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CONFIDENTIAL

I PUBLIC FXPEND1IU

AND CASH LIMITS

14 Sir Anthony Rawlinscn reported on Ministerial discussicns

the previous day. At a meeting with colleagues,tu discuss the
timing of an announce.ent of the rcvised 1°81-82 cash limit
factors of 7% for pay and 10% for non-pay, it had emerged that

the Lord President and the Employment Secretary wanted to

reverse previous Cabinet decisions about the place of cash limits
in public service wage bargcining. Both had argued for announcing
a pay factor of 6% in the first instance with 7% being revealed
following ncgotiations for the groups concerned. This would allow
the unions to consider they had achieved something in negotiation
and, it was argued, should result in a lower final settlement and
a smaller risk of industrial action. The Sccretary of State for
Social Services seemed to see some attraction in this aspect and
foresaw that the NHS ancillaries pay settlement might be 7%%.

The Chancellor was due to put a paper on these issues to Cabinet
for 22 January.

s In discussion the following were among the points made:

(1) if Cabinet adhered to -a 107 non-pay factor then the
economic assumptions for the PEWP would need to be adjusted,
with the slightly perverse result that the volume planning
total would increase.

(ii) the Secretary of State saw some difficulty in announcing
only a 6% pay factor for the NHS in the first instance.

Taken together with the 10% non-py factor it could imply a
volume squeeze inconsistent with his promises on health
volume. Sir Anthony Rawlinson would be consulting DHSS
urgently to learn their definitive views.

3. There was general agreement in the Committee that the idea

of raising cash limits during negotiations would be completely
inconsistent with the government's declared policy on requiring
public service pay to be settled subject to the discipline of fixed
limits. It would amount to accommodation of cash spending to the
setllements - something CSD hankered for but which Cabinet had
decided firmly against in 1979. Summing-up the discussion, Sir
Douglas Wuss said the Chancellor should be advised to press
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relatively little of an ex ante improvement in the icc financial

deficit would be reflected ex post in an amelioration of compznies

net financial asset position. If anything the table might over—
estimate the size of the effect. His view was thus that there was
no single quantum of relief that it would be "right" to give to

sweighing not only the
opportunity cost in terms of extra taxes on the personal sector
but also the uses to which ex antec relief for companies might be
put. <Clearly the £8 billion shift required to restore the non-

companies. A judzement would be required

0il company share of national income to the 1978 level was not
feasible and would risk a reversal of the pressure on companies
that had helped restrain pay increases.
would be of some help.

But even £% billion

Tie Mr Middleton agrecd there was room for judgement about the

But it would be illogical to say that
the sectoral imbalance had contributed to problems on bank lending
and the PSBR but at the same time to deny, in effect, that help for

scale of help for companies,

companies in present circumstances could have a particularly helpful
effect on bank lending. Sir Kenneth Couzens sugzested that this

effect would arise in aggregate even if only the hardest-hit companies
used relief to cut back their bank borrowings.,

8. In further discussion the following were among the points made:-

(i) although ancedotal evidence suggested some companies would
use relicf lorgely to sustain activity, others - on the GEC
model perhaps - might use it to improve their financial position.
Bank lending had after all risen sharply at a time when stocks
had been falling and therc were indications that banks were
growing nervous about the indebtedness of some companics,

(ii) if companies foresaw a period of several years of tight
liquidity ahead this might lead them to reduce indebtedness.
But it was not clear that they were expecting that.

(iii) although there might be no fixed quantum which it would

be sensible to give to companies, there might be a policy burrier
of a kind insofar as relicf for companies had to be financed

by increasing personal taxes. But Sir Douglas Mass pointed out
that in opportunity cost terms all relief for the company sector
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Morcover the April increase in NIC, already reflected in the

cconomic forccasts, would itself be perceived as hitting the

pay packet.

(viii) to the extent that the cost of relief for particular
parts of the company sector could be met from new taxes on eg
0il compunies and banks it might not necessitate an increase
in personal sector taxes. But there would be an opportunity
cost nevertheless and in any cuse thefg'yas IXFtle likelihood
of squeezinz significantly more from these sources,

CONFIDENTIAL

(ix) The ex ante squeeze on the company sector had been
greater than originally expected, largely because of the
strength of sterling,and help for industry might be a
necessary political response to the large burden of adjustment
forced on industry. (On the other hand the severity of that
squeeze was o main reason for the good performance on inflation
over the last year.) In economic terms,

desire for a

too, if there were a
lower exchange rate consistency meant there was a
good case for fiscal relicf to industry as a surrogate.

(x) a full simulation of a particular tax package would be
required to estimate the net effect on corporate finances of
relief financed by higher taxes on persons. The net improvement
could be quite small, taking account of the effect of lower
activity on profits.

9. In a bricf discussion of the best mcans of effecting fiscal
relief for industry the following were among the points made:-—

(i) Sir Kenneth Couzens, Mr Burns and Mr Middleton saw a NIS
cut as the most attractive option. It would be the best surrogate
for depreciation and lower the structure of industry's

consistently with medium term strategy.

costs

(ii) industrial derating was attractive not least because

rates were currently such a source of protest from business.
For the long term too industrial rates were not a very sensible
tax. But derating would be very difficult to implement for
1981-82 and would cut across the Environment Secretary's

desire to make further changes in the system of local authority
finance in the slightly longer term. One of his aims would be
to shif't more of the rates burden onto local electors.

(iii) Mr Ryrie thought industrial derating a most attractive
option. But in practical terms the choice for 1981-82 was
probably between NIS and CT. The Chancellor was very worried
about leakage of a NIS cut into pay and its non-selective nature,
with banks and oil companies benefitting as well as manufacturing.
(iv) Mr Cassell noted that from the selectivity point of view

A corporation tax cut would be even less attractive than NIS:

only about one third of corporation tax receipts currently came

from manufacturing. Mr Byatt said there were nevertheless



mug,s as a long term k.
high rate were very .

.L,ene point of view.

ase for a shift
fecting it. He was

‘companies would be

‘or delivering relief

ation. He invited

HM Treasury
23 January 1981



