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“3ACRGROUND TO 3, OPERATION CF THE PRICE CODE
QUER THE PAST % YECRS S5 EAPLICATIONS OF LIKELY

{PROPOSED) CHANGES
{Papexr by Mrs, Oppenheim)

BACKGRONDE : i

The Brice Code has mzdnuot:ed.ly provi.ued migimy consumer appeal
and satisfagtion at ths smms, time as Lippging meximm bhureauctacy and
econonic damaga upon bu.sl.ne.ss “and !ndustw. .

It has been unequal in itc effects on different sectors of
( istness and indust: its adverse effects ranging £rom disastrous
to fairly hemful, « ‘.Le in e few sectoxs 1t heg been positively
advantapeous,

Shn-el; Willians degeribed the Price Code as partly "Daft! in a
speech on 17th March, 1"76.

The prasent Prica Code comes €o an end in July but can De
extended For a further year under the Counter-Inflation 1973 fot.

THE PAST 2 YEARSS -

wag of course designed to ope:a:e in tandem with the Pay
Code, w"ﬁ.cn wis aboli.shed (fronically) under toe Prices Act 1074,

Therefore the Price Code operated between mid-1074 until Autunn
1975 without any pay restraint, which wcant that at a tima wvhen wage
osts were soaring, & substantial propertion-of these-coste could not
be pzased on In increased prices, under the pmvlsions of the
nmductiv!.l:y deductians. . .

Fhiig Gnmpamy ‘profits were greatly eroded during this perfod.

Even dm-inu the subsequent period of the &6 limilt; for ticse
conpanies already hardest hit, this meant wage cost increases of
i\imximntely 20;., mdl of which still had to be abserbed., lhile
[ e Hatlonalisad Industries cost increases
and sharply ri.sing rat:es.

The 'Covernment conotantly elaim that they have been responsible
for granting comsiderable invest.mn:: reliefs over the past 2 yesns,
which ve d not giva.

Wnile I‘:his ig true, st the sume time the Gwetnment: qut dist:rlbutors'
grosa marpins by 10% and only marginelly amended the productivity
deduction at tha time of the wage explosion. They alsc lengtliemed
the price increase pre-notiﬂq-a,\l:iun period as well as increasing
coapany taxes during this period.

The cumulative effects of tha operstion of the Code.over the -
past two years have led to a massive eroslon of prafit:abili.t:y, of
return on capd.tq]., and of the capmity a;;d will to fovest, . .

It !.s ng eraci.qn to sRy that aama anpmieu dependirg_, on
their nature Shave e bact:ar off, under the e;.ruu.nstances
to ll.qui.d'at:e thalr alsets. Lsmi.sa their work foxce and put the pmceeds
on deposit in the bank. :
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Duxing: the past yeer, evidence in & racent Price Commiscion
report shows thet on avamfe every Category 1 Company has bad to avail
iteelf of safeguard provisions about five times, and Gatefory 2
Coupanies net much less often. This meens that profitability was
intolerably eroded on.sach of thase- octasions, .

Other side eEfects Have baens— -

1) For those companies vwho have fallen into the safaty net the
Tode has elready done its damage end relief has come teo late, In
the present economic climate <ompetition prevents them frum tecovering
£4ll profitability and even if 1% did not, the Price Code would.

2) Thresholds for eech Catepory and reference levals are mo
longer relevant, neither are vaference levels, Methods of valuing
foftm*s end assats heve been rendered zqually irrelevant by
inflation.

3) Investment reliefs have been variable in their effects on
different industries,

4) Dusiness distortions have been great. According to. Cise Calel,
"an investment proposal which sdthout the Price Code have ziven
an estimated profit of £1 million (was rejected) because under the
Code 1t would have resulted in e loss of £300,000", Eamples such as
thlp are numerous and wall documented in The C.B.l. momorandun of
Airil 1876, There are also other business and marketing distortions
iilustrated,

5) Productivity deductions have been particularty pensl, .

6} Efficiency has been discoureged and & pood deal of imvestment
hes been lost forever, . ’ .

ETFECETS OF TOTAL ABOLITION OF CODE:
e e il

It can be Justifiably claimed that the Gede is Ltself inflationary,
sinece it costs Category 1 Companies about £35 million a year to
administer, elso because the three month prenotification period causes
sone companies to apply earller than they would othervise do, for
price increases, .

It has mot been denied [f:ry the Govermment that, under the present
econonic circumstances the effect on the R.P.I. of total abolitfon.
would be about 1Y%,

However, during a period of economic upturn the effect would be
greater ag- companies warld need to use such a pericd, not only to
retum te full profitabllity, but to vecover some of the lost
profitability of the pest two years, Once thls restoration had talten
place there would be & natursl readjustment and levelling oEf pertod,
Therefove the shbrt temm effsct of the total abolition of the Price
Code on the R.Pul, would be prastically nil, followed by & wodium term
bulge that shiould flatben out and then diminish in the lemger temm,

Celplyp ATTITUDES S

The CuBels, hav‘!.nf owlginally. dansnded the total abolition of the
Price Code, subsequemtly decided {followlng a confidential survey
showing that Conetmers nelther understood the Code, nor tiwught that
it confrolled prices) to call for the abolition of Price Controls
wlth the retantion of some form of Profit Control, as they thought
tihe latter would be popular with the TUC.

erraaf I pointed
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I pointed out to the C,B.l, mogt strenuwously, the dangers of their
contimrlig: to; Accept . the implicatlens of Profit Controls and of the
precedents that. they would aﬁear to be . uptiolding, also that it was
up to them to gell profitability and not to martyr it. These
warnings were It vain,

Apparently the Government tumed them down flat on the abolition
of Price Controls, upon wilch and In the ligut of the current pay
agrednent the C.D.l. agreed to face '"the political reslities™ (their
edphenism, not mine} and to comtinue to negotiate with the Government
on the basis of an extended Price Code.

Thay also actually went on recerd as saying (in the April
Menorandun) that they would rather hdve statutoyy controls thaa some
informal, largely cosmetic dlternative, because toe latter wouls not
lay dovm clearly defined criteria. "

{
15 MATY RELIEFS IN_THE_PRICE CODE REQUIRED BY THE .C,B,I, ARE:
1) -100% investment relief {sée appendin 1).

2} Provislon both faptinflation sccounting and for teking account
of fnflation in wvaluation of stock and assets. ’

3} A review of the Productivity Deduction,
4} 4 -rise in the threshold on turnover in defining each Category.

£} Change in the basis of téference levels (bast out of five
yeavs instead of average of best out of two). -

6) BSafeguard clausas loproved.

7) Companies to have the optionm to adjust current marpins by
Jeducting notional -interest charges in respect of any increase fin
© quity capital, since ‘gentrols imtroduced,

2) The option to exclude from peference levels the results of
companies taken over since the base for profit marging were £irst
calcutated,

9} . Technical changes to simplify administration of the Gode,

The D.P.C.E. agreed ta consider these requests, Since then the
Cu3.1, have also asked for a revision in the calculation of allowable
costs 60 that these could be calgulated on dan input basis {cllowing
companies te benefit from increased efficlency). This would pive them
greater’ flaxibility in pricing, Savings on Labour, materizls and
increased producitivity <could bemefit tha company instead of being
passed on in price reductiona. ’

The benefits of thls would -depei;;i on volume, and Shirley Williams
turned tiis down at & meeting on 28tl March 1976, on the basls of
disadvantage to low volume companies, .

It should be remembered that the C,B3.I. tend to represent
mainly the largest compentes and the Retail Consortium were certainly
not In favour originally of the abolition of price controle at the
expense of the retention of profit controls. .

If 211 the C.d.J. requests were met in full the result could be
the retention of whaet:would become umevely a phsntom Price Cade, for
publie relatiens purposes, capabla of liberal and flewible inter-
pretation, an approach agparéntly fawoured tac by Shirley Williams,

aeneef However,
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However, the C.8,I, in welcoming such an approach appear to
cverlook the fact:that by retaindng the hasic structure of the Price
Code they are kecping in existence a weapon that can easily be
amended at eny time to become more rigorous in its effects.

Nox should we overlook this fact, altk h it may appear
superficially attractive to some, to Uhold the existence of a
"Phantem Gode™,’ )

TIE _CALLIAGHAN PROPOSALS:

The Callaghan propesels ammounced and received so rapturously
at the G.BeI. dimner appeared to bp broad in scope, covering nearly
all the points made by the C.B.T. but imkdefinite as to detall and
degweg. (These may be lmown by the time colleagues receive thls
paper),

Subeeqtmntlgevartnus-newapdper. reports of DPCP/CDI meetings have
indicated that the scope is to be narrowed (no doubt following TUC
reaction), Alweady sevexal Trade Union leaders have spoken of the
nead for any reliefs to be directly li.nlcgd ith investment, and some
have aceused industry of an investment s rl&.

OB ATTITUDE:

As a result of the §,3,I. attitude and pronouncements therc
would apgaar to be very little political advantage in our continuing
to call Tor the Cotal abolition of the Price Code. Y, 8
positive goucy L C abolish the Code st this preciss moment
would be lnappropriate end politically disadvantegscus.

However, my Price Code Alternative policy group have cecided to
recomnand that we should pgk support the concept of a %&e
Code in the long or mediun teéxw, but that the Price Code &
conpletely abolighed as soon 88 ‘acomomic and political circumstances
permit, and that an alternative should be provided with maximum
political %peal,-' but with no statutory control either of prices or
prefito. nal conclusions and detalls of the alternative will b
pre ented in due course, .

Meanvhile we should carefully examine the proposed amepdwents to
the Code when they are known, and criticise them strenuously where
they are deficient, inadaquate, or inappropriete, wernlng of the
irrevocable damage that has already been done ard that will result. )

If the praposals are sufficiently inadequate we might consider '
wvoting against these, alehuu?h such & course of action could have the
eifect of delaylng any veliefs that were proposed. )

¥le siwuld also be careful not to aggear to relate the nead for
prefitability omly to-investment and jobs,

APPEIDEX

In & recent letter to me Shirley Williams indicated that 100%
investment relief, i€ passed on in ircreased pri es would coma to
210,000 millicn, Research Departmont have cagculat:ed that this would
add 163 to the R.F.I. in one yeaz.

This is a typlcal red h:erz_i,ng &z it mssumes:

(a) that finance for investment would not be available From any
other source, and that every cospany would avail themselwves of the
relief by way of price fncreases within ome year.

sssesl (B)
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{b) that the Government!s own estimste and that of the C.34ls
that the tof lition of the Price Code would add about 1% to the

RJ.PWI, at present I8 caningless calculation.

{c) that companies would seek to recover all investment

expendlture chrouﬁ
and the effects of competition,
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