld be allowed to determine their
investment policy, i.e. zn investment designed
to increase productivitly sufficiently to finance
the (_’:.::(»"n‘l,:ﬂ required at current interest rates
hould proceed and others should not. RFixi
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An Amendment proposed, after words "special sales of

insert a footnote as follows:

"“Although such s are regarded as a reduction in pu
C).PCJ!O]_LUJ‘G on The current definitioms, they do not re:
any permanent effect on it and cannot be
e T sinc ' the country,
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Paragraph agreed to.
Parsgraphs 25 to 31 read and agreed to.
Ordered, That this be the Sccond Report of the Committee

,O""i"',"‘f,'i) That the Chairman do mske the Report to the Hous

Ordered, That the provisions of Standing Order No.85 (Select
Comuittees (Reports)) be applied to the Report.




