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THE COMPANY SECTOR IN 1980

t. The position into which the finances of the company sector
could be forced by 1980 has always been onc of the key issues
underlying the viability of present policies. I belicve that the
973/74 should be

sufficient to remind us of what can happen if the real money

time has now come for it to be examined rather carefully.
Memories of what happened in 1970/71 and 1

supply is fiercely reined back while the profit margins of the
company secctor are squeezed to the limit at the same time.

2. The issue arises in a most direct wav ever the projections
of the flows of funds for next year

degrece of deterioration projected for the non-oil part of the

company sector.
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basic arithmetic is, acmittedly, open to very wide margins of
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errox Lven 8o, 1l seems quite possible that the ocutcome could
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excec he margin of the acceptable. The only proper way to

deal with that anxiety is to investigate the various projections
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and assessmen currently availlable, the position they imply, and
to consider what conclusions one mi draw for policy - in this

v oo - -',,,.j.,,'\ 5 e N A vshg [ LT g, ¢ & Y > - - = ~
case principally the monetary target, the ¢ lgnge rate or,
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bearing 1974 in mind, corporate taxatior
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3. The Treasury post Ludgev rFinancial Forecast [Table 1. "The

oot of Yha fAan Val-T 0 ol 1Yoy ot e Gy ol o ey L, T - < L 3 o3 :
rest ol the forecast"] suggests a substantial company sector del et
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of around £33 bn in each of the threc financial yeaws 1978/79 to
1 years 19 9 to
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1950/81. One might consider

this a not unacceptably large deficit
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which is not deteriorat; figniticantly. The only important
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qualification to this Juagment 1s that the projection covers

the




entire ccmpany sector including oil companies. So it may conceal

within a stable total a sharp improvement due to OPEC and North
Sea developments matched by an equally sharp deterioration on the
part of the rest of the company sector.

4. The LBS [(June/July "Economic Outlook" Table II, pl0] project

a much larger deficit of over £53 bn for calendar 1979, and a
marginally smaller one in 1980. . Unfortunately I have been advised
that there is a mistake in the calculations. The corrected
figures ar 19t yet khown, but probably will reveal a considerably

larger deficit i ' than in 1979. Such a deterioration from so
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distinectly worrying
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about £3% bn i 978 to nearly ¢

-ompany scctor's share of the totail
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assumption

both this year and
next!

6. The differcnces etween these three sets of estimates arise, as
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always, for several Assumptions about publiec spending,
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revenue and inflation are clearly different for example
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can have a decisive influernce cn the figures. So
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sector's position might realistically be éxpected to become.

The fact that the exchange rate is now far higher than was thought
likely a little while ago complicates the issue a.bit. But if on
fairly com arable exchange rate assumptions the "downside risk"

is shown to be far greater than the post Budget Financial Forecast
suggested, we shall in my view be threatened with dangerously
difficult times in the next 12-18 months which could put some of

your policies at risk.
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