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Memorandum by Secretary of State for Energy

E Committee on 17 October decided that price increases next April for-
electricity and domestic gas should not exceed the RPI increase over
the previous 12 months, but invited the Chief Secretary and myself to
propose alternative phasing for price increases over a 3-4 year period
which would achieve a correction of underpricing comparable with that
which I had proposed in my papers E(79)51 and E(79)52. The Committee
ulso asked that in considering the phasing, the long term trend of the
- BPI and also the seasonal impact of changes on it should be noted. The
lommittee recognised the need for early decisions on 1980/81 prices
because of the public expenditure impact. Cabinet agreed on 25 October
the proposals for that year which I and the Chief Secretary had jointly
Put forward in my minute to the Prime Minister of 24 October. This
Paper, which has been agreed with the Chief Secretary, examines the
lmpact of the pricing proposals in later years, and seeks the Committee's
8reement that they should, after consultation with the industries,
form the basis of medium-term financial targets.
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Department of Energy
25 October 1979
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ANNEX A
o ASPECTS
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4 The effect of taie increases of 10% for domestic Bas
and % for cloctricity in the autumn of 1980 would be 0. %%, Hor

he later years, the increases arc defined in terms of real
increases needed to move towards economic pPricing, on top of what
is needed to keep up with the rate of inflation, or to cover costs.

In these terms, 10% on domestic gas prices will add 0.16% to the

RPI , and 13% on electricity prices will add .04% to the RPI as a
direct effect.

2. The future course of prices is subject to many uncertainties.
But it is cxpected that the 12 -months' increase in the RPI will
reach a peak in the second quarter of 1980. From then onwards the
rate of increase should gradually decline though the extent and
tining of this are uncertain. Phasing out underpricing of gas

and electricity would not have a large effect.

& It is doubtful whether the seasonal pattern of price changes
shoulq determine the timing of energy price increases. There is
B 1Y & cluster of incvesses in April e.g. rents, rates and
&y indirect tax increases. There is often a favourable period
12 the sunpey months as "seasonal food" becomes plentiful. But these
Patterng have no effect on the 12-months' increase in the RPI which
15 the UOSt commonly used figure. Moreover, the effect of
electricity and gas increases on the RPI is spread over 4 months
MR apoyy three-quarters of the effect coming through in the
sec%‘i and thjng months after the increase. From the public

€x ; : :
pendlture point of view it is helpful to have price increases

at the begl

Wning of the financial year: otherwise a given RPI
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ANNEX B

4 PRICE INCREASES

pUBLIC EXPENDITURE EFFECT OF 1981/2-1983/

&l at 1979 survey Prices

-
GAS
G5 81782 82/83 83/84
. T
scptember bid by Chief
secretary = 240 - 680 - 760
As under pricing proposals - 1200 - 380 630
Shortfall 330 300 130
ELECTRICITY 81/82 82/8% 83/84
September bid by Chief
Secretary = i 172
As under pricing proposal =7 -. 88 =218
Shortfall (extra saving) 30 1&%2) (390)
Total Shortfall i
(gas and electric(:i,\{:;r)a s ) b S
———
lg;ygggts of Corporation Tax
(reduce PSER but not 140 270 k20

Public expenditure)
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