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FROM: VIVIEN LIFE
DATE: 14 March 1986

MR CRAWLEY IR cc PS/Chancellor
PS/Chief Secretary

v PS/Economic Secretary
PS/Minister of State
Sir Peter Middleton
Mr Kemp
Mr Monger
Mr Gilhooly
Miss Sinclair

TCSC

d 1 The Financial Secretary was grateful for your minute of
x

11 March. He has also seen Mr Kemp's minute of 12 March. He

agrees with Mr Kemp's recommendation that he should discuss your
note and its timing further with you before a decision to submit

is taken.

2 He had specific points on the text itself. Firstly, while
he understands that you only collect information centrally on
a regional basis for the six regions which are experiencing the
highest regional average resignation/ he 1is concerned that by
giving these figures to the TCSC we are painting a blacker picture

than is necessary.

3% Secondly in your paragraph 5/ while you give an example
of an area where resignations are higher than the average, if
you are making the point that there are variations it would be
helpful to give an example where the’ figure is lower than the

average.

4. He awaits further advice in the ;ight of your discussions

with Mr Kemp.

VIVIEN LIFE



FROM: E P
12 March 1986

PS/FINANCIAL SECRETARY cc PS/Chancellor
PS/Minister of State
Sir Peter Middleton
/’ Mr Monger
9 i Mr Gilhooly

Mr Rogers
Mr Crawley

TCSC

Mr Crawley kindly sent me a copy of his note to the Financial Secrétary
of 11 March.

2. We are in very lively current discussion with both the IRSF and the
AIT about a number of matters relating to Inland Revenue statf pay; we
are also in 1lively discussion with the CPSA about matters concerning
clericals pay. It would I think be helpful, therefore, if you the note
to the TCSC could be delayed for a small while. First, I think it would
be desirable for it to be completely up to date and for us to be able
to say in it what we have under discussion (and in some cases we may
have made firm offers) in relation to some of the problems seen; this
would surely be better than the Treasury/Inland Revenue submitting what
looks like a note about a problem without any indication of ideas about
a solution. Second, we in Pay would like to look very carefully indeed
at the material that is to be sent to the TCSC anyway; this presumably
will be published sooner or later, and it is very much meat and drink
of the negotiations we are currently having with the various unions.
If material 1like this is to emerge, we would like to think carefully

about how it emerges and in what form.

3. Could I ask that the Financial Secretary allows us to discuss both
this note and its timing further, with the Inland Revenue, before a

decision to submit is taken?

=

E P KEMP



FROM: J M CRAWLEY

INLAND REVENUE
FINANCE DIVISION
SOMERSET HOUSE

11 March 1986
FINANCIAL SECRETARY

U"’f_'A
/V
TCSC

1. Mr Rogers reported in his note of 23 January on his appearance
before the TCSC on Revenue workstate and related matters. In

the course of the hearing, Mr Rogers undertook to provide notes

on:

a. the size of staff cuts in local offices;

o) resignation rates in regions;

ar a comparison between on the one hand the overall costs
incurred since 1983 as a result of resignalious and,
on the other, the savings from giving pay awards at a
level below union claims.

2. While the answers to a. and b. are straightforward, the

answer to c. has required a fair amount of work. It also

requires sensitive handling since it impinges on wider civil
service pay policy issues. It had been our intention to
to submit draft replies for your approval on all three items

together, but an appropriate response to .c. Is eurrently

Chancellor of Exchequer Sir Lawrence Airey
: Mr Isaac
Chief Secretany Mr Battishill
Minister of State Mr Rogers
Economic Secretary Mr Pollard
Sir Peter Middleton Mr Cherry
Mr Kemp Mr Crawley
Mr Monger Mr PBG Jones
Miss’ Sinclair ' Mr Roberts
Mr Marshall
Mr Gant

Ms Tyrrell



under consideration by Treasury Pay Division (in the light of
factual material which we have supplied) and we are not yet

ready to submit a draft. Meanwhile, the Clerk has been

asking about progress.

3. In the circumstances, we think it would be courteous

to send the Committee a note on a.and b., telling them

that a note on c¢. will follow shortly. I attach a draft

on a. and b. This has been seen by FP division (Mr Monger)
who is content. Subject to your approval, we will send it
to the Clerk forthwith.

J M CRAWLEY



% SUPPLEMENTARY NOTES BY THE INLAND REVENUE
" QUESTIONS RAISED AT THE COMMITTEE'S HEARING ON 20 JANUARY
1986

Staff reductions in tax offices

i3 Mr aaTownend. sreferred ' (Question: 239 _to ' the  reduction oOFf
about 9,000 in statt numbers in Lhe Taxes nctwork (pararaph
2.2 of the Inland Revenue's memorandum). Mr Townend asked

what proportion of these reductions was made prior to October
1981, showing the reduction between October 1978 and October
1981, and between the latter date and Oclober 1985.

28 Phe  Ftotals S redulctiion « iin=  clericalss staffenumbers ™ in: tax
offices between October 1978 and October 1985 was 9,336,
of which 6,949 (74%) had taken effect by October 1981 (5,511
by April 1981). :

Resignations: Regional figures

3L The Committee asked (Questions 20 and 21) for regional
figures of resignations, roken down between Inspectors and
others, with a breakdcwn in each region, depending how easily
the figures were available.

73 AN /4. Records are kept for each office of the location of staff
Ty f'who resign for use, eg by those responsible in regional offices
CAntaecA [ and, as apprupriate, centrally, for recruitment. Eigures

“for each office, and for each region, showing all resignations
in all “grades. in docal seffices: are . not normally collated
centraailllay. But information is available for Taxes and
Collection network offices as a whole and for the 6 regions
(Eastern Counties, South East and the 4 London regions) which
are experiencing the highest regional average resignation

rates. Table 1 below gives this information for the 4 years
1982/83 to 1985/86 (procjected) for Tax Officers (Higher Grade)
and Collectors (broacdly equivalent to Executive Officer),

for Tax Officers and Assistant Collectors (broadly equivalent
to - Clevical - OFficer) ~and for Cleérical . Assistants: «in local
offices in the Taxes and Collection networks. Table 2 gives
comparable information for fully trained Inspectors (ie,
those who do the most complex accounts work) and non-fully
trained Inspectors (ie, those who do 1less complex accounts

work).
o Within these regional averages there are wide 1local
a variations. For example, in 1984/85 <clerical resignations
< \ inGudildford! ‘and .~ WokThg: hade aisgn: to -1607% and- 11°.76%
DS respectively. In 1982/83 the corresponding rates were 3.7%
sy nd 8.8%. The highest resignation rates are at CA level

but, whereas CA replacements are expected to be fully effective
within a* fewsmonths, 1t takes up to 6 years te train‘a fully
trained Inspector, about 2 years for a non-fully trained
Inspector, up to 2 years for a Tax Officer (Higher Grade),
and a year for a Tax Officer.




FROM: R PRATT
DATE: 21 MARCH 1986

MR SCHOLAR cc  Chancellor of the Exchequer

Chief Secretary
Financial Secretary
Economic Secretary
Minster of State
Sir Peter Middleton
Sir Terence Burns
Mr F E R Butler
Mr Anson
Mr Cassell
Mr Monck
Mr Evans
Mr Odling-Smee
Mr Monger
Mr Peretz

Mr Turnbull

TCSC ENQUIRY INTO THE BUDGET: MEMBERS' BRIEF
I have now heard, from the Adviser to the Committee, what questions they will be briefed to
ask on Tuesday and Wednesday. Essentially, the same brief will serve both for the officials'

session on Tuesday and the Chancellor's on Wednesday.

Monetary targets and money GDP

- Why does the emphasis switch from monetary aggregates to money GDP?
= Are the money GDP figures aims or targets and what is the difference?
- What would be the advantage of targetting money GDP? (when monetary aggregates

were first introduced, the Government argued that they were more controllable than
money GDP)

- How do oil prices affect money GDP targets or aims?
- How do interest rates affect money GDP targets or aims?

Why has £M3 been resurrected; how, Precisely, does the Government interpret the
movement of £M3?

What is the point of maintaining MO as the monetary target?
- Given the high leve] of £M3, the high level of liquidity; the low level of MO growth

and high interest rates, what is the Treasury's view on the current state of monetary
conditions?

” How can oil prices reduce inflation if monetary conditions are kept unchanged?



,\\\

* Why is there no target range for the exchange rate?

- Why are we still accepting an overvalued £ against the Deutschemark?

Fiscal policy

- If revenue determines expenditure, why has not the reduction in oil revenues resulted

in a cut in expenditure?

reducing the leve] of borrowing?

& On the other hand, given the strength of the eéconomy, was there not a case for
increasing the PSBR?

Oil and the forecast

= What effect does the fall in the oil Price have on the forecast?

= The Committee's advisers agree with the Treasury's forecast on output and inflation,
but consider them optimistic on exports, investment, and non-oil tax revenues. Would
the Treasury's forecasters care to amplify?

- Why should the oi] companies be expected to absorb the increase in petrol duty?

Employment and unemployment

= How does the Treasury model rate the effect of an income tax cut against other
Possible methods of spending £1 billion, in terms of the effect on employment?
= Will not the income tax cut €ncourage married women to enter the labour force as

Part-timers, rather than the low paid?

= Does the Government not think that with rapidly increasing profitability, management
are now more likely to concede higher wages?

= What impact do the Government think the profit sharing scheme would have on wages
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FROM: D L C PERETZ
’ DATE: 26 March 1986

CHANCELLOR - cc Sir P Middleton
Sir T /Burns
Mr Scholar
Mr 0Odling-Smee
Mr Monger
Mr Hall
Mr Walsh

TCSC APPEARANCE THIS AFTERNOON

You asked me this morning to check what the latest indications
are of the volume of leasing business so far this calendar

year.

2 I understand from the Equipment Leasing Association
that they have no figures so far about 1986, nor do the Bank.
The Association's latest forecast for the year as a whole
is about £3% billion of equipment purchased, for lease by
members of the ELA. This compares with a 1985 figure of
£5.7 billion, and a 1984 figure of £4.1 billion; and with
forecasts made following the 1984 Budget measures of a level
of business falling to perhaps £2 billion or so a year at
most. I understand that the general feeling in the industry
at the moment is that the £3% billion figure will turn out
to be a 1little on the low side (perhaps £% bn or so) - and
I suppose that reflects something about the volume of business

being done in the first quarter.

35 Other evidence is that imports of capital equipment
i
are rEﬁwHaiiég at a lower 1level than a year ago. And the

high volume of press advertising for leasing a year ago has
not been repeated this year. In short, business is not slack:
but last year's Q1 hump in leasing business seems unlikely

to be repeated on a similar scale.

Mr Budgen and the BEQB

4. Perhaps I could also mention that the particular quote

that Mr Budgen used yesterday, to try to demonstrate a



difference of view between the Bank of England and the
Treasury, is the one sidelined on the attached extract from
the December BEQB. I said that he should pay attention to
the word "potentally" in the sentence; and that if he read
elsewhere in the same quarterly bulletin I was sure he would
find sentiments very similar to those expressed paragraph

3.24 of the Red Book (from which I read an extract).

B In fact he need have read no further than the following
sentence in the BEQB, and you could point that out to him
if he returned to the same quotation. The same edition of
the BEQB also included the text of the Governor's Mansion
House Speech, and I attach the relevant page, with his remarks

about £M3 sidelined.

W

DELECAPERETZ



General assessment

remained consistent with the ultimate objective of declining
inflation and sustainable growth. The rise in £M3 growth over
the summer had coincided with a period of heavy debt
maturities and the authorities had not sought to achieve the
target range by further overfunding. These changes were
formally recognised in the Mansion Ilouse speechies, in which
the £M3 target was suspended for the current financial year,
while the continuing relevance of broad money was reasserted.
It was announced that debt sales would be designed to fund the
PSBR ontside the banking system over the year as a whole. It
was also recognised that these developments involved placing
a greater weight on short-term interest rates in the conduct of
monetary policy.

Second, the declining velocity of broad money implies a

otentially worrying buildup of the liquidity of the private
sector. There are reasons for believing that this liquidity is
willingly held at current prices and interest rates. Were that
willingness to start to weaken, it is likely that it would be
signalled by a faster growth in asset prices or a weakening of
the exchange rate. In fact, there are few signs at the moment of
untoward developments in asset prices. Although house prices
have on average been rising faster than retail prices for some
time, there has been no sign of any relative acceleration. The
stock market, on the other hand, has been buoyant: the FT500
share index rose by about 20% in the year to November, while
turnover was boosted by takcover aclivity which reached a
record level, with £24 billion spent on acquisitions of
non-financial companies in the third quarter. Profits have,
however, also risen strongly, so that the price/earnings ratio at
about 124 is not much more than half that seen in 1972 and
slightly lower than two years ago. In real terms, moreover, the
index itself remained 30% below its 1972 peak and its rise was
not out of line with comparable markets abroad even before its
sharp fall in early December.

Finally, the persistence of upward pressure on wage costs,
discussed above, accompanying as it does high levels of
unemployment, produces acute dilemmas for policy. There
have been calls from industry for urgent action by the
authorities that would lead to a reduction in the value of
sterling, especially against the currencies of key competitors,
like the deutschemark. In fact, the sterling index and the
deutschemark rate are now lower than their levels of eighteen
months ago. The entire loss of UK competitiveness over this
period can thus be accounted for by faster increases in our
prices and costs than in our competitors’ expressed in the
respective currencies. Although a lower exchange rate might
provide short-term relief from competitive pressure, it is
unlikely to offer a lasting solution, for experience in this country
has repeatedly shown that such competitive advantage as has
been obtained from time to time when sterling has fallen
against other key currencies has largely been eroded, after a
period of a few years, through the impact on inflation. The
relief offered to companies’ financial positions has been
pre-empted by domestic wage and cost increases, instead of
being used for investment or in other ways which might
validate higher real wages, and has thus proved temporary. This
experience over many years has made inflation expectations and
nominal interest rates sensitive to exchange rate weakness. An
exchange rate that can be relied on to be broadly stable over

503
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Problems of monetary poli.

Y The key question we have now to address is whether the

strong acceleration of £M3 growth since the spring signals
a dangerous looseness of policy or whether it represents a
behavioural change without necessarily adverse
implications for the future course of inflation.

There are grounds for believing that £M3 growth should
not be taken at its face value in the present circumstances:

@ The broader monetary aggregates, which include
building society as well as bank liabilities, have not
shown any similar recent acceleration. £M3
specifically has been affected by the banks’ success in
attracting retail deposits since the spring, with
building societies having more recourse to the
wholesale money markets; and £M3 has been
affected also by a switch in building society liquidity
out of gilts into bank deposits. These and other
factors have tended to increase £M3 relative to other
measures of broad money.

® Narrow money, MO but also M2—a wider measure
of retail deposits—is growing relatively slowly.

@ The exchange rate is still relatively firm.

e Inflation is currently falling and real interest rates
remain high.

@ Expectations about the future pace of business
activity do not portend undue pressure.

For these reasons we cannot at present rely upon the broad

monetary indicators as much as we would wish. We have
therefore felt justified in overriding the present £M3

~ target, and placing correspondingly more emphasis on

- other indicators, particularly the exchange rate.

There may be some who are tempted to go further and

conclude that the present difficulties of interpreting the
behaviour of broad money are such that we should, tor
the time being at least, ignore it altogether. In my view

that would be extremely dangerous.

For one thing, there are some worries in the situation
which can be seen, as it were, with the naked eye. Pay
settlements and earnings, and, most disturbingly, unit
labour costs, are drifting up. If these trends are not
contained in the wage round which is now starting, the
pressures they represent could threaten the continuation
of growth in output and in employment.

These concerns underline the fact that we cannot be
indifferent to whatever happens to broad money. Nor can
we ignore its credit counterparts, particularly bank
lending, whether to the public or private sectors. The
build-up of liquidity in the economy remains an
important feature of the overall monetary situation. And
the faster that build-up, the more cautious we need to be
about its interpretation.

In policy terms this means that the faster the growth of
broad money generally, taking £M3 alongside the other

broad aggregates, the greater the reassurance we need to
find in the other available indicators before accepting
that monetary conditions remain appropriately firm and
that policy is continuing to have its intended
counter-inflationary effect.

Change in the City

I turn now to change in the City, where we find a spirit of
cnterprisc and innovation as vigorous as any prcviously
seen. Alongside these new initiatives from the markets
there have been new initiatives from the supervisors. For
instance, the Securities and Investments Board and the
Marketing of Investments Board Organising Committee
have already been set up. And I was glad to hear what the
Chancellor said about the philosophical approach to
regulation, which we can look to see reflected in the
forthcoming financial services and banking legislation.
Meanwhile, at the Bank of England we are increasing and
enhancing the resources devoted to banking supervision.

The supervisors must clearly persist in their efforts but
we must not forget that there are limits to what a supervi:
can be expected to do. Let me make three points here.

First, no system of supervision, however good, can
substitute for management unless the supervision is so
intrusive as to risk throttling the business. Good external
supervision is necessary, but not sufficient, to assure the
prudent and responsible conduct of business in an open
and competitive financial service environment. The
direction and management of individual businesses
themselves are the key factors here.

Second, good supervision and regulation can ensure that
financial service companies can transact their business in
well-regulated markets, witlt proteulivn against
intermediary and counterparty risk and with disclosure
and other provisions to combat manipulation. But this
does not of course insulate shareholders in such
companies from loss either as a result of fierce
competition or from market risk, both of which may eve:
become greater. We need to keep very clearly in mind tha
the more entrepreneurial environment in the City brings
greater risk of loss as well as greater prospect of gain.
When the gains come they will be generally welcome; but
when the losses come, and they will, they should be.
construed not as a failure of the new City but rather as
evidence of market forces at work in a competitive
environment.

Third, like the Chancellor, I want to touch on the subject
of fraud. Strengthened regulation and supervision should
make fraud less likely, by reducing the possibility of
dishonest managers entering the system; but they cannot
be counted upon to stop every fraudster. There must also
be a determination to investigate and prosecute where
fraud is suspected and evidence found, so that those
responsible are brought to book. The establishment of the
Roskill Committee was a welcome initiative by
government, and I hope that the vigour and resources






With Compliments

Peter Lilley, MP
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distinction drawn by (imodern
economic theory .between “in-
side money” and “outside
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Inside money consists of pri-
vate sector liabilities, such as
bank deposits, while outside
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the Bank of England. It is thus

~a liability of the central bank
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and, therefore, “outside money.”

Other monetary aggregates
confain a mixture of the two
kinds of money. For instance,
£M3 contains not only notes and
coin, but also the deposit liabili-
ties of the commercial banks.

It bank deposits do not pay
interest, i.e. if inside money is
non-interest bearing, it is the
hroad level of the money -stock
which includes bank deposits,
that influences inflation. . 1
llowever, there is no outside
money, but the inside moneéy
hears
mincd rate of interest, the rate
ot inflation is indeterminate. :

a competitively deter--

i ¥
The reason for this is . that*

an increase in the: quantity of
moncy influences the rate of

interest  on  bank deposits
rather than the general level
of prices. But as I have

of Sterling M3

f V
& i

)

k. :
ichael Beenstock
& : L
correspondingly increased. I'lc
Chancellor has acted wisely in
attaching less weight to £M3
and ;more weight to Mo but he
may not have done so. for the
reasons that I am proposing.

Prior‘.to Compétition and
Credit:/Control in. 1971 there
was little or no ‘competition
between banks. Indeed GCC was
proposed to correct. this but it
wasinot until the second half o
the 1970s that genuine.compeli-
tiongbegan to take place. Banks
beganito offer interest on sioh|
deposits, " #T'oday = there are
almoﬁﬁasgiﬂany interest bearing
sight®deposits as non-interest
Lo Rttt B

The Chancellor has
been' 'sleepwalking in

TR Y5 B

the right direction

bearing’, sight deposits. They
compete for cheque accounts in
terms .. of - service and com-
petitively, : determined bank
charges. The market for time
deposits has seen increased
competition as well. Whereas
time (deposit rates were fixed
marging gver Bank Rate today
they are increasingly influenced

- by market forces as banks com-

explained, outside money does -
exist in the shape of Mo. So

1l inside  money pays com-
petitive interest rates, it is left
to Mo to determine the general
ol prices.

We  may  summarise!' ‘thede
theoretical findings as follows.
I banks do not ‘compete  for
sicht  and time deposits, hy
offering  competitive . interest
rates or
the rate of inflation will,. be
influenced by rates, of hroad

monctary growth, eg £M3. If,;

instead, banks set,competitively
determined . interest rates . on
deposits and bank charges the
rale of inflation will be . influ-

i enced by oulside money, ie Mo.

I'nd of lecture. i

My —main thesis  is that
because the banking system has
become increasingly  competi-
tive £M3 has become less. infla-

; tionary than it used to be while

tes have
chnolooy

The
hlvshage
usscldort
€ vean.
v o

the significance of Mo for the
control ol inflation  has bheen

realistic. bank charges,

; stitutioxﬁfl’@J
the deméndy: for money. just as

pete fo'{'“'.liabiliti-es.

. More. _recently, , competition
has spread to building societies.
So the market for inside money,
in termssof wide definition.
siuch asuPSL2, which includes
the societies, has become more
competitive ‘as well. = So the
banks: are ‘competing not only

- with- each ‘other, but also with

other, findncial ‘intermediaries.
Competition ' has changed the
face of ‘British hankine but it
has also, changed the inflation.

ary sienificance of M1, £M3 or
even PSL2/ ' The supply of £M3

can riseq;without provoking in-

flation 4k because  competitive
inferestirates, raise the demand
for  ituldAsi.a holder of an
interestbearing current acconn|
T ‘am mow ‘glad to hold more
M1, than ever before, but my
expenditure 'is' 'unchanged. 1n.

hange has  raised

surely: asyderegulation of tele-
communieations has raised the
demand for telephones, * Insid.

0f money the public

BT
L -Nee 8Y

money” is now a store of valic
as well as a medium of ey.
change.

Not only does this thesis help
explain - why relatively rapid
rates of “inside money
growth have not induced infl:.
tion and why the growth of Mo
has become a better indicatol
of inflationary trends, it also
shows why * inside money ” has
srown so rapidly relative fo Mo,

Between 1870 and- 1970 (¢
“money multiplier,” defined .-
the ratio of M3 to Mo fluctuate
gently between 4 and 5. It used
(0 be one of the great constan!
of our monetary history, |y,
the past six years it has virin-
ally doubled. Part of the ex
planation lies with the (16
retorms and those of Augusi
1981 according
were - allowed to reduce thet,
reserve rativs,  But only 7 pe;
cent of the increase in the
* money multiplier » sine® 197
has been due to this. The oths;
93 per cent has come from » 4.
Per_cent fall in the pro ortio:

notes and cein. In other word..

the public’s demand for insidi
money " has greatly inc_reased.

The publie is using banks ()
a4 greater extent than befor -
because banks are competing 1 |
make deposits more attractive
in terms of bank charges an.i
competitive interest rates .
deposits, Incidentally, this por -
folio  switch has enabled ban! . i
fo increase their lending. &o
the expansion of bank lendin -
15 also explained by my thesi. -
as well as why this lending h..- -
not been as inflationary as i
the past.

Where does this leave il
Chancellor? He has in fa. '
been sleepwalking in the rigni
direction, first by including Mo
in the Medium-Term - Financi .|
Strategy and more recently h.
downgrading £M3. Althougi
4reatly more competitive th:
it used to be, the banking Sy
tem has a leng way to go:
lie cannot demote £M3 entirel.
lTowever, for presentation.
purposes he should abandon i
in favour of Mo. The MTI'S
path for Mo should be adjuste.
for the institutional changgs |
have desceribed,

The author is Professor of Finance
id Invesiment at the City Univers

to which bhank. -

holds i,
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FINANCIAL SECRETARY
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1. You raised two specifiec points on the text of the draft
notes to the TCSC annexed to my note of 11 March (Miss Life's

minute of 14 March).

2. First, you expressed concern that by giving figures
for the six regions experiencing the highest regional
average rates of resignation we might be painting a

blacker pieture than necessary.

3. 'The tables annexed to the notes also give the overall
average resignation rates for the whole network. One
possibility would be simply to quote these. But the Committee
know that, in the interests of good management, we are monitor-
ing trends in these regions because of the problems posed by
higher than average resignation rates. The Committee asked

in faet for a breakdown of the figures in each region. With
some 800 local Tax and Collection offices, and several grades
of staff involved, the data would be very time-consuming to
extract and the papers would be voluminous. This is
presumably why the Chairman of the Commifttee modified the

request so that we are only being asked for figures which

are available. If we did not offer at least the regional
c. »Chancellor Exchequer Sir Lawrence Airey
Chiel” Secretary : Mr Isaac
Minister of State Mr Batbishilk
Economie Secretary A Mr ‘Rogers
Sir Peter Middleton Mr Pollard
Mr Kemp Mr Cherry
Mr Monger Mr Crawley
Mi‘ss' Sinclair Mr"P.B G Jones

Mr Roberts
Mr Marshall
Mr Gant

Ms Tyrreld

Feli



averages indicated in the draft, 'we fear this might
provoke the accusation that we were deliberately
withholding information. We have, however, revised
paragraph 4 of the note (see Annex) to focus on the
overall totals. We hope this goes some way to meeting

your eceonceri.

4. Second, you asked us to guote an example in paragraph 5
of an area where the resignation rate is lower than average.
Brighton and Hove offers an example in the same region of
an area where the comparable rate for 1984/85 was much
lower and where this represented a decrease by comparison
with 1982/83. We have revised paragraph 5 to bring in

this example (see Annex).

5. The Annex (paragraphs 6 - 9) now includes a further
draft note in response to the third request of the TCSC
(paragraph I e. of my note of 1I March). This has now
been discussed and agreed with Treasury (Pay). There
are a number of pay claims currently under discussion
with the unions which should help to mitigate wastage,
both aﬁ clerical and Inspector level. If the Committee
pursue the issues, these discussieons will have
progressed further than at present, and it should be
possible at that stage to make good defensive use of
them. -~ But there is little that ecan be said eonvineingly
on the public record now. Treasury (Pay) and we are
agreed that the best taectics at this stage is to put

the note in as below.

6. The Clerk to the TCSC is now pressing for these notes,
and I would be grateful to know if you are content that
the notes (as below) can now be sent. The tables to

be attaehed are as inimy earlier neote-of 11 March.

PG

J M CRAWLEY
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ANNEX

SUPPLEMENTARY NOTES BY THE INLAND REVENUE

QUESTIONS RAISED AT THE COMMITTEE'S HEARING ON 20 JANUARY 1986

Staff reductions in tax offices

l. Mr Townend referred (Question 3) to the reduction of
about 9,000 in staff numbers in the Taxes network (paragraph
2.2 of the Inland Revenue's memorandum). Mr Townend asked
what proportion of these reductions was made prior to October
1981, showing the reduction between October 1978 and October
1981, and between the latter date and October 1985.

2. The total reduction in clerical staff numbers in tax
offices between October 1978 and October 1985 was 9,336

of which 6,949 (74%) had taken effect by October 1981 {5,511
by April 1981).

Resignations: Regional figures

3. The Committee asked (Questions 20 and 21) for regional
figures of resignations, broken down between Inspectors and
others, with a breakdown in each region, depending how
easily the figures were available.

4. Records are kept for each office of the location of

staff who resign for use, eg by those responsible in regional
offices and, as appropriate, centrally, for recruitment.
Figures for each office, and for each region, showing all
resignations in all grades in local offices are not

normally collated centrally. But information is available
for Taxes and Collection network offices as a whole and for
those regions which are experiencing higher than average
resignation rates. Table 1 below gives this information

for the 4 years 1982/83 to the end of 1985/86 (projected)

for Tax Officers (Higher Grade) and Collectors (broadly
equivalent to Executive Officer), for Tax Officers and
Assistant Collectors (broadly equivalent to Clerical

Officer) and for Clerical Assistants in loeal offices

in the Taxes and Collection networks. It shows that
resignation rates for the network as a whole are fairly
steady in the years 1982/83 to 1984/85, with slight increases
at Tax Officer (Higher Grade)/Collector and Tax Officer/
Assistant Collector levels in 1985/86 and a somewhat

higher increase (from a higher average rate) for Clerical
Assistants. For the regions experlencing higher than
national average rates, increases in resignations began
generally a year earlier, in 1984/85. Table 2 gives
comparable information for fully trained Inspectors (ie,
those who do the most complex accounts work) and non-fully
trained Inspectors (ie. those who do less complex accounts
work). For fully-trained Inspectors the figures show the highest
resignations concentrated in the London area (the South East
and Eastern Counties are below the national average). For

non-{glly-trained Ingpectors, the national average is
conslderably below the figures for the London regions and

Eastern Counties.
1



5. Within these regional averages there are wide local
variations. For example, in 1984/85 clerical resignations
in Guildford and Woking had risen to 16.7% and 11.6%
respectively. In 1982/83 the corresponding rates were
3.7% and 8.8%. By contrast, in the Brighton and Hove
area the average for 1984/85 was 4.8%, representing a
fall from the 1982/83 rate of 8.4%. Taking the network
as a whole, the highest resignation rates are at
Clerical Assistant level but, whereas CA replacements
are expected to be fully effective within a few months,
it takes up to 6 years to train a fully-trained
Inspector, about 2 years for a non-fully trained
Inspector, up to 2 years for a Tax Officer (Higher
Grade), and a year for a Tax Officer.

Increased resignations in Tax Offices

6. Mr Wainwright asked (Question 22) whether, looking

back to the period since March 1983, the costs which

had been incurred as a result of increased resignations

were likely to be larger than the savings between

actual rates of pay and the rates of pay sought by the unions.

7. The Committee recognised (Question 28) that there might
be wider repercussions on the wages side which might need
to be taken into consideration.

8 It is impossible fully to quantify the costs in terms
of administration and possible revenue loss, of the
increased rates of resignation which the Inland Revenue
has experienced since March 1983. Nor can one be at all
sure what the impact on resignation rates would have

been, even if increases in pay sought by the unions had
been fully conceded. Other factors are relevant. For
example, the IRSF ban on the general working of overtime
has affected both the workstate and effective take-home pay.
The Inland Revenue recognises that pay rates can be an
important factor leading to increased rates of resignation
in areas where staff have readily saleable skills and
competitors are offering substantially higher remuneration.
Looking at such grades in isolation, it is possible that
the administration and revenue costs would exceed the
money saved on pay.

9. However, both within the Inland Revenue and across
the Civil Service as a whole, the existence of a unified
civil service and of inherited broad relativities

between one group of staff and another, mean that pay
rates of individual grades of staff cannot be looked at
in isolation. The Civil Service is moving in the
direction of more flexible pay determination, but, in the
Government's view, over the period covered, it seems
likely that, had pay taken a different course, the wider
repercussions of higher pay settlements for indiviaual
Revenue grades would have involved costs significantly
outweighing any Revenue savings. The level of recruitment
and retention in the Revenue, however, is kept under
constant scrutiny and in the current pay review these
points among others are being taken into account.

2
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FROM: MRS R LOMAX
DATE: 27 March 1986

MR SCHOLAR ce Sir P Middleton
Mr Evans
Mr Odling-Smee
Mr Turnbull
Miss Peirson
Miss Sinclair
Mr Pratt
PS/IR

BUDGET DOCUMENTATION AND THE TCSC

Mr Higgins opened yesterday's TESC session with fulsome
congratulations on the improvements the Treasury had made to the
presentation of the Budget documentation this year. The Chancellor
undertook to pass these on to the relevant officials.

RACHEL LOMAX
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MR EVANS cc Principal Private Secret