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Nevit Turk provided a review of the origin and purpose of RIO this morning. 

Nevit is one of the few journalists to have followed the development of RIO 

and he is able to distil what all of this is about in an effective manner. 

This afternoon the purpose of the workshop is to analyse a specific policy proposal from the 

RIO stable. 

Our national problems demand an immediate reduction in prices of essentials. However, at 

the moment we witness the current struggle in which the government is trying to trade-off 

feasible government revenues against needed expenditure. The Bank of England 

contemplates applying its “counter-inflationary” actions which, so far, have exacerbated 

conditions of anyone on or contemplating loans or mortgages. The “impacts” on current 

government actions will take some time to take effect while taxation is likely to rise and public 

service outlays are likely to decline. 

This introductory presentation is to provide an overview of a Price Performance Policy (3P)1 

designed to achieve immediate reductions in prices and increasing real incomes largely based 

on policy instruments that provide incentives for companies to moderate or reduce the prices 

of goods and services based on a specific incentive targeting increased productivity. 

                                                           
1 3P is used as an acronym rather than PPP so as to avoid confusion with PPP (Public Private Partnerships) 
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3P, as I will explain, can attack inflation as soon as it is applied in practice. This is a counter-

intuitive statement in the context of the current state of knowledge on economic theory and 

practice. However, it is counter-intuitive for most because of the prevalence of a flawed 

monetary policy theory which is still taught in the leading universities and a lack of attention to 

the origins of real economic growth. 

I won’t take questions during this short presentation, other than clarifying any points needing 

further explanation during the presentation. All participants in this workshop will have plenty 

of opportunity to analyse, question in more detail and to criticize this policy during the 

workshop proceedings this afternoon. 

What is Price Performance Policy (3P)? 

Everyone will have noticed that most discussion concerning the current round of 

macroeconomic policy all seem to concentrate on getting the balance between government 

revenues raised through taxation or borrowing and necessary government expenditures 

generally referred to as public services. This is a rather odd situation when the main problem 

is to reduce inflation in the prices of goods and services. These are not substantially affected 

by either revenue or expenditures by government because price rises are related to rises in 

input costs.  

The Bank of England still applies a completely out-dated and defunct approach to inflation 

which in basic terms will impose depression on the economy to squeeze out inflation as a 

result of corporate failures, rising unemployment and at the risk of an associated string of 

home repossessions resulting from raised interest rates. 

Price Performance Policy is a policy designed to tackle inflation head on by establishing Real 

Incomes as the policy objective. Real Incomes are the relationship between wages and prices 

of goods and services. Therefore, this policy does not treat inflation as an index to be reduced 

by monetary means but concentrates decision analysis to actions that integrate the setting of 

prices and wages. 

Thus, if companies are encouraged to moderate, or even reduce prices, there will be a positive 

real incomes impact on wages even without the monetary value of wages being increased. 

On the other hand, if the monetary value of wages can be increased this will result in a rise in 

real incomes as long as this rise is greater than the rise in prices. In general, real wages rise 

as long as the rise in monetary value of wages outstrips inflation or prices fall to augment 

purchasing power. 

The current state of affairs is one where a large proportion of the population will have problems 

paying mortgages, rents, energy bills and purchasing essentials, including food. This situation 

is getting worse by the day. Therefore, it is necessary to introduce a policy that can have an 

immediate impact on prices. This is the role of Price Performance Policy. 

How does 3P work? 

We will discuss the details of how 3P works in more detail this afternoon  during the Workshop 

session where the key theoretical and operational details which make it a feasible proposition 

will be discussed. 

However, the crude logic without entering into the finer details can be described as follows: 

3P has just two policy instruments: 
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• A measure of a corporate performance based on price responses to input price 

changes, the Price Performance Ratio (PPR); 

• A corporate taxation scheme based on a Price Performance Levy (PPL) starting at a 

basic rate, for example, 20%.  

Based on the PPR achieved by a company they can end up paying: 

20% plus a surcharge if the response of unit output prices is greater than the change in input 

prices either for increases or decreases.  

20% if the response of unit output prices is the same as the change in input prices either for 

increases or decreases. 

20% is reduced by discount (rebate) if the response of unit output prices is less that change 

in prices of inputs.  

Companies are asked to organize physical productivity through reorganization and specific 

changes in their processes which will result in eventual declines in unit costs. 

Rather that wait for the projected declines in unit costs based on learning curve calculations 

of expected unit cost trajectories to achieve these lower unit costs before lowering unit prices, 

companies are asked to moderate or reduce their prices immediately to the levels justified by 

the future projected unit costs. 

This has the effect of bringing price reductions to the present and resulting in a simultaneous 

reduction in the rate of overall inflation and relative rise in purchasing power of wages in 

comparison with waiting to reduce prices in the future. At the same time, companies receive 

compensation via the PPL rebates. 

In terms of government revenue this scheme, rather than depending on lower marginal tax 

rates linked to levels of income, such as in so-called supply side economics, it provides a  

direct incentive to ensure that companies to invest in higher productivity in order to improve 

their PPR to secure the PPL rebates and raise shareholder incomes and profits. Thus, the 

government incentive is applied to practical quantifiable results. 

Is the Real Income Objective a bone fide alternative? 

The RIO represents a different and alternative economic theory and basis for the design of 

policies to address Britain’s cost of living crisis largely because it brings into focus the real 

economy made up of supply side production and service activities. It is only these activities 

that can change levels of productivity and therefore moderate prices and, as a result raise the 

purchasing power of wages. 

The differences between conventional policies and the Real Incomes Approach are presented 

in the document, “Contributions of the Real Incomes Approach to economic thought - A 

resumé; Version 2.” Which is in the information pack. 

Please note that the full references in this version supplied are not there as a result of time 

pressure but they are all listed at the bottom of the publications page of the Cambridge-

Economics Network webpage here: http://www.cambridge-econoics.net/publications.htm 

Under the subheadings: Foundation texts and More detailed aspects of learning curve 

including quantitative analyses and models. 
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