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TO ALL MEMBERS OF FTHE LEADER'S CONSULTATIVE COMMITTEE

The Research Department have been asked to prepare the two
enclosed papers = Operation of Incremeptal Scales under Pay
Restraint (LCC/76/112) and The Moneta: h to Forecasting
Inflation (LCG/76/113) - and to clvculate them for this
evening's discussion by the Shadow Cabinet on incomes pelicy
under Item 4 of the Agenda.

ADAM RIDLEY

Conservative Research Department, AMR/MEM
24 Qid Queen Street, London, S.W.l 26.5.76
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OPERATION OF TNCREMENTAL SCALES UNDER PAY RESTRAINT

. Paper by the Rgse&ruh Departmént] ’

Sir Geoffrey Howe, Ngs euggested that the problems

of incremental. sgalea-are-significant enough o var-
rant the Shadow Cabinet*s reeching an agreed view omn
them, Thia note sata out the chief iseuss involwvad,

1 INTRODUGTION

The' confinuation of paymenta under incremental acales during -
periods of pay restraint ip & conatent gource of controversy. Critiecism
arises on twe grounds, '

a. Tt deems 10 mea® that some people get more than the limit
to which sveryone 1s suppesed to be héld.,  This.causes
particular -ill=fesling. beqause non-industrial Civil Serventa
are amongst those covered by incremental scales, The sue-
pi¢ion therefore arises that they glways formilata the

- © rules-to their own pdvantage. .

< b, The granting of pay inoreases tv individuals above the 1imit
would appear, prima facig, to imply exceeding the overall
ingreass in" the pay bill coneistant with the 1limit.

‘The isgue has arisen onge Wore beowass it is clear thét such
payments are to be permitted under the 5% limit, as they were during
the £6 year. - . o

II D0 SOME GE? YORE THAN OTHERS?

The principle behind ingremental scfles is that salaries should
inerease by clearly defined amounts in aceordance with age, Jength of
SETIR, wer T or LEproved gorformencer It sausaly Srplecy oRls €5 - -
Jalaried ataff and %0 apprentices meving up ‘to the full rate for the
Jjob. Progression up incremental stales tends 0 be mors or less
aptomatic, This doss mean that those who are on such scales can

expect. to obtain more thén the limit set for pay increasea, Two
points, however, should Do noteds | .

1. other wage esrnsra, ms.'inly manusl workers, can receive pay
increasges above the limit for 'i-m;roved performance' under

E%ment by resultd dachgmes and dugh workiiig more overtime
and shif4work, —

2. employees of almost any kind, particularly saleried staff
not covered b¥ fixed inoremental scales, can be rewardsd
by ‘promotion’ which will raise their pay by more than the
Liwit.

II1T I3 PHE RESULT INFLATIONARY?

In theory, incremental scales should balance and their operation
shonld not be inflationary, Recruitments and transfers at the bottom
shoald be balenced by promotions and retirements 2% the top. In other
words, &8 @ man meves to the third year positien ¢n s salary band,
angther should be leaving through {nromotion_ to a different grade and
a further persen should be coming'in‘at:the first year pesitien, The
aasumption behind this ig that the age profile of the workforce and
the numbers smployed remain constant, Where. such stebility does not
exigt 1t can, in principle at laast, he allowed for.

In .practica,. the operation of the gscales cen be elther inflation-
ary or disinflationary, ) . :

They can be inflationary if a ocompany ochooses to behd the pay
policy rules and recruit under-qualified .staff et the segond or third
‘rang® in a palary scale rather than at the firat "rung', They can
be disinflationary if managemsnt replaces third 'rung' employees with



othord paid at second *rung! retas or lower., The direction in which
they eperate. is probsbly dictated by the state of the labour market.

IV SHOULD m_mmm P2 DISOONTENTEDS

There is clea.rly gome undaratanﬂa.hla dlsuontsnt about the con=-
tinuance of thesw payments, . They do arbitrarily discriminate against
those who either have less formal arrangoments or Who were in’ the
procesa of- reviewing ‘e formal . arrangensizt' when -the miew pay controls
were introgucad,; :But the d¢xtent 4o which this favours those on
incremental scales can be exaggerated,

a, FBupleyers who do not have such schemss oan eill fing . ..
other weys of rewarding employees ovar ths limit. Fur'r.her,
employées who feel -thay are falling behind because they
heve o -incrementzl semlés cah seek other ‘jobw-at higher -
rates claawhere: many of those on inerementsal ‘soales
work in the public sector where alternative emplnyment
opportu:nj.tms are fnwer. Lo

b..  TFreezing pf. :mnrsulen‘tal sce.las woula pz-oduce anomalous
resulds in ‘the reverag Girsotlon; those who hed fixed
secales and promotional procedures-would be unable to
rawsrd marit ete., whilst thosa'who did not could cone
tinue teo pay ihcreaaas through. spurious prometions,

e. The incremental scalea.are, incany cése, part of agreed
poy -structures, and the.payments will have -to be made
eventuelly (e,g. 2 man cannct be employed forever on.a
17 year old apprentice. rata}, If. they are not made now,
they will lead t0 & sharp incresse.in labour costs letar, -
particularly in the public sector, when controls are
lifted. Sco to suspend their operation will add
further to the sense of injustice felt by these many
groups hard done by during pay-restraint,—without &en~-
erating any long-Yun advaniage.

If. the Jopservatives were now to edvocate d;sqontinuing inerament
tal paydments, it would be inconsiateut vu.‘ah. the atence lopted by the
Party ir. Govemment and might well Yo ggen aa eppurtm:.am. -

I7 eivil ‘servants ani the publin sector are us:.ng mcrements.l
sceles to reward thémseives disproportionately, that fact ahould
emerge eventuslly from the researcheas of the pay raesearch unit
(suspended Bt present) and mors quickly from gﬁe Dopartment of Euploy~
ment's new aarnings indjces, TRewadial action which would probably
“involva restructuring their schemes ' comid be proposcd &ccordingly
at that stage. 4t ;resent, thare is xio evidence to suggest .that it
is happening,

If it were falt thau tha a:.tu.at:.en needed Turther inveestigatiion
in order %o establish what is happening: beyond all remsounable doubd,
ther thers are a numbar of channels which could be used.

¥ _CONCLUSIONS AND RECOMMENDATION

We onolude that:

(a) there is not & ah‘ong oaae for suaspending the operat:mn :
. of ineremental scalss:during: periods of pay restraint;

(o) to Ao go’ would wot restrain wage ;gres-aure pérmanently but’
. would defér 11‘. to’ ‘;ha futuFe

{c) Tthere A¥e 10, grounds® for .'believing that mcreman‘as da auch
arc boing sbused. -

We thorefore reéommend that their opsra'tmn ahould no‘b be oppoaed.

It i8 for further conpidera®ion whether nor'e information should
be gathered to %est comciueion (o) immodia‘tely above.
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