AGM.AND CONFERENCE 1975
Friday 4th - Saturday 5th April, 1975

This will be held at the Co-operative College
beginning with tea et 16.15 hours on Friday and
concluding with lunch at 13.00 on Saturday. In
addition to the AGM, the occasion will include
two Conference sessions, and it Is envisaged
that these will deal with:

1. Friday, 16.45-18.15: Societies and
ITnTfTation related to BulTetin 22 and
introduced by Mr. R.A. Lee, Chief
Executive Officer, Co-operative Retail

Services Ltd.

2. Saturday, 09.15-10,45: Lay Leadership in
Societies refated to a report which 1s
being prepared by a Working Party set up
by the Education Executive and is
expected to be available in January; and
introduced by Mr. R. L. Marshall, Chief
Education Officer of the Union.

The Annual General Meeting will occupy the session
11.15-12.45 on Saturday.

The comprehensive charge including accommodation
and meals will be £8.00. Organisations iIn
membership of the Society have, of course, only
one vote at the AGM but may send more than one
participant to the Conference. A limited number
of bookings can be accepted for the wives or
husbands of the participants at the same charge
- and up to the limits of the available
accommodation in double bedrooms.

A booking form is enclosed, to be returned to the

Secretary and Treasurer not later than 19th
March.
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Societies and Inflation

With Particular Relation to Profits

MR. J. A, N. BAMPIELD
(Lecturer in Economics, Co-operative College)

When inflation was at low rates, it had a gentle amelior-
ating effect on societies' balance sheets and concealed
much of the damage that was being done to Co-operative
trade in the 50's and 60's, During the eight years 1562~
1970, prices rose by 47%; in the four years since then,
they have risen by 50%. With inflation raging at ever
higher levels, it is interfering with basic management
controls of societies. Hence the increased interest in
this topic. '

Accountancy seems to be based on a series of conventions tc
ensure that assets are not paid out as dividend and that
shareholder capital is retained intact. The whole system
assumes that money retains its value, However with infla-
tion, merely tc observe past conventions and add up the
figures thereby produced does not guarantee that the
society is maintaining its value, or that the profits so
procured actually exist.

Boostine of Profits

The task of accountants is to value Revenue flows and iden-
tify the expenses connected with them. Many expenses, of
course, occur at a time esrlier than the Revenue flow.
Where there is nil inTlation this causes 1little problemn,
vith high levels of inllaiion howcver, the gap between
expenses and revenues will widen in money terms, even
though in real terms it nay stey the same, Beccuse
expenses (including stocks) occur in period 1 whilst the
inflated revenue comes in period 2, an extra profit is
produced, created simply because the payments and receipts
are differently timed. If the rate of inflation is
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accelerating, then the gap between the costs of revenue and
the revenue itself will widen even further (as it has),
Therefore a society earning & respectable rate of net
surplus in money terms may not be making a profit at all in
real terms - as would be .obvious if inflation were to end
tomorrow,

Profits can be boosted by inflation in other ways as well.

(a)

(b)

{e)

The increase in the value of stocks and similar assets
can create additional profit which may be taxable:

Depreciation according to rule may mean insufficient is
being retained so that the value of the business may be
falling. The various functions of depreciation are
well-known, but none of them will be met if the replace-
ment value of assets is increasing rapidly whilst
depreciation levels remain constant. In this situation
the size of the profits will partly be an indicator of
the shrinkage in the value of the business assets -
though I would not wish to bring this forward as a
proposition, . .

Many sccieties, of course, make extra provision through
accelerated retentions and special depreciation, To

" many though, activity of this sort smacks of over-

enthusiasm., The 1973 Co-operative statistics indicate
that although a sizeable amount of the increased
surplue stayed with societies, it was only a small
percentage of the total assets used in trade. This
implies that in 1973 the value of the business did not
remain intact - real Co-operative profits did not
increase, but they fell, Even in the best of all
possible Co-operative worlds, to declare paper profits
and then retain most of them breeds a complacency that
can only be damaging.

Wages also boost profits, especially if inflation is
increasing, Wages have usually been negotiated
annually, or once every two years. This has produced
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a sharp jump in wage costs, which in money terms then
remain static for the rest of the year. Revenues, of
course, rise in money terms throughout the year, If
the inflation rate is increasing then the relation
between money wage costs and revenues is wider at the
end of each successive year., Employees seem to have
two options: to have their wages continually topped-
up (e.g., by threshold agreements or indexing) or to
obtain substantially higher awards in annual agree-
ments, To some extent, they have been able to do both
recently, and the problems thereby caused show the
extent to which the see-sawing of real wage costs has
helped profits,

Measuring the Real Position?

Recent academic discussion has made it difficult to decide
whether inflationary profits are real or not. However mosi
academics agree that real or not, it would be difficult to
turn these profits into cash in order to meet tax bills.
Thus if we keep to the conventions of accountancy and the
limits set by the Inland Revenue, then tax payments can be
minimised but the business will not necessarily be protec-

ted.

So there is certainly a case for a society having ite

own private accounts to check that (a) the society is
actually making real profits, and (b) the extent to which
the value of the business is heing maintained. In time,
public tax rules may well catch u? with private inflation-

ary tax rules: Chancellor Healey

s concessions on stock

appreciation could well be the start of a wider refashion-
ing of the tax system as it affects companies.

In principle, one would urge the indexing of all items in
a profit and loss account to show how much profit comes
from inflation and how much from trade. New accounting
practices for stock, valuing all stock at the most recent
price (Last In, First Out) will also show this up. The
system is widely used in the USA, no doubt encouraged by
the fact that it also enables them to reduce their tax
liability.
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Depreciation presents many problems. 1In principle, appre-
ciating assets need nbt be depreciated. But such intel-
lectual rigour will certainly increase tax charges, Where
items such as plant and machinery, fixtures, fittings and
transport are depreciating rapidly and will need to be
purchased again within, say, five years, the private
depreciation rate could well be at the replacement cost
value rather than the historic cost. This will at least
ensure that projects are making enough profit to cover
their costs (in real terms) and provide for their continu-
ance into the future,

The inflation of fixed assets (land and buildings) will
also affect management policy - perhaps perversely. As
assets are depreciated, they could well be twenty times as
profitable at the end of their working life as they were
when new. And an older fixed asset will obviously have
lower internal charges to set against profit than will a
new store. In real terms, at their current market valu-
ation there may be no difference in profitability between
old and new stores; but in money terms, opening a new-
store may well seem to depress profitability. Therefore,
if management is not to distort its trading policy by
excessive deference to historic expenses, private compari-
sons of investment appraisal should be conducted in
relation to current valuations rather than old valuations
net of depreciation,

Much of the foregoing has been urged with all the misplaced
enthusiasm of youth, and it can be objected that the views
represent an over-reaction to the situation. But greater
reality must come when either (a) the inflated profits are
taxed, or (b) inflation slows to new low levels. The first
course has virtually been ruled out by the Chancellor -

the second must eventually happen (in a sense the longer

it is postponed the more inevitable it is). #As inflation
slows down, the profit multiplier goes into reverse, and -
societies which are making only paper profits will start

to make paper losses. In this stage, high costs will not
disappear under the impact of inflated money revenues, and
the faster the rate of deceleration, then the greater the

Society for Co-operative Studies, Bulletin 22, January 1975 ©



paper loss which will become apparent. If in addition, a
return to normal rates of inflation is accompanied by heavy
deflation on the 1969 model, which seems likely, then real
profit margins will be under pressure as well.

In this context, a studious attention to the reality behind
the 'money illusion' of false profits would prove the best
inveatment in the future for the manager if he is to avold
the worast consequences of what Byron described as:

"Dreading that climax of all human 11ls,
The inflammation of his weekly bills."
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Societies and Inflation

With Particular Relation to Development

Programmes and Capital Investment Projects

MR. G. W. CALCROFT

(Chief Executive Officer,
Leicestershire Co-operative Society)

bl

Inflation, with its effect upon all facets of our daily
lives, having been with us for all time, 18 no new diffi-
culty for us to deal with when appraising development
programmes. Nevertheless, the current much higher than
usual rate of inflation, its many causes and subsequent
effects, now give rise to the attendant difficulties of
development programme appraisal being much more broadly
based and worthy of even more serious concern and study.

Appraisal problems now of necessity being more broadly -
based, still give rise for accepting at the onset, certain
basic principles; for instance, that under all circum-
stances few developments, large or small, can be regarded
as gilt edged,

Secondly and also without reservation, at the time of any
development plan appraisal, the plan itself must be soundly
based., Weakness on this score makes the exercise of
appraisal pointless and, therefore, any doubt as to the
thoroughness of research into the scheme, must essentially
first be satisfied,

Conditions for a Sound Development Programme

#hat, therefore, makes for a soundly based developnment
programme?

It is suggested that it must be based upon detailed

research into all the factors which can affect progress of
the plan and the end result of the programme on completion,
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Such detailed research whilst at first being technical in
detail as to design, construction, ultimate customer
throughput and profitability, must also provide for the
problems arising from the activities of the environmental-
ists, changing retailing techniques, money supply, cash
flow, fluctuating interest rates and the broadly based
legislative powers of the local authority planners, all or
any of which if inadequately researched and planned for,
can seriously affect both the timing and cost elements of
the plan.

From the above it will be seen that any development plan
must essentially be flexible and capable of adjustment -
hence the need to accept, whatever the difficulties,that
however efficient the appraisal might be, subsequent
changes to the plan will certainly emerge.

Any development plan large or small, long-term or short-
term, even though soundly based upon an acceptable standard
of research, must essentially provide information in two
main parts:-

1. The facts as they are at the time of preparation,

2. The forecast as to what the end results should be when
the plan is completed.

The main appraisal difficulty, therefore, is to accept that
whilst the facts may be correct, the forecast must inevi-
tably contain some element of crystal ball gazing. Who,
for example, can forecast with reasonable confidence, such
matters as the outcome and effect of the following?

(a) Present inflation trends, will they worsen, slow down
or level out?

(b) What ratio of future gross profit earnings will be
taken up in personnel costs or occupancy costs?
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(e) Will present legiélative controls upon rates of gross.
and net profit margins remain stable?

(a) what effect upon our fortunes will peace or war in the
Niddle East bring about?

{e) Will the world population explosion worsen our sbility
to obtain supplies?

(f) Will taxation in all its forms remain unaltered?

These, and many other problems of a similar nature, whether
they be local, national, international or world-wide, will
inevitadbly bring forth new difficulties of appraisal, in
that the actual end product, of the development programme
itself, usually is planned to last many years. Thus
difficulties of forecasting with reasonable accuracy,
turnover, profits, cash flow and the like, must be
accepted.

The Moment of DPecision

The problem of estimating long-term viability in a develop-
ment programme in the light of uncontrollable or unforesee-
able future circumstances, even if the programme is soundly
based and even if capital investment and growth are
essential to the future success of the organisation, poses
the inevitable central issues., The questions then are:-

1, Should we go ahead with thé programme or wait a while?

2, Should we readjust the programmeé to one of consoli-
dation?

3., Must the programme essentislly be short-term?

To go ahead with the programme regardless of the future
cutcome could, it is suggested, be irresponsible and fool-

hardy.
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The difficulty of indecision or delayed decislion is still
with the appraisers, However, this not unknown dilemma of
appraisal, can be overcome and should automatically lead
to the asking of a few simple but important questions, or
possibly the sdoption of a wider field of appraisal.

Dealing with the latter, the process of development plan-
ning appraisal unfortunately too often is specialist in
nature and usually deals only with the development plan
itself., Thus it provides little regard for the extensive
other internal plans being developed within the organi-
sation, all of which in any event, play some part in the
organisation's future trade growth and efficiency stan-
dards - for example, the sales promotion plan, the
merchandising and marketing plan, the refurbishing and
replacement of existing fixtures plan, the staff training
plan. It is, therefore, possible, though somewhat diffi-
cult, that a balancing together of the development plan
alongside the various other plans, could provide future
growth needs and concurrently to some extent an even
greater degree of flexibility in the overall strategy of
the organisation, plus improved safeguards against the
unforeseeable future,.

Questions to be Asked

The simple questions to be asked should in any event have
been provided for in any well-balanced property development
plan. However, their repetition would do little harm:-

1. Has the programme taken full account of our competi-
tors' collective development activities, and if so,
are they going ahead with development or are they
consolidating or doing nothing at all?

2, Having decided our market, what is our share of that
market? Will the development plan or lack of it
maintain that share, improve upon it, or cause us to
lose ground?
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3. Is the full programme or any part of it so large that
the success or fallure of the new capital investment
can make or break the whole organisation if any, or
all, of the imponderables should ultimately come upon
us?

L, If the programme is short-term, say, one to three
years, is it flexible enough to provide an acceptable
growth sufficient to meet our rising costs?

Having answered the above points or questions, is there
really a difficulty or appraisal as to the acceptance or
otherwise of the development programme?

Assuming for instance that despite the problems of the
imponderables, national growth and financial prosperity is
to be ours in the future, then under those circumstances
growth and development of our organisation must proceed
along with that growth and prosperity.

Secondly, should stalemate in growth and a static standard
of living be the order of the day, then without doubt some
organisations will go to the wall, but others will progress
or remain reasonably profitable, and some in fact may gain
in prosperity. Surely, therefore, those organisations with
a soundly based development programme, coupled with high
standards of efficiency in all other aspects of their
activity, will be those for whom prosperity will emerge.

Alternatively, should the forecasters of doom ahead be
proved to be right, again only the most efficient and best
in each field of operation, will survive. In fact a
soundly based progremme thoroughly appraised must surely
be the best form of survival and defence in circumstances
of our adversity.
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Socleties and Inflation

With Particular Relation to its Effect
~on Consumer Demand

MR. ROBIN W. GAGE

(Mr. Gage is a senior member of the staff of

the CWS Retsil Management Services Group.

The views expressed are, of course, his own

and not necessarily those of the Group or
the Society.)

In this brief contribution on the likely effects of infla-
tion on the sales levels of retail societies, it is not the
intention to make any fundamental analysis of the csuses,
or the likely outcome, of the inflation that currently
grips the British economy. Indeed, the question both of
the cause, and likely outcome, of the inflation is still
the subject of debate amongst economists, and, frankly, to
accept any one set of arguments at the present time is to
give the economists more credit than they deserve. The
best among them admit they cannot fully understand the
situation., Instead of a generalised discussion, what has
been attempted is to construct a practical guide, given
certain basic assumptions, as to the likely effect on
consumer demand for the major categories of goods sold by
Co-operative societies.

Decline in Consumer Expenditure

For practical purposes the assumptions implied in the con-
sideration of demand outlined below are those which are
made by the Government, and most reputable independent
economic forecasters, covering the next eighteen months or
so, Without going 1nto great detail these forecasts
predict a decline in consumer expenditure (in real terms)
of around about 1 - 2% from current levels. This is
arrived at generally by predicting an overall price
inflation of around 19%, wage increases of something
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rather more than this, but -total personal income being cut
back behind the rate aof price increase by a comblnation of
unemployment - probably around the one million mark - &nd
possibly Governmert measures (elther to restrict wage
increases or to take a bigger tax revenue). In other words
the prediction is for a rather less affluent but essen~
tially very similar ecconomic situation to the current one.
In practice it makes little difference to the purpose of
this paper whether these forecasts are worthy of acceptance
or not, for unless something very similar to this happens,
the changes in our economic situation are likely to be so
great that it is, literaslly, almost anybody's guess what
w11l happen.

On the other hand, on the basis of this type of development
we can meke some fairly confldent predictions, in broad
terms of what is likely to happen to consumer demand, in
terms of the goods sold by retall societies, as a direct
result of the predicted 1 - 2% decline in real purchasing
power. (For the purposes of the comments below ‘we have
assumed a 2% decline.) These predictions take account only
of spending power, nct of any other market trends.

The forecasts of the effects a cut in living standards {or
real wages) are likely to have on purchasing paiterns are
pased on the "income elasticity of demand” for the various
sommodities and products, This is in fact a fairly compli-
sated economic statistic, It is arrived at by a lengthy
somparison of the relationship of income and consumption at
a single point in time, and when finally calculated it
shows, approximately, how much consumption of a particular
product is likely to be affected by a 1% change 1n income
level. The actual figures used in the compariscn are drawn
from Government publications - The Family Expenditure
Survey for non-food, The National Food Survey for food.

Effects on Dry Goods?

Across the board, a 2% decline in purchasing power is
likely to lead to a ‘decline in expenditure on food of 0.5%,
and on dry goods (durables, clothing and footwear, hardware
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and other non-durable household goods) of slightly over
2% - about 2,1%, In the field of dry goods the product .
categories most likely to suffer from a decline in real
wealth are:-

Menswear

Children's wear

Soft furnishings and household textiles

Furniture and floorcoverings

Miscellaneous dry goods (hardware, toys, Jjewellery,
etc. combined as one category)

In all these categories, consumer spending is likely to
contract at a greater rate than purchasing power. All
these categories are likely to suffer a real decline of
around 2.5% ~ 3,5% in terms of cash sales (excluding the
effect of inflation) because of spending power being
reduced.

The non-food categories which will be least affected by a
decline in spending power are:-

TV rental

Ladies' wear

Footwear

Other clothing (hats, gloves, piecegoods, etec.)
Electrical appliances

In all these categories we would expect that there would be
rather less impact - ranging from practically no measurable
effect on TV rental, to a decline of about 1 - 2% on the
other categories,

In terms of the most recent experience available these are
the effects that a decline in real spending power is likely
to have on consumer expenditure. Of course, 1t must be
remembered that the level of spending power is only one of
the influences on market trends. There are other factors
which may well influence the market - such as Government
credit restrictions, supply difficulties, and basic market
trends (i.e., a product going out of fashion) which will
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affect market demand. These predicted changes are not
therefore in fact market forecasts for 1975; they are
factors which should be used to take account of the likely
changes in real income levels, when making forecasts (so
that, for example, if based on market trends one expected
sales in 1975 of £100 000 in both TV rental and menswear,
then because of the predicted change in purchasing power
these should be modified to £97,000 for menswear, and
remain basically unchanged for TV rental).

Effects on Food Trade?

In the area of food trade sales we can make rather fuller
predictions, using the same elasticity technique, because
there are more available statistics relating purchasing
patterns to income levels, C

Of itself a 2% decline' in real income will make very little
difference to the demand for cigarettes and tobacco,

Liquor sales, however, will be more responsive and should
decline by about 2.5% (although again this is in total, and
may well be more than offset by the trend to higher home
consumption, so that the 2.5% decline again should only be
applied to the expected value for 1975).

As stated above, in terms of actual food products, by which
we mean food for in-home consumption, not confectionery or
meals out, ete.,, the general effect will be considerably
less than for most non-food products - a real decline in
expenditure of under 1% is predicted. By and large, as
will be the case also for non-food items, the decline in
spending will be a combination of reduced quantities
purchased and of "trading down" within a product. The
Rroducts which appear most likely to see noticeable

trading down" sare:-
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Beef and Veal Onions

Mutton and Lamb Apples
Bacon and Ham Soft Pruit (fresh other
Cooked Meats than grapes)
Chicken and Poultry Dried Fruit
Fresh Fish Cakes and Pastries
Canned Fish : Plain and Chocolate Biscuits
Quick Frozen Fish Breakfast Cereals
Potatoes and Other Rice
Root Vegetables Pickles and Sauces

Fresh Green Vegetables Salt

For all these food products we would expect there to be a
movement towards cheaper cuts or quality, or brands. These
are the products where reduced income levels should have a
noticeably greater effect on the money spent, rather than
on the actual quantity bought. For all other food products
it seems likely that quantity and expenditure are likely to
-be affected equally., The following are the products whose
volume sales are most likely to be affected by the decline
(2%) in spending power.

Decline in Quantity " Products

about 3% -~ 5% Quick frozen fruit, shellfish, fresh
coffee,

about 2% - 3% : Yoghurt, Q.F. chips and potato

products, all guick frozen veget-
ables, cooking oils, fruit and
vegetable juices,

about 2% Nuts, fresh fat fish, Q.F, peas,

Q.F. beans, ice cream and mousses,
crean, ,
about 1% - 2% Rabbit and game, Q.F. fish (white),

wholemeal and wholewheat bread,
mushrooms, spreads and dressings.
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about 1% Cucumber, lettuce, canned potatoes,
« poultry other than broilers, crisp-
bread, QF meat, all fresh fruit
(other than rhubarb and possibly

apples).

increase in Quantity Products

about 1% - 2% Coffee essence, pre-packed "o0ld"
potatoes (Jan-Aug), canned milk
puddings.

about 3% - 1% Beef sausages, canned peas, flour,

pre-packed main crop potatoes
(Sept-Dec).

under 1% Large white sliced loaf.

very few foods are in fact likely to gain any substantial
openefit from a generally reduced spending power.

Many Other Factors

rpart from the products itemized above, the quantities of
products sold are not likely to be affected substantially
by & reduction in real spending power of the order predic-
red, Again, however, it must be stressed that we have here
considered the effect only of a change in spending power
upon consumption patterns. There are, of course, many
other factors involved in setting the pattern of consumer
spending ~ the changing nature of consumer tastes and
needs, changing patterns of product supply or product
innovation or noticeable disparate changes in the relative
price of competing goods, for example. All these factors
can be expected to be again present in 1975. For this
reason the figures given above cannot be regarded as actual
predications of market changes in 1975. They are solely an
estimate of where, and to what extent, a reduction in
spending power is most likely to have an influence. For
=xample, the heavy representation of frozen foods in the
1ist of products does not mean we are predicting an actual
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decline (of about 2%) as implied in the above lists, in the
frozen food market. What we are in fact saying is that
consumption of these foods will be depressed in 1975 (by
about 2%) from the level we might otherwvise have expected,
due to a reduction in real spending power, However, the
strong trend to increased frozen food consumption - due to
changing food preparation habits, consistent product
innovation, increased availability of refrigerators, and
80 on ~ that we have seen over recent years will still be
present. Ve therefore expect 1975 to show a continued
increase in frozen food expenditure (due to the established
market trend) but a very much slower rate than in recent
years (due to lower real spending power),

In conclusion, it may be worth re-emphasising that the
whole of this examination of likely influences depends very
mucn on the economy being kept on & reasonably even keel,
and thus allowing consumption patterns in broad terms, to
follow past experience, At least we might draw some
encouragement from the fact that all current indicators are
reasonably hopeful for Co-ops, at least from the sales
side, if not from the profitability aspect. There is no
2vidence of any basic changes in shopping or consumption
patterns as yet, and contemporaneous developments -
particularly rapidly increasing petrol costs and mildly
redistributive Government activity on earning power -
should give Co-ops some competitive advantages in the, as
yet, very uncertain future,.
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Societies and Inflation

Inflation Tolls the Knell

¥R, JCHN GALLACHER
(Parlisamentary Secretary, Co-operative Union)

The Counter Inflation (Price Code) Order 1974 came into
operation on 20th December, 1974. This Order substitutes
8 new Price Code for the Code which has been in operation
since 1lst November, 1973 (as amended from time to time)
and closes a period of intensive consultation which took
place between trade associations and the Ministries of
Agriculture and the Department of Prices and Consumer
Protection. -

The Counter Inflation Act 1973 was the starting point for
the Price Code. The present Government has strengthened
the Code and, under the Prices Act 1974, taken additional
powers over prices generally as well as abolishing the Pay
Code. WManufacturers and distributors sre in the position
of being subject to close price and profits control while
pay negotiations are unrestricted except for the social
contract which exists between Government and the Trades
Union Congress. This contract is in no sense & legal
matter,

Both Mr, Heath's administration and the present Government
became 1involved in the economic 1ife of the nation to an
unprecedented extent. The immediate reason for this is
infiation, which has both national and international
origins, but more deeply it represents & continuance of a
trend which began during the war of 1939-45.

The maintenance of full employment (or over-full, depending
on one's school of economic thought) has been a first
priority for government since 1945. Whether inflation is

8 by-product or concomitant of full employment is for the
economist to decide. We may yet see inflation co-exist
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with large scale unemployment, but in that event government
policy will have been defeated by stronger economic forces,

The implications of price and profit control in a period of
unprecedented inflation have scarcely been thought through.
They carry threats for all private sector organisations and
if they receive set-backs, either for reasons of liquidity
or low returns on capital, or both, so that large scale
State intervention is widespread, then effectively the
mixed economy system will be at end. Britain will then
have lived through a peaceful economic revolution and the
only surviving examples of unadulterated capitalism will be
those enterprises which contrive to enjoy the confidence of
the trustees of the pension funds of the nationalised
industries!

Role of the Movement

The Co-operative Movement, as always, has a foot in both
camps. As a non-profit, non-capital gains creating
institution it is already socialised, though, at the time
of writing, independent of Government. Co-operatives have
lew profit requirements requiring only encugh to sustain
share interest at nominal rates, depreciation at original
values, a return to customers of around 1% on turnover,
and a residual for ploughing back either as reserves or for
future development. The rate of development can be varied
in accordance with the size of the residual, so
Co-operatives are in a unique position under price/profit
control,

The present Government has been slow to recognise the
potential of consumer Co-operation in the fight against
inflation. Possibly fragmentation and a century of
emphasis on voluntaryism have spared it direct control
from Whitehall. The British Labour Party is also uniquely
state-board minded and in this they are well buttressed by
trades union policy.

Society for Co-operative Studies, Bulletin 22, January 1975 ©



.23

As part of the general distributive sector, Co-operatives
have been involved in Price Code discussions both in their
own right, via the Co-operative Union, and as part of the
Retail Consortium. Although evidence from both sources
originated separately, there was no seriocus division in
elther analyses or proposals made to Government, Both
organisations were highly critical of the 10 per cent cut
in permissible gross percentage margins enforced by the - -
Price Commission in.1974. The so-called safety-net of

75 per cent of net profit reference levels introduced at
the time of the 10 per cent cut in gross margin was of
limited value because it could only be used if 1t did not
result in distributors exceeding 100 per cent of gross
margin.,

The Revised Code

The revised Code improves upon the concession in the con-
sultative document in that the safeguard for net proflt -
margin is set at 80 per cent of the reference level’
instead of 75 per cent. This is still associated with a .
"licence" to go to 105 per cent of the gross margin refer-
ence level if that is necessary to achieve it. This will
help the generality of retail societies although some
would have liked the related lower gross/higher net basis
which the Retail Consortium tabled during consideration of
the consultative document, Inflation accounting awaits
the report of the Sandilands Committee. :

The Code allows a low profit safegusrd as a percentage of
turnover at 2 per cent (it was 1% per cent) and extends
investment relief at 177 per cent of firmly budgeted
capital expenditure on investment for-the home market for
plant, machinery &nd industrial buildings in the form of an
addition to gross and net profit margins. Trade pressure
on the Ministries involved resulted in the extension of
this capital relief to expenditure on the construction of
warehouses and to payments under hire purchase, credit
gale and conditional sale agreements and under lessing
agreements where the lease is for more than two years,
provided the payments relate to plant and machinery.
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A side aspect of the Price Code is the extent to which it
has become a subject for bargaining between Whitehall and
those who speak for interested parties. Unlike free collec-
tive bargaining over wages, however, there is no ultimate
sanction, equivalent to the withdrawal of labour, open to
trade associations. Ministers and their civil servants
listen, comment politely, but make no offers. In the final
analysis traders must like it or lump it. Organised labour
would never stand for it.

The private sector has not been faring well under the dual-
effects of profit control and inflation, Joint stock
companies have substantial profit needs in order to satisfy
investors and sustain cash flow. Those responsible for
producing results have the added fear that, even when
circumstances affecting results are outwith their control,
‘there may be a disposition to try new faces in an attempt
to improve returns. In this context, we must all envy the
captains of nationalised industries who have the twin
havens of statutory monopoly and a blameworthy department
in Whitehall. No wonder the queue grows daily at the
Department of Industry:

Can & Market Economy Survive?

It is fundamentally unreal to control prices and profits in
a sector of economic life where competition is supposed to
work for the benefit of consumers. The market economy, in
which price maintenance is virtually illegal, should by its
nature operate to general advantage. If it fails to do
this, or is prevented from doing so by reason of stringent
controls on & continuing basis, then it would be better to
accept the fact that the nation cannot afford a market
economy,

The longer price/profit control remains the more unfair it
becomes. The datum (any two of the previous five years)
may seem realistic, but it assumes a static enterprise
which distribution under modern conditions is not. This
point was strongly made by the Co-operative Union in its
submission as part of the review of the Code. Whitehall
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found it "interesting", but administrative pressures there
are excessive and nothing tangible resulted. In any event
are civil servants, however eminent, really praciical
experts when it comes to regulating the distributive
trades? Are practising retallers gainfully employed when
they must spend so much time in Ministerial offices
debating & control mecharism which ought to be superfluous
anyway in a competitive economy? g

It may be that the creation of so large a public sector
from 1945 onwards had already sealed the fate of joint
stock capitalism, Certainly there are many natural mono-
polies, still mainly in private hands, where the benefit
of market forces is outweighed by the high cost of
achieving them ~ bread, milk and petroleum processing and
distribution, for example, Already the Secretary of State -
for Prices, in defence of bread subsidy arrangements, has
intervened in the matter of discounts allowed by hakers to
retailers, If this kind of Ministerial regulation of buy-
ing prices increases, then taken in conjunction with
profits control at the gross and net reference levels,
plus taxation of profite and proposals for taxing personal
wealth, it requires no erystal ball to predict the demise
of even so resilient a system as capitalisnm,

A minor consolation in all this is that planned econcmies
need not necessarily result in lower general living stan-
dards. If manageriel skills are sllowed to flourish and
labour indiscipline loses its present status of a first
principle, we may yet achieve & socliety whose standards
will satisfy ressonable expectations. Even if it does
not, there will be little thet cam be dens about it in any
case, If the evidence of other couniries is anything to
g0 by, then planned economies are not suscephible to
change by conventional democratic processes.
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Societies and Inflation

With Particular Relation to Profits

MR, R. A, LEE

(Chief Executive Officer,
Co-operative Retail Services)

In order o understand the impact of infiation on business
operations one must initially be bold enough to attempt to
define in simple language what the word "inflation" really
means and how it occurs.

There are many people who will say that rising prices cause
*‘inflation. There are those who will diagnose the cause to
be wage increases, Some will advance the argument that the
real worth of wealth produced has been overstated by the
measurement factor - money.

Meaning of Inflation

I would contend that rising prices and increasing weges are
the results .of inflation because the value of money in
relation to other commodities has fallen., Unit costs of
production have risen when measured by rate of output and

. are not therefore competitive; and for numerous reasons
the money supply has been allowed to become excessive in
relation to the value of those productions,

Thus we have an eguatlon which 1ls out of balance., Money,
which is the manager's and the accountant's yardstick of
measurement and also the means of recording business
activities, has become unstable and unreliable. Unless
corrective measures are taken, this out-of-balance situ-
ation accelerates, and the rapidly reducing value of money,
when placed in the time-scale of production, wholesaling
and retailing, aggravates the problem of asset replacement
at higher costs which are not supported by real profit-
ability. Hence we refer to paper profits, inadequate cash
flow and illiquidity.
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If we attempt to reduce the situation to simple proportions
so far as the retailer is concerned, it could be suggested -
that the essence of the problem lies in the relationship of
prices and gross profits Esales), wages and other expenses
(costs) and net earnings (cash),

Increased prices should increase sales if we only remaln
static in market penetration. Increased wages and other
expenses may or may not increase the rate of cost dependent
as these factors are on the level of sales achieved and the
amount of wage increases and other expenses borne.

Importance of Rates

Net profit will, however, be real to the extent that its
rate is not allowed to fall when expressed as a percentage
of the sales achieved. It is assumed, of course, that
gross profit rates do not vary materially in the short
term., If they decline then obviously a greater volume of
sales will be required to balance the equation,

The most important point to note is that we are .dealing
with rates, not amounts,. The rate of net profit should
become the insurance policy to cover the inflationary
element included in sales,

Inflation in sales must be reflected in inflation in net
profits if we maintain balance because the value of money
has fallen in each part of the equation. In other words,
the rate of net profit may be maintained but the amount of
net profit must increase.

If we fail to achieve this position of "status quo" then

we make less real money and we have less to spend. Real

net profit and cash flow are obviously inseparable so far
as management is concerned.

Under infletionary conditions, however, profits should dbe
regarded as real only to the extent that they are net
after depreciation at replacement cost of fixed assets and
after allowing for appreciation in current assets - stocks,
ete,
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This does not mean that we need to change accountancy
procedures fundamentally in order to record replacement
values, We should provide at trading account level for
outstanding costs as in the past at the level of prices
and charges appertaining at the balance sheet date, We
should, of course, anticipate all contingencies on a
prudent basis as in previous years but there is no need

to adjust asset values or amend depreciation rates at this
Jjuncture beyond those required to amortise the historical
cost over the expected life of the asset concerned,

The purpose of the accounts at this stage is to record
accurately what we have expended on current and fixed
assets, what we have received from sales, what we have
achieved at gross margin level, what we have spent on
wages and other expenses, and what we have left as trading
profit and assets, including cash, to start the next
accounting period.

Replacing Stock and Assets

Inflation is, however, the danger signal which informs us
that to replace our stock and to replace our fixed assets
will require more money. Ve should, of course, already
have an extra amount in cash or bank balances if our rate
of net profit has been maintained and if we have not been
obliged to suffer exceptionally heavy capital expenditure.
We should therefore, allocate from our net profit (cash
resourcess sufficient sums to build up replacemént funds
and if possible invest these sums outside the business in
order to finance the increased costs of asset replacement -
the sinking fund method of internal financing. These
adjustments or allocations of surplus are best implemented
after arriving at the trade account profit.

So far as taxation is concerned we must abide by the rules
and regulations of the game. It has recently been stated
that stock appreciations will be allowed for in computing
taxadble profit. This is not an absolute allowance because
it only amounts to a deferred tax liability and upon with-
drawal of the allowanqe a tax payment could occur. In
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other words, we should regard this concession only as a
temporary aid to cash flow - we are allowed to defer pay-
ment of tax according to the formula employed.

-The basic ingredient of the profit game which 1s causing
the "paper profit" and cash flow problems is cbviously
money. Both as a measure of value and as a medium of
exchange it has become a most unreliable commodity. At
any one pesrticular time it may adversely affect consumer
spending because prices may rise faster than wages or 1t
may generate spending because wages increase faster than
prices. Whatever situation occurs a strain is placed upon
the normal activities of retailers in their efforts to
balance the equation to meke real net profit supported by
adequate cash flow.

It is beyond dispute, however, that the retailer who
acquires adequate cash surplus from his operations, "what-
‘ever the value of money, must provide himself with a power
to spend and thus to develop his assets for future profit
growth. The retailer who generates cash flow acknowledges
the reducing value of money and at least maintains his rate
of net trade earnings,

If we adopt this realistic attitude to & declining money
value we obviously upgrade figures and downgrade money in
our current operations and future development plans - we
alsc control cash flow. The relationships (rate) should
remain reasonably constant whilst all the figures will
increase in amount - sales down to nef. v

Stock relationships, pension fund liabilities, members'
capitael balances, etc., all fall into the same category.
All should rise as the value of money falls, To the extent
that they do not, then we must retain from current earnings
to maintain liquidity. -

In the case of pension funds it must not be overlocoked that
here again there is a rate relationship. If wages increase
then the contributions made by employees and employers will
rise in amount because both are calculated on a rate basis.
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If the general levels of interest rates increase then the
interest to be charged to the Society and credited to the
fund should also he increased,

Investment Outside the Society?

The investment of funds outside the Society raises quite a
different problem, The falling values of equities and
gilts pose serious problems, In the long term one would
expect them to recover and capital losses should be
recouped., On the other hand, the security of the fund
could be threatened if inflation gets completely out of
control, Caution should be exercised in the placing of
funds outside the Socilety, especially in equities - there
is an element of risk which appears to grow daily., Any
def'iciency. arising from quingquennial valuations will
'‘normally require an addition to the annual special contri-
bution. Here again, all things being equal, the original
annual special contribution in amount has lost value. It
will need to be increased at least to an extent to take
care of inflation. The equatién must balance because the
base ingredient - money - has lost value. Obviously,
these simple rules of procedure call for sophisticated
analysis by actuaries because the wages upon which contri-
butions are based will not be the wages upon which pensions
will eventually be calculated. The principle, however, is
not thereby invalidated which is to establish a rate of
growth of the fund which will at least meet the deficiency
arising from reduced money values,

What we must ensure is that we reflect the falling value of
the pound sterling in the records we keep in order that we
do not understate our liabilities and hence produce paper
profits unsupported by adequate cash flow,

The adjustments and retentions we make are part of the
re-alignments needed by allocation of earned surplus on
current costs to meet the increased costs (money-wise) of
the future. Most of these adjustments should be made after
completing the trading account. They are allocations or
provisions in a general sense caused by the reducing value
of money.
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The effects of inflation upon the nation's welfare and the
adverse effects upon standards of living are, of course,
quite different subjects. Indeed, the manner in which we
allocate earnings, whatever their level, to the agents of
production is significant, but does not affect the general
case outlined so far as retailing and inflation are con-
cerned, Even subsidies have to be paid for by somebody ~
they do not solve the overall problem of inflation - they.
merely alleviate burdens in selected areas and transfer the
cost elsewhere. ' They may have social and moral justifica-
tion but they cannot enhance wealth production upon which
all economies must depend in the long term for standards of
welfare, .

The General Need

Until we produce wealth at a competitive cost and until we '

cease to print pound notes to balance our deficiencles, we
must learn to live with inflation. If we accept that more
money will buy less so long as inflation continues, ‘then

we must manage our affairs on a rate basis as opposed to an
amount basis and thus generate more liquidity to meet the
increasing costs of the future. In this way we will
produce real profits, record our results correctly in our
accounts, and generate sufficient cash flow to support the
increasing costs of working capital and to finance future
developmnent plans,
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Societies and Inflation

With Particular Relation to Taxation

A\

MR, F. McMAHON

(Lecturer in Taxation, Department of
Accountancy and Finance, Heriot-Watt University)

The effects of inflation on business taxation are very much
in the news, In his latest Finance Bill the Chancellor of
the Exchequer, Mr. Denis Healey, introduced a revolutionary
tax relief for the inflation element in the value of stock
in trade at the end of an accounting period. This proposal
has been well received in business circles as a first step
to edsing company cash flow problems, How does inflation
affect corporation tax?

Conmonly the tax computation is based on the profit (with
certain statutory adjustments) shown in accounts prepared
on an actual ¢ost basis., This taxable profit figure,
therefore, is higher than if inflation accounting adjust-
ment were made to the accounts,

Tax depreciation (capital allowances) on fixed assets like
industrial buildings and plant/machinery is also calculated
on the original historic actual cost. Arguably the tax
system should recognise the different values in the cash of
1975 and that of three or five years ago, Where a machine
. cost £150 five years ago, its replacement now costs £450:
and the business has no greater real value than before.

Can the £300 be said to be taxable profit?

The result in both cases is taxing not real profits but
paper profits, not trading surplus but the inflation
element. Inflation itself causes liquidity problems but
payment of tax on a profit that does not accrue in cash or
receivables makes it more acute,
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It is to improving company liquidity that the Chancellor's
proposal about stock in trade 1s directed. Before he goes
any further Mr. Healey awaits the report of the Sandilands
Committee on Accounting for Inflation (expected in March

1975).

Awaiting Further Proposals

The extent of any proposed inflation adjustments is impor-
tant for tax purposes., It is necessary to assume that any
comparisons of the present historic cost system and any one
of a number of reformed inflation accocunting methods will
rest on equal tax yields, Otherwise there will be dispute
concerning the incidence of taxation between companies and,
say, individual wage earners, Equity may have a place in
economice: it hes none in taxation,

It is l1likely that tax/accounting adjustments will be needed
in other areas than profit-fixed assets, monetary transac-
tions, stock in trade, losses, payment of taxes, capital
gains, : !

At present accounting depreclation is disregarded for tax
purposes and a set scale of capital allowances substituted.
Inflation accounting would alter this. One method is to
continue the present accelerated depreciation (first year
allowances). Companies would be taxed on inflation adjusted
srofits and inflation adjusted depreciation would be dis-
allowed: capital allowances (tax depreciation) would then
he allowed, based on accelerated depreciation, inflation
adjusted aa necessary. Where depreciable assets (like
plant and machinery) were allowed at 100% First Year
Allowance, inflation adjustment would be unnecessary for
tax purposes in this respect.

Alternatively tax might be charged on the inflation adjusted
profit, thus allowing the inflation adjusted commercial
charge for depreciation as a deduction. Rates of depre-
ciation for specific types of plant would regquire to be

laid down by the Revenue for accounting purposes, But this
18 no different in essence from the pre October 26th, 1970
system for capital allowances,
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In both cases proceeds of sales and tax written down values
would require inflation adjustment in any computation of
balancing charges/allowances on disposal,

Profit and loss account items - sales, other income,
expenses - have to be adjusted to balance date pounds.
Conveniently an even flow of transactions may be assumed
though this may prove unfair to the Revenue on the one hand
and the seasonal business on the other, Some refinement
may well be required.

Non-allowable expenses, e.g., entertaining, may be added
back for tax purposes in the inflation adjusted amounts.
Bad debts would be adjusted over their period outstanding.

Non-taxable income, especially franked investment income
'(dividends paid by one UK company to another) would be
extracted in the inflation adjusted amount from the infla-
tion adjusted profit.

Fluctuations in monetary items (e.g., debentures, bank
deposit accounts) will give rise to gains and losses on
adjustment. These may be fairly frequent and accordingly
should be brought in as taxable and deductible items
respectively.

Stock in trade is traditionally valued at the lower of
historic cost or net realisable value.,. Inflation adjust-
ment is needed for the period between acquisition and the
year end accounting date. It may be difficult admini-
stratively to isolate each item and adjust it with complete
accuracy. To begin with, it will be necessary to establish
working rules which can be refined over the years for
seasonal and other peculiarities.

Inflation adjustment for stock in trade is important to
meet the taxation imbalance between companies with con-
siderable stock holdings, like food and drink companies
which are presently taxed on the inflationary uplift in
those stocks and those companies with heavy investment in
fixed assets, like heavy engineering, which benefit fronm
accelerated depreciation.
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In this area the proposed relief for increase in stock
values in the financial year 1973 is a total change of
attitude by the Revenue. By it companies holding stocks
of £25,000 or more will be able to reduce the closing
valuation of stocks by the amount by which the increase
in book value exceeds 10% of the trading profit before
capital allowances,

Essentially this is only a tax deferment because an under-
valuation of closing stock is brought forward in the next
year as.opening stock, Further relief will depend first
on the Sandilands Report,

Until the burst of inflation of the 19708 the main
grievance about taxing paper gains was in capital gains

tax. Because for businesses it was possible to defer pay- .

ment of tax by replacing the asset, the inflation effect
became even more pronounced. Therefore, to compute’ the

real gain adjusted historical cost or adjusted 6th April
1965 value will be deducted from sale proceeds.,

The logic of inflation accounting projects that.tax losses
should be inflation adjusted. Assuming a continuing infla-
tion, losses would be expanded where relief was given by
carry forward and contracted as a carry back,

Inflation Accounting and Payment of Tax

Inflation based accounting may affect payment of tax.
First, advanced corporation tax is deducted from dividends
pald by a company and is remitted to the tax authorities.
When mainstream corporation tax is computed at the end of
the accounting year, the ACT is deducted to arrive at the
further amount payable. Mainstream CT will be inflation
expressed in year end pounds in the balance sheet. Advance
CT which may have been due nine months before would be con-
verted also to pounds at the balance sheet date when com-
puting the MNCT.
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It is also arguable that to preserve real value to the
Revenue final payments of corporation tax, which can be
due as long as twenty months after the balance sheet date,
should also be inflation adjusted., This is probably
unlikely - although the Government also needs to make up
its loss in revenue because the tax profits of an accoun-
ting period form only a measure of tax due. But certainly
the trend is there for earlier payments to account and
heavier interest charges for late payment,

Similérl& tax deposit accounts for use in settlement of
future corporat¥on tax could also be kept in real terms so
that deposits rose in value with inflation.

The final form of any change from present methods of com-
puting taxable income on an historic cost basis will
'depend, firstly and fundamentally, on the Government's
views of the Sandilands Report. The inflation accounting
method adopted - whether CPP or Replacement Cost or one of
the many variations thereof affects the tax systen
mightily, ' : ’

Nor can political interpretations be left out. Some would
oppose & tax system on an inflation adjusted accounting
base, believing that grants, incentives and controls can
be more equitable,

For sure, the future tax system will be no less Qomplex.
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Societies and Inflation

MR. DUNCAN McNAB

(Chief Executive Officer and Secretary,
London Society)

There is no doubt that throughout the country a serious
position is developing as a result of inflation, Private
industry and the Co~operative Movement are equally affec-
ted, and it is logical that the greater the inflation the
more it affects the cash flow of every company .throughout
the land.

Inflation is continuing at an alarming rate and in its wake.
there is developing a rapid deterioration in liquidjty
throughout industry and commerce, '

Distribution is caught in the jaws of a vice - on the one
hand, gross margins are under attack, and on the other,
expenses, personnel costs and development costs -are
escalating rapidly, and, - what is more alarming, no one can
do anything or see any improvement taking place in the
foreseeable future,

In addition gross margins are controlled by the forces of
competition and as we are only too well aware, this com-
petition is becoming even more fierce, not just in the
Metropolitan area but throughout the country.- Selling
prices are being squeezed by competitive pressures, and as
a consequence trading margins are being reduced so we are
facing a future of reduced margins and increased expenses.
Fortunately most societies are.in a trade boom showing ‘
large increased trade, almost across the board and this is
counteracting to some extent increased costs, but it is
quite apparent that increasing expenses in many societies
are outweighing the extra profit on increased trade.
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Prospect for Profits

Cash flow and liquidity can, in the main, only come from
profits. The Movement must make profits if it is to pro-
gress, and if it is going to keep pace with our competitors.
The fact that profits are subject to Corporation Tax must
not act as a deterrent., It is better and much more healthy
for a society to be successful and making profit and paying
tax, than to be in the position of having no liability for
tax,

There is no doubt that the squeeze on margins, taken in
conjunction with the increase in expenses, will result in
reduced profits for most societies. As a result of a
reduced cash flow in many companies and societies no new
development or re-development is taking place, but unless
‘we develop and keep pace with the multiples we are likely
to suffer a further decline in our fight for trade.

Under severe inflation, the difficulty we have to overcome
is to strike the right balance between a continuing develop~
ment and stagnation, It is therefore necessary to make
certain that each new development can be a profitable asset
to the society.

Inflation will continue to cause us severe trading worries,
as no one can honestly say that inflation will soon be
conquered. One has only to look at the financial papers
and -read published company accounts, (many from companies
which were previously considered as blue chips), to see
the serious position in which industry is finding itself.

The Question of New Developments

Many of our companies are slowing down their rate of
development or cancelling projects altogether. A case in
point is the John Lewis Partnership which has pulled out
of the Wood Green Central Area Development because, as the
Chairman stated, the Partnership felt unable to commit
itself to the necessary building contracts or to the
borrowing of the necessary funds, Other firms such as
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Debenhams and Woolwerths have publicly announced greatly
reduced profits and also drastic cut-backs in development.

Societies in the main are in the exact same position as our
competitors. Unfortunately many, including the London
Society, are heavily committed to very costly but necessary
development which with interest rates at their present high
level and the escalation of building costs, makes profit-.
ability for the first five years of many developments very
doubtful indeed. . :

A 2% monthly rise in building costs plays havoc with even
the most ingenious form of costing, and it is little wonder
thaet where there is no definite building commitment,
industry in all its aspects is being extremely cautious

over future bullding contracts, with the possible result of
considerable unemployment in the building industry in about
six months' time, '

While 1t 1s possible to obtain loans provided adequate
security is given (and this at times can be difficult) the
rate of interest of anything between 1L% and 17% takes the
gilt off the gingerbread. While there are signs that such
rentals may be reducing slightly, it would still appear
that in many cases the only one who can possibly make a
profit is the developer, and even they are under severe
pressure with companiee golng bankrupt,

Previously we were the last to be offered new developmenis,
but now we are even veing offered second rate sites, at
ludicrous rentals with further upward rent reviews every
three years, which makes profitability almost lmpossible.

The Movement's Capital

The composition of the Movement's capitel has rapidly
altered during the past few years, No longer can we depend
on members' Share Capital, which has declined quite rapidly
and extensively. '
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Members' Loan Capital on the other hand has been increasing
at a moderate pace, while we are all under pressure to
invest superannuation funds outside our societies, or pay
the market rate for the advantage of retaining such
capital, It is perhaps galling that many superannuation
funde which took expert advice and invested their funds in
equities are now wondering what is going to happen if the
share market remains at its present low level for any
length of time, At the present time funds which are
invested in societies are in a much superior position to
those invested in equities or other forms of recommended
market investments,

Food subsidies sre affecting the cash flow of the Movement,
In London Scociety elone the milk subsidy amounts to
£100,000 per week, so we lose ‘the use of 7 million pounds
rover the five weekly period, and in addition we have to add
to this the loss in cash flow of the bread subsidy. ‘

Stocks and Expenses

Replacing of stock at last year's level is costing some 30%
to 35% more, and using London Society as an example, our
cash flow is affected by some four million pounds in keep-
ing to the last year's stock level.

With expenses increasing currently by 20% this is not only
affecting profits but the additional cash required 1s a
further problem which reguires solving.

Stocks in distribution generally are too high and the rate
of stock turnover requires to be increased to a much higher
level,

While distribution has cut its expenses drastically over
the past decade, starting with the introduction of self-
service, followed by the advent of SET, the building of
large supermarkets, and a much larger sales return per
employee, further reductions in costs are immediately
required,
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Profits must be madeé and ploughed back, so that we can .
carry out future necessary development that can be run on
profitable lines., Perhaps this is the time when the Move-
ment should unite its ranks and adapt its policies to give
maximum benefits to members and staff alike,

R
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Societies and Inflation

With Particular Relation to the Society
- and the Member

MR, P. J. PAXTON

(Secretary and Chief Executive Officer,
Cambridge and District Society)

Co-operative dividend is one area in which inflation has
not adversely affected the member. Whether dividend is
paid through dividend stamps or by traditional methods, the
fact that the dividend return is based upon the inflating
price levels of goods bought means that the level of divi-~
dend inflates pro rata, always assuming of course that
other factors have not intervened to lead to a reduction in
the rate of dividend,

Traditional Dividend and Stamps:

Inflation does, however, raise an interesting further
factor in the continuing arguments as to the relative
merits of dividend stamps versus traditional dividend.
This is particularly marked when inflation reaches the
present levels of 20% per annum. Consider the two methods
- Irom the members' point of view. Dividend stamps give an
immediate return; 1if spent on goods or desposited in a
share account the only delay involved is that in filling a
stamp book. The purchase can then be made or the share
deposit will start to earn interest. Traditional dividend,
however, is usually paid six monthly, approximately three
months after the end of the trading period. The dividend
earned therefore becomes available anywhere from three
months to nine months after the purchase, an average time
lag of six months. With the inflation running at 20% per
annum dividend will have depreciated therefore by 10% from
time of purchase to date of receipt. Thus a declared rate
of 5% becomes an effective 43%. The member loses in com-
parison with a dividend stamp operation but the society
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neturally gains, even without considering the effects of
cash flow beneflta.

Inflation has marked effect upon timing considerations and
the argument advenced against traditional dividend applies
equally to members' stamp bonus. The total involved is
not eo significant as that of dividend but it is clear
thet the usual bonus of 10p per book exchanged for goods
or deposited to share is not an attraction and is largely
discounted in the members' mind. Even doubling the amount
of bonus is unlikely to lead to & rush of non-members
wishing to take out membership, Timing again is the
stumbling block for the possibility of receiving an
additional 10p (or 20p) at some time in the future is not
likely to weigh in people's minds when prices are
escalating as now, The remedy is surely to consider
giving the bonus to members immediately rather than oy
subsequent credit to a share account, which in any event
in terms of clerical labour, whether the accounting is
computerised or not, becomes an extremely expensive-:1l0p
deposit. If in addition it is not an attraction to the
member then the practice should surely be re-examined. To
discard the bonus altogether, however, would lead to a
loss of a membership benefit, however small, and would add
to the problems of falling membership; inflation, whatever
its evils, cannot be blamed as the sole reason for this -
particular problem facing the Movement.

Spiralling prices and the dramatic fell in the purchasing
power of money have a powerful effect upon the majority of
people. The uncertainty of the future, enlarged upon
daily by the media, leads everyone to live for today and
is undoubtedly one of the reasons for .the rapid changeover
within socletles from traditional dividend to stamps. In
rapid inflation timing becomes paramount. But what of the
side effects? It is no coincidence that the rise in the
popularity of dividend stamps has seen a fall in total
share capital available to retall societies. When trans-
lated into real terms the fall is, of course,.even more
dramatic over the last five years.
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Share Capital

Co-operative share capital has been bullt up over the years
mainly from undrawn traditional dividend and the switch
over to dividend stamps now has stopped this source; hence
the decline. Prior to this, however, the increasingly com-
petitive interest rates over the last twenty years had
diverted much of the small savers' money away that might

.. .otherwise have found its way into Co-operative share
‘deposits. - As inflation continues therefore it is likely
that share capital will continue to decline in real terms’
as & source of funds to retail societies.

No amount of advertising or improvement of deposit and
withdrawal facilities or similar activity, important as
they are, will improve the inflow of new money to share
'‘capital whilst there is so much disparity with the interest
rates being offered by the competitive investments., The
attractions of Government sponsored savings often with tax
concessions, building societies and the like are well known
and the investor conscious of the return he is receiving
has almost certainly already moved capital away from
Co-operative societies and the capital which remains 1is
there for convenience rather than to obtain a return. This
factor, one .feels, is the answer to those that seek a rise
in share interest rates. In 1973 the average national
gshare interest rate was 3,L% of share capital. At today's
inflated intercst rates it would be necessary to increase
this rate four-fold to be competitive, at an additional
cost in interest of more than £14 millions - over half the
amount provided in dividend in 1973. At this level I would
suggest Co—-operative principles are called into gquestion
and. the charge of remunerating capital, rather than reward-
ing member trading loyalty, would be hard to refute. In
times of inflation, unless incomes rise faster than prices
and consumer spending is held down, savings are unlikely tc
rise. The possibility of the introduction of index-linked
loans to increase the attractiveness of saving to the
investor cannot, of course, be ignored. Having regard to
the economic climate therefore there is little optimism one
ecan £ind in favour of share capital which is likely to con-
tinue t0 decline in real terms. '
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Before leaving the question of subscribed capital a word
must be said about ordinary loan capital and small savings.
The general economic factors affecting share capital apply
equally in this sector also, though undrawn dividend has
not provided a source for loan capital as it has for
shares., In the national statistics the loan capital total
is dominated by the employees' superannuation funds
invested with the societies which amounted in 1973 to

£86 million out of a total of £146. In the last five
years, however, ordinary loans and small savings have been
static at approximately £28 millions which means an actual
decline in real terams,

Reserve Funds

If the introduction of dividend stamps has had a detri-
mental effect upon share capital accumulation then the
real decline in that source of funds has galvanised.
societies into the realisation of the importance of build-
ing up reserve funds. The importance, in times of infla-~
tion, of collectively owned funds has been clearly seen by
retail officials, and it must be said, the use of dividend
stamps has given them room to manoeuvre in dramatically
improving surplus retentions., Between 1964 and 1968
retail societies reserves improved by £4.2 millions to
£49.0 millions; in the subsequent five years to.1973
there was an improvement of 327,3 to £116.3 millions., 1In
considering these figures, however, it should be remem-
bered that allocations to reserve in this period have
included two main elements. First there has ‘been the
straightforward allocation from current surplus but,
secondly, to this has to be added the capital surplus
arising from the sale of assets. Particularly in the
latter years of the past decade, societies have been
active in closing smaller and loss making trading units
and disposing of these and other surplus freeholds to take
advantage of the inflated property values, The report of
the Capital Resources study group gquoted a figure of

£7 millions surplus from property sales in 1971 but these
are, of course, "once for all" gains, for the availability
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of surplus property is obviously limited and the fall in
property values will in the short period at any rate,
restrict the surplus to be made from property sales.

The Genéral Prospect

Inflation, and the increasing rate of inflation, has
resulted in a dramatic change of emphasis in the way retail
societies are financed. The economic factors affecting the
level of savings combined with the high level of interest |
rates prevailing, will mean that there will be no immediate
_future increase in share and ordinary loarn capital avail-
. able ‘to retail socleties, Emphasis on increasing reten-
tions to build up reserves must continue to the point at
which societies become independent of subscribed capital,
The lesson of the last ten years, however, would seem to
'indicate that this alone will not be sufflcient The total
funds available in 1973 of £402 millions compares with
£434 in 1964. Even allowing for the healthy increase in
reserves in the latter part of the decade there has been a
marked real decline in funds available. The costs of new
developments both in terms of fixed and working capital
continue to inflate, however, to say nothing of the infla-
tionary effect upon existing working capital, Once
societies have run down their own investments further
capital can only be obtained by going to the market for
money either in the form of overdraft or on short term
borrowing at the market rate. Such short term borrowing
is likely to be most likely to succeed if directed to the
institutional investor rather than the member however.
What does emerge, very clearly indeed, is that if inflation
continues at 1974 levels then further retail development is
likely to be curtailed due to the high costs and limited
supply of capital.
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Societies and Inflation

Why Do Companies Have Liquidity Problems?

PROFESSOR JOHN SIZER

'(Professor of Financial Management and
Head of Department of Management Studies,
University of Technology, Loughborough)

During the last twelve months some dynamic changes have
taken place, and continue to take place, in the externsl
environment in which companies operate. The energy policy
of the Arab countries, the shift in the distribution of
world income between the oil rich developing countries and
the developed industrialised countries, a continuing
escalation in world commodity prices, rampant domestic
wage and price inflation, and the aftermath of the three-
day working week in the United Kingdom, have caused com-
panies to recognise that they are operating in an
environment that requires faster and more sophisticated
adjustments and reactions than in the past. In particular
many accountants and managers are having to recognise for
the first time that cash flow is in many ways more impor-
tant than profit shown in the Profit and Loss Account.
They must also recognise that the liquidity problems they
face are also being faced by their customers and thelr
suppliers.

On the day the Chancellor presented his Budget to the House
of Commons, the Confederation of British Industry reported
that its latest survey of industrial trends

"provides strong evidence of the widespread nature of
the deterioration in corporate liquidity that has
taken place and that is expected to take place".
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In his Budget speech the Chancellor said

“"There is however a more immediate and urgent threat

to employment in Britain at the moment than inadequate
demand. .

"The impact of inflation on the company sector risks
forcing thousands of firms to restrict their output
and lay off workers in the coming winter not throughg
lack of demand, but simply through lack of working o
capital,"

197

In this article the causes of the liquidity crisis referr
to in the Chancellor's speech are identified.

Impacti_of Inflation on Working Capital Cycle

As the Chancellor indicated in his Budget speech . .the
exceptionally high rate of inflation has had its major
impact on the company sector's working capital require-
ments. In every business there is a circulating asset or
working capital cycle of activity. The working capital
cycle for a manufacturing company is illustrated in
Figure I, It will be noted that profit is shown in the
Profit and Loss Account when the customer is invoiced, no
when the cash is received. The amount of circulating
capital required by a company and its level at any partic-
ular time will be governed by the spead with which the
cash cycle cen be sustained. The faster the cycle the
less the investment in working capital must be, and the
faster the rate of turnover in the elements of working
capital the less the total investment needs to be. The
rate of inflation is also a major determinant of the rate
of growth of investment at each stage of the working
capital cycle. A company facing a high rate of inflation
but nil growth in real terms, finds that the inflation
increases the investment in the early stages of the working
capital cycle before any additional cash was generated from
higher selling prices. Many companies planned for growth
in real terms in 1974 and this growth also led to a build
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accompanied by a disproportionate increase in stocks, work-
in-progress and debtors which more than atsorbed the cash
flow generated by the higher sales.

Other Factors Influencing Company Liguidity

If a company has no access to external funds not only must
it finance additional investment in working capital from
internally generated funds, but also pay dividends,
interest payments, and corporation tax, and hopefully,
undertake essential capital investment. These other
factors have been added to Figure I to give the permanent
and working capital c¢ycle shown in Figure II.

In November 1974 many companies had limited, or nil, access
to medium and long term external finance. The Stock Market
was in a depressed state because investors had little con-
fidence in the ability of the Government to solve the
country's serious economic problems arnd at the same time in
the ability of companies to achieve growth in earnings per
share and dividends compatible with the current rate of
inflation. Investors were pessimistic about the future
profitability of the private sector with the result that
price earnings ratios were at extremely low levels and
dividend yields extremely high., Lack of shareholder con-
fidence and the high cost of equity finance meant that
virtually all companies had no access to this important
source of company finance. Furthermore, the high rates of
interest and/or the fact that many companies had reached
their borrowing limits because of lack of interest cover or
asset cover, resulted in companies being unwilling, or
unable, to raise long and medium term loans. Industrial
&nd commercial companies relied heavily on bank finance;
some £2,300 million during the first half of 1974. By
November the generation of internal cash was not sufficient
in many companies to provide a satisfactory basis for seek-
ing further funds from the banks. They were therefore con-
cerned that they would be unable to meet their corporation
tax payments when they became due in January 1975 - payments
that would be substantially higherthan:ulpreviousyears for
three principal reasons., First, the inflation had allowed
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many companies to generate higher, but nevertiheless
inadequate, taxable profits., - Secondly, the taxable profits
are calculated on the first-in first-out (FIFO) basis of
stock valuation., This meant that a large portion of the
taxable profit achieved was required "to maintain the
working capital of the. business intact", i.e: the cash
flow generated was required to replace stock at higher
prices, but was partially to be drawn out of the company in
the form of tax payments, Thus, the Chancellor admitted in
his Budget speech that inflation

"has increased the cost of replacement stocks to a
degree which under the present tax rules lmposes
burdens which industry was never meant to carry".

A third reason for the substantial increase in corporation
tax was the tax changes introduced by the Chancellor in his
April 1974 Budget.

In the aftermath of the three-day week, there were signi-
ficant signs of the impending liquidity crisis in the
corporate sector. In the first gquarter of 1974 the
financial deficit of industrial and commercial companies
rose sharply to by far the highest quarterly figure
recorded. Companies borrowed £1,300 million from banks,
Despite these signs the Chancellor increased the rate of
corporation tax from 50% to 52% and the advance corporation
tax (ACT) on dividend payments. He also required addi-
tional payment to be made amounting to 50% of ACT due to Dbe
paid during the financial year 1974. These measures
increased company taxes payable in 1974/75 by some

£475% million,

Effect on Capital Expenditure

With lack of cash to finance additional working capital, to
pay dividends, interest, and corporation tax, it is not
surprising that many companles had to cut back and postpone
planned capital expenditure programmes. Furthermore, lack
of confildence in the Government's abllity to solve the
country's serious economic problems without a significant
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fall in the level of consumer demand and increase in
unemployment made Boards of Directors extremely pessimistic
about their future investment intentions. The CBI reported
in its Survey of Industrial Trends that, while fifteen
months earlier the number of companies expecting to 1ift
capital expenditure reached record levels, '

"the collapse of investment intentions is widespread
throughout manufacturing industry."

More seriously, not only was there a lack of finance to

allow essential capital expenditure to take place, there
were also indications that many companies were having to
cut back the level of their output because they could not
finance their increased investment in working capital. The
number of bankruptcies and company liquidations was also
increasing at an unhealthy rate. It was not surprising to.-
read in the Chancellor's Budget speech B
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some firms into bankruptcy and it is already compel-
ling many of them to cut back on plans for 1nvestment§
to wﬁich they were firmly committed only a few months>
ago.
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Societies and Inflation

With Particular Relation to the
Management of Socleties

MR. T, E. STEPHENSON

(Senior Lecturer, Department of
Management Studles, University of Leeds)

Management has been accustomed to an economic situation
where the rate of economlc change was, in financial terms,
relatively slow. With costs and prices rising steadily but
not rapidly, management adapted through a process of plece-
meal adjustment which took place without any great upset to
the society or to the beliefs and operational methods of
management. However, the present rate of inflation is such
as to threaten this relatively stable state and the ways in
which management thinks and behaves.

Need for: 1, New Procedures of Control

In the first place management finds that reliance on the
historical view, on what has happened in the past, is no
longer an effective guide to the present and the future.
Experience loses some of iis value. In-practical terms
this means, among other things, that control figures based
on past performance lose some of thelr validity; for
example, average personnel costs based on the last six or
twelve months of a highly inflationary period give 1little
or no guide when the important question is what has
happened in the last month or so, for this may bear little
relation to the longer term average.

This example emphasizes the dilemmea of contrcl and adapta-
tion, In times of rapid change there is need for efficient
control systems so that management quickly knows what is
happening and can do something to control the situation.

In a period of very rapid change, that is doubly difficult.
First, control systems imply stable procedures and
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structures but these may create just those inflexibilities
that are dangerous in a rapidly changing situation, Pro-
cedures devised for more leisurely times, when 1little or

no harm was done if information was processed on the basis
that 1t would still be relevant in three months' time, are
not at all satisfactory when information is required

almost on a day-to-day basis, Thus new procedures are
required. Secondly, the control information that is
eventually at the disposal of management is likely to be
out of date. 1In a8 period of rapid change, no matter how
speedy the transmission and processing of control infor-
mation the situation to which it refers will have altered;
decisions based upon that information will be out of date
and to a great extent inappropriate., The actions resulting
from these management decisions are likely to be mismatched
with the situation in which they are applied. This dces
not mean that all is lost, but that management has to build
into its decision-making a greater tolerance for uncer-
“tainty and error. '

-In management terms this means that greater emphasis has to
be laid on the development of more flexible procedures and
structures, discarding many long-accepted ldeas about
management authority and delegation. The need for greater
speed points to grecater decentralisation in the large
retail society, with managers having greater discretion to
make decisions in the face of rapid change in their own
Tunctional, geographic and commodity arcas. At the same
time these decisions will have to be taken within a policy
framework that is well understood and is itself flexible.
More frequent and regular meetings of top management will
be essential so that a co-ordinated policy can be main-
tained within which management can operate and use their
discretion. This pattern of management with its emphasis
on much more frequent meetings coupled with added delega-
tion needs to be developed throughout the retall society.
It will have the benefits of providing frameworks within
which management can operate at all levels and it will
provide a mechanism for maintaining management co-operation
in difficult times, 1In this way it will contribute to the
maintenance of morale, ‘
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2, To Think in Systems Terms

A second significant way in which rapid inflation disturbs
established management bellefs and behaviour is that
uncertainty takes on a new and threatening meaning. In one
sense there is a high degree of certainty; managers are
certain that inflation will continue at a high rate for
some time to come, What 1is uncertain 1s the effect of this
on the business of the society, on the consumer, on the
general level of economic activity, on employment levels
and on the activities of Government., There is also the
uncertainty as to when if ever the high rate of inflation
will turn down. Management is faced with a level of
uncertainty that calls for a radical relearning of much
that is taken for granted., Learning new methods and new
ideas was less urgent in the past, managers could take
their time and indeed could cope with change through active
and more or less systematic resistance., Managers could be
inattentive to the information which threatened their
current ways of looking at things, and still hope to
survive, They were able to develop programmes to keep
things as they were and, where change could not be wholly
avoided, could strive actively to contain it if not
suppress 1t so that it created the minimum of disturbance
to the established ways of operating. Where change had to
he accepted in any area of management the stability of the
repainder would be stressed, All these tactics were aimed
st keeping things as they were and so long as change was
not too rapid they might well succeed without destroying
the society. A society could survive without speedy adap-
tation while operating in a manner which did not take much
account of many of the changes in the environment. This
view of change can be seen as part of the general attempt
of management to maintain a comfortable level of stability.

However in the present situation these traditional means
of defence no longer work and this in itself is upsetting
for managers, In a time of high inflation menagers cannot
disregard the never-ending signals which point in the same
direction; they cannot undertake stabilising exercises
when they have not adequately developed techniques for
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handling the situation; they cannot suppress the facts and
effects of inflation hecause these infiltrate every part of
the working of a retail society, so that managers cannot
balance change in one part against stability in another
part of the society.

Management 1s thus engaged in the task of learning a new
way of handling a situation while at the same time keeping
the society in business, The problem is not made easier by
the fact that even the language of the past loses some of
its meaning. Inflation no longer means price rises of
three, four or even five per cent per year, it means rises
of the order of twelve to twenty per cent per year. It
calls for a new understanding. If managers are to cope
with this new situation they will have to think more than
ever in systems terms, that is, to think about the inter-
relationships of the different parts of the society, of the
different functions within it and of the flows of goods,
‘people and money within and between it and the environment.
The relationships between rapidly changing price levels of
different commodity groups and lines, and between differ-
ent rates of costs and revenue will all call for urgent
attention. Established ideas on product mix will need to
come under scrutiny as well as many other aspects of the
total retail society.

3, For Flexible Attitudes

A third significant impact of high rates of inflation is
that the overall attitudes of management come under
pressure. In times of slow inflation, steadily rising
prices allied to the reality of steady expansion creates
an atmosphere of optimism and there is the feeling that the
situation is under control. Very rapid inflation and
uncertainty about the future, with the past providing
little in the way of guidelines, provide & new type of
situation and there is the tendency for a feeling of help-
lessness to appear, a feeling that the situation is out of
control, a feeling that is strengthened by the uncertain
political and social context which inflation generates,
This situation can have the effect of making management
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less willing to look 8t long-term plans and more ready to
take ad hoc decisions to gain some measure of protection,
For example, there 1s the danger that managers over-insure
by trying to procure immediate supplies for fear they will
be caught short later, The result may well be the
creation of shortages, increasing prices still faster and
pushing up operating costs. More generally inflation can
lead management into decisions which distort the disetri-
bution of resources.

The sense of loss of control mentioned earlier may be felt
particularly by those managements whiech have in the past
relied heavily on external sources for their continued
survival, Relations with suppliers and markets can be
upset as firms and societies become more vulnerable and as
consumers' behaviour becomes more uncertain,

Inflation places management in a state of flux and moves
it into unknown areas. Any reaction of panic or pessimisnm
can only add to the difficulties of management. What 1s
needed is that managers glve systematic thought to the
impact of inflation on the individual trading departments
within the society, on the functional departments such as
personnel, on the relationship of goods to cash and on the
total operation of the society. A continuing appraisal on
these lines coupled with greater flexibility of attitudes,
structures and processes allied to a built-in, realistic
appreciation of the nature of inflation could create-an
effective management for a Co-operative society,
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Societies and Inflation

With Particular Relation to Government
Anti-Inflation Control Methods )

MR. J. M, WOOD

(Formerly Parliamentary Secretary,
Co-operative Union)

When in the dark days of 194l the major political parties
represented in the Coalition Government pledged themselves
to the maintenance of full employment after the War, there
were two important consequences, First, inflation became
endemic in this country as it could no longer be cured by
the creation of massive unemployment. Secondly, the need
for an element of central planning of the economy was
'firmly established.

Every businessman -~ whether Co-operator or capitalist -
wants to be left alone to get on with his job, free from
outside interference, but the freedom he craves is
unattainable without an element orf planning by public
authorities. Freedom within a highly developed society
cannot be absolute; the freedom of each individual ends
where the freedom of others begins, The basis of freedonm
is communal discipline,

The British economy is a mixture of public spending and
private enterprise., The Government element is important,
Public expenditure is a large part of total expenditure,
and involves the raising of huge sums in taxation, Public
corporations are responsible for much of the basic industry,
and the Government is able to exercise powerful authority
in many other fields. All this gives them extensive
economic power and influence. In post-war years the role
of Government has changed from that of "policeman" to
"Father Christmas" with valuable favours to bestow.
Increasingly consumers, trade unionists and industrialists
are looking to Government to rescue them from any econonic
.calamity that happens to strike then.
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The Aims of Government Planning

The major problem facing us is how to plan the economy to
achieve a high and regular rate of economic growth, to
secure a steady and progressive increase in the standard of
living of the people, and to promote commercial prosperity.
There is abundant evidence that the market economy does not
possess the automatic regulators with which it has some-
times been credited, and that the normal pattern is a
recurrence of booms and slumps at more or less regular
intervals. Although planning for prosperity is not
necessarily synonymous with State control it certainly
involves State interference.

The Budget has been converted graduelly from a programme of
taxation to an instrument of planning and control, in con-
junction with general fiscal and credit policy. There are
two principal elements of these policies: the more equit-
able distribution of income; and determination of the size
and shape of the economy. The Government is increasingly
taking upon itself the planning of the entire future --not
only of the economy ~ but of society itself, . Projections
have been made of the basic elements of the economy, of the
distribution of population, the shape and lay-out of cities,
and the provision of services, education, cultural and
other amenities,

Limitations and Changes

Planning is not a panacea; nor is it infallible, given the
present techniques and state of knowledge. The failure of
the National Plan of 1965 is sufficient evidence of this,
Two of the major goals of national planning are, first,
full employment, despite growth in the working population
and structural changes brought about by technological
change; and, secondly, control of inflation, which
seriously distorts the growth of the economy and leads to
inequalities in the distribution of the national income and
80 to unemployment. Underlying these and other objectives
i8 the need to maintain our democratic institutions, which ~
#ill be seriously threatened if we are incapable of solving
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the serious economic problems which have beset us since the
end of the Second World War. One of the most intractable
of our current problems was neatly summarised by the

Rt. Hon. Jamesa Callaghan during a Parliamentary debate a
few years ago:

"The dilemma that I think this country is faced with is
that people will punish their leaders and punish their
governments, if they cannot have both a perpetually
rising standard of living and full employment, and all
the ggog things they need even though they are not
earned, ‘

In practice, economic planning in Britain is a mixture of
exhortation, sticks and carrots, and outright compulsion.
How many people remember the long and checkered history of
the prices and incomes policy since the days of Sir
Stafford Cripps? First, there were efforts to secure the
_voluntary co-operation of both sides of industry; then the
establishment of a National Board for Prices and Incomes;
then a compulsory "early warning" system; followed by a
standstill on prices and incomes for a limited period. So
the policy was progressively implemented and supported by
statutory powers to impose restraints on both prices and
incomes. The National Board for Prices and Incomes was
disbanded by the Conservative Government in the spring of
1971 after it had produced its 169th report and cost the
country £5 million. By the autumn of 1972 inflation had
begun to assume alarming proportions, and so began a new
round of Counter-Inflation Acts, with two new agencies - a
Price Commission and a Pay Board - to monitor codes of
practice approved by Parliament.

Another change of political thinking, which owed much to
the power of organised labour, produced the Prices Act of
1974, which strengthened the controls over prices, intro-
duced subsidies for important consumer goods, and abolished
the statutory control of wages, The attitude of organised
labour in Britain represents a formidable obstacle to
economic plenning. In the Labour Government of 1964-1970
Frank Cousins was Minister of Technology whilst still
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nominally General Secretary of the Transport and Genersal
Workers' Union. He had repeatedly expressed considerable
scepticism about - indeed opposition to - what was still
only a voluntary wages policy. His life's work had been
based on the doctrine that a trade union. leader's job was
to get more wages for his men; even a voluntary incomes
policy seemed incompatible with that life-long objective.
Trade union policy has changed little since then, and now
the only restraints on wages are the "social contract",
backed up by Government with the threat of financial
peénalties upon employers, including Co-operative societies,
which grant increases beyond the norm laid down.

Difficulties for Co-operative Planning

Co~operative societies, in common with other forms of large
business enterprise, need to plan for the future. Budget-
ary control is a systematic study of accounting figures and
the many factors influencing the future development of the
business. It is a thermometer to measure at all times the
health of the enterprise. It is necessary for the accoun-
tants or other responsible officers to interpret and report
on the effect of external influences on the business. This
function includes the continuous appraisal of econonic,
social and governmentdsl influences. 1In the present politi-
cal. and economic environment the achievement of effective
budgetary control presents formidable difficulties. The
chairman of one of the country's largest food groups, in
giving his company's half-yearly report, recently stated:

"Given the present economic and political uncertain-
ties, no attempt to estimate the results for the
second half of the year is made."

This is a serious matter for any business, but its freedom
of action is severely circumscribed by Government inter-
vention in the economy, and by events on a world-wide scale
which even the Government is powerless to influence. The
extent to which Government had lost control of events is
illustrated by its inability to plan the economy for even a’
year ahead, and the apparent need to introduce Bupplemen-
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tary budgets to adjust revenue and expenditure at frequent
intervals, In such circumstances what kind of meaningful
budget is the businessman able to produce?

The two principal elements of budgetary control are sales
and expenses. Sales are influenced by the general state of
the economy, the level of employment, the impact of direct
and indirect taxation, purchasing power in the hands of
consumers, credit controls, and the measure of confidence
in the future possessed by businessmen and consumers alike,
The demand for consumer goods is likely to fluctuate with
changes in price levels which are brought about by the
supply situation and the introduction of such distorting
factors as Government subsidies. Apart from restricted
supplies of certain consumer goods arising from external
causes, such as the shortage of sugar, one of the effects
of stringent price and profit controls is empty shelves in
.the supermarkets, as manufacturers and distributors alike
no longer find it worthwhile to sell certain goods at a
loss, The Price Code is being revised for the next phase
of the Counter-Inflation policy, and although powerful
representations have been made to the Government by the
Retail Consortium about the anomalies and inequities in
Phase III, it is certain that gross and net percentage
margin control will continue, based upon historical refer-
ence levels which have less and less relevance as time
passes,

An outstanding example of stop-go Government intervention
in retailing is to be found in the restrictions on certain
types of consumer credit, despite the powerful arguments
of the Crowther Committee that such restrictions should
find no place in permanent Government policy. It is an
indictment of so-called "planning" that the powers to
control consumer credit are still based on the war-time
emergency legislation. With the intensification of cash~
flow problems brought about by price and margin controls,
retailers' stocks may have to be reduced in both food and
dry goods departments. The combination of restricted
stocks and artificial deterrents on sales are likely to
play havoc with any forecasts of turnover, and cost ratios,
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In relation to expenses, the removal of statutory
restraints upon wages are likely to involve Co-operative
societies in difficult negotiations with the trade unions.
Wage increases under threshold agreements are likely to
add further pressure on costs. The implementation of the
equal pay poliey will be more severe upon businesses which
employ a mixed labour force than upon (say) the variety
chain stores which rely almost entirely upon female ladour,
Increases in indirect taxation are to be expected, with
Value Added Tax as the most likely candidate. Customs and
Excise have been preparing the procedures for multiple
rates of VAT for some time, but it is impossible for
retallers to make any useful forecasts about the effect of
tax changes upon sales or cost ratios.

The history of proposals for a State superannuation scheme
is one of considerable frustration for Co-operative
societies. The Conservative Government's legislation on
this subject has been abandoned by the Labour Government,
and new proposals are awaited. There 1s no reason to
suppese that Co-operative superannuation funds which are
invested in the business will be at risk - provided they
are adequately secured - but it may be taken for granted
that superannuation schemes will be more costly as such
refinements as inflation-proofing have to be introduced.
The ever-increasing costs of local government continue to
put pressure on commercial rates, but in the absence of a
declaration of central Government policy, and particularly
the possibility of an entirely new system of local govern-
ment finance, forecasts of additional demands upon
Co-operative societies from this source must be unreliable.
Fuel costs, postsl and telephone charges, and the cost of
converting shop and office equipment to the metric system,
must also be taken into account,

Co-operative Action for a Solution?

Co-operative societies make a continuous contribution to
the control of inflation by the redlstribution of trading
surpluses among consumers, but unfortunately the Movement's
share of the retail trade of the country is not large
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enough to have a substantial effect upon the economy. One
of the greatest contributions that the Movement could make,
however, would be to achieve the maximum efficiency in its
commercial operations because the country cennot, in its
present situation, afford to waste any of its resources
whether material or human.

Since the days of Sir Stafford Cripps the Co-operative
Movement has willingly collaborated with the Government in
supporting sensible measures to combat inflation, but it

is a matter of deep regret that such measures have not been
applied consistently, have been bedevilled by the absence
of political consensus, and have often been hindered by
people and institutions pursuing selfish ends., Co-operators
know from experience where the shoe pinches: they have
seen their shareholdings eroded steadily by inflation, and
prices in the shops rising rapidly from causes over which
they have had little or no control. The dialogue between
the Government and retailers in general and Co-operative
societies in particular has been one-sided, The mystique
of the Budget is an anachronism that we cannot now afford.
Gimmicks like the Selective Employment Tax make no perma-
nent contribution to solving the problems of inflation.
Without a full appreciation of the issues at stake, and

the wholehearted support of the mass of the people for
sensible and equitable policies, the spectre of inflation
will never be banished.
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Soc}eties and Inflation

Up the Creek - Without Liquid!

MR. R. WOODS

(Secretary and Chief Executive Officer,
West Yorkshire Society)

In the current period of rapid inflation, the Movement has
to take a serious step towards implementing "inflation
accounting", and cease to delude itself that it is making
satisfactory "profits".

The fictitious element of “paper profit" caused by stock
inflation has been acknowledged in the November Budget, but
not in societies' accounts, The effect of under-
depreciation of assets which falsely increases our so-
called "profit" is not yet fully appreciated.

The following illustrates the need for depreciating at
REPLACEMENT VALUE rather than the present practice of
depreciating at historical cost:

5
1969 Cost of vehicle 2,500
1974 Cost of replacing vehicle Ly, 900
Cash retained in business
(Depreciation 20%) 2,500
NEW CAPITAL REQUIRED 2,400

Unless profit retention is equal to the depreciation charge
new capital will have to be raised, and this will merely
renew the asset and allows nothing for expansionary develop-
ment.,
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The same principle applies in varying degrees to Buildings,
Fixtures, Machinery ard Plant.

The practice of some societies of not depreciating Build-
ings mystifies me, and two questions arise:

1. Where does the cash come from to re-build the premises
when they are obsolete?

2. At some point in its 1life a building ceases to appre-
ciate in value and decline takes place, Is "double
depreciation" then charged?

The traditional Co-operative rates of depreciation must be
discontinued and the following substituted:

Buildings L% per annum
Fixtures 16% " "
Machinery 16% " "
Vehicles 33% " "

(Even after the asset is "written off"
deprecistion should continue and be
credited to an Assets Replacement Reserve.)

This suggestion is only an acknowledgement and not a
solution of the problem, but unless higher depreciation
rates are used the Movement will find that DCF will mean
DISCONTINUED CASH FLOW and we will truly be up the creek
without liquid resources.
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