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Memorandum by the Secretary of State for Energy

1. We have agreed that gas prices should be raised over a period
of 4 years to the oil-related level (E(79)12th) and that next
year the domestic tariff should be increased by 10% in real terms
by means of two instalments, one by the increase in the RPI in
April and one of 10% real in October (C(79)18th). I was invited
(E(79)14th) to circulate a paper showing the effects of two price
increases a year, from April 1981 onwards, on public expenditure;
on the Retail Price Index (RPI); and on customers' bills. I was
also invited to display how twice yearly price increases might be
uaintained at the levels proposed in E(79)61 so that there was no
rise in public expenditure. This paper has been agreed with the
Chief Secretary.

GAS BILLS

2 Raising gas prices in real terms over and above the rate of
inflation will necessarily mean a substantial increase in gas ‘
b111s (see Annex A). Even assuming a declining rate of inflation,
the typical bill will have increased by about half in cash terms
by 1981/82, and will have doubled by 1983/84. But half or more
°f these increases will have been due to inflation. On the :
88SUnption that jncreases in pay would roughly keep in line with
inrl&tion, consumers would in fact find their gas bills over 40%

h CONFIDENTIAL X ‘9 g



CONFIDENTIAL '

in 1983/84 than Nnow, in terms of their” ‘bilityt
still represent only & swal} pr°p°rt°

gome 2.4% compared withy %.6% at
: I

,
1o o

ngntl

greater
But gas bills would
average expenditure =
price increases in two stages (April ang Oct
would have only & emall effect (up to 4%) 6n wverage gas
- compared with 8 gingle increase in April <‘because tp,
med in the winter, after the W price pis

Obm
by
buly,
o

3, Phesing

gas is consu
Al
Uy S

PUBLIC EXPENDITURE
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RETAIL PRICE INDEX A
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; p '1c expenditure and other planning purposes a single
price rise in April of each year be assumed for the future.

CONCLUSION

i-: rzzlh::: agreed that domestic gas prices should be increased
i ms to an oil-related level over the next four years.
SR e w take firm decisions on the size of the annual price
by ins:ithat we can set British Gas a medium-term financial
induat; ne with our approach towards the electricity
s : and t.:o th? nationalised industries generally. We must
ol sasavie time give the domestic consumer a clear signal now
s a depleting resource and should not continue to be

Sold at bargain prices.

Sl
I therefore recommend to my colleagues that we agree:

(1) to increase domestic prices on average by 10% a year
in real terms in 1981/82 and subsequent years;

(1) to assume for public eitpenditure and planning purposes
single annuel price increases each April;
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ANNEX A

GAS BILLS

,. The figures below show the typical average size of quarterly
g bills corresponding to annual consumptions of:

ga
80 therms - cooker
250 therms - cooker plus living room fire
400 therms - multipoint water heater plus fire
800 therms - boiler plus 7 radiators.

Domestic consumers average 550 therms a year and bills for this
quantity are also shown.

2. The sums shown are at outturn prices and therefore include the
effect of inflation (for which we have used BGC's own assumptions).*
The price increases assumed an RPI increase in April 1980 (some 17%,
depending on the rate of inflation) and 10% in October 1980, as
already agreed; and 10% on top of the rate of inflation in April

of subsequent years.

Average quarterly bill (£ at outturn prices)

Annual
consumption 1979/80 1980/81 1981/82 1982/83 1983/84

(therms)

80 7.10 8.70 10.90 13,00 15.50
250 16.10 20.10 24.90 29.70 35.30
400 22.90 28.50 35.30 42,10 50.00
800 39.40 49,00 60.70 72.40 86.00
550 29.00 36.20 44,00 54.40 63.50
Price Index 100 113 124 155 148

3. Over the period to 1983/84, average bills for a given consumption
°f gas would approximately double, on the stated assumptions. About
half of thig effect would be due to general inflation. To the

®Xtent that raising prices encourages conservation, bills could be

Tather lower than the figures shown.

% Phasing the annual price increase between April and October of
*ach year would have little effect on the size of the average bill
l.)eeau“ the bulk of gas is consumed in the winter, after the autumn
‘icreage (the average figures quoted allow for this weighting). The
swinsﬂ would amount to 30-60p & quarter for 80 therms p.a. and £1.00
£2.00 at 800 therms p.a. - no more than 4% of the total bill.

—

80/81 81/82 82/83 83/84
9 %
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CONFIDENTIAL ANNEX B

g BAPYNDLTURY EFFFCTS OF GAS PRICE INCREA“ES

3 the fifures in the Chief Secretary's naper (C (79)56) for total
cternal finance from British Gas gsre as follows:

£m_at 1979 Survey Prices

81/82 82/83 83/84
Total external finance - 200 - 380 - 630

o, On the basis of real price increases of 10% in April of each

year, BGC's lautest forecast is:

-22%5 -4 - 67

3, Tf each vear's price ircrca:es were phased with an increase
equivalent to that in the KPI in April and a further 10% (money)
increase in October, there would be a loss of about £A0m each year;

- 160 - 3h0 - 610

4, This £60m could in principle be recovered by means of price
incresses in October biprer than 10%. For instance, in 1981/82 a

?0% increase in the autumn would recover £50m, while to fet back to
the fipures of - £200m (parn 1) a rise of about 17% would be needed.
Such increases, amounting to some 17-20% in real terms in that year,
Would mean that a real increase of less than 10% would be needed

fn the following year to keep to the required external financing
fpurea, 1n effect, one would be brinein forward part of one year's

rel inéreass into the previous year.

2 Another possible way of recovering this £A0m would be by having

®" April increase bigrer than that in the RPI, with a similr further
INtreagse jn October: for instance if the rate of inflation is 10% p.n.,
: )

t :
" increagng of 13% would suffice.
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