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M e m o r a n d u m by the C h a n c e l l o r of the E x c h e q u e r and the 
L o r d P r e s i d e n t of the C o u n c i l 

I N T R O D U C T I O N 

!• We announced on 12 May our p r o p o s a l to i n c r e a s e pay of M e m b e r s of 
P a r l i a m e n t ( M P s ) by 4 per cent this y e a r . T h i s proposa l w i l l need to be 
debated by the House of C o m m o n s which has the f ina l d e c i s i o n on M P s ' pay. 
The recommendat ions of the r e p o r t of the Se lec t Commit tee on M e m b e r s ' 
s a l a r i e s a r e c e r t a i n to be r e f e r r e d to in the debate. We ought therefore to be 
in a posi t ion to give the G o v e r n m e n t ' s re sponse to these recommendat ions and 
to put our own p r o p o s a l s for deal ing with M P s ' pay in future y e a r s . 

2. T h e recommendat ions of the Se lec t Commit tee were that: 

i . R e v i e w s of M e m b e r s ' pay and a l lowances should be 
conducted by the T o p S a l a r i e s R e v i e w Body ( T S R B ) once dur ing 
the fourth y e a r of e a c h P a r l i a m e n t with a v i ew to that P a r l i a m e n t 
taking a d e c i s i o n on the r e c o m m e n d a t i o n s . When shortened 
P a r l i a m e n t s prec lude this t imetable , a new r e v i e w should be 
undertaken not l a t er than four y e a r s after the r a t e s of s a l a r y 
consequent on the prev ious r e v i e w f i r s t became payable . 

i i . At the s a m e t ime as d e c i s i o n s on the findings of the 
r e v i e w a r e taken, the House should agree to the annual automatic 
i n t e r i m adjustment of s a l a r i e s between r e v i e w s by r e f e r e n c e to 
i n c r e a s e s in the n e a r e s t percent i l e in the Department of 
E m p l o y m e n t ' s New E a r n i n g s S u r v e y . Such adjustments should 
take p lace in November , the f i r s t after an i n t e r v a l of at l e a s t 
one y e a r . 

P E R I O D I C R E V I E W S B Y T H E T S R B 

3. The f i r s t of these r e c o m m e n d a t i o n s does not pose any s e r i o u s diff iculty. 
P e r i o d i c r e v i e w s by an independent body a r e the most s a t i s f a c t o r y way of 
sett l ing the l e v e l of M P s ' pay w h i c h would be acceptable to both the House of 

1 

CONFIDENTIAL 



CONFIDENTIAL 


Commons and the Government. A l t e r n a t i v e s a r e l i k e l y t o i n v o l v e a g r e a t e r 

r o l e f o r the Government, to w h i c h the House w o u l d not agree, or a g r e a t e r r o l e 

f o r the House i t s e l f , w h i c h w o u l d be l e s s p u b l i c l y d e f e n s i b l e and woul d be 

d i f f i c u l t f o r us t o endorse. The TSRB has the e x p e r i e n c e t o u n d e r t a k e such 

r e v i e w s ; t h e r e w o u l d be no advantage i n s e t t i n g up another body. I f the s y s t e m 

i s t o w o r k we w i l l have t o be p r e p a r e d t o i m p l e m e n t the TSRB's r e c o m m e n 

dations save i n the m o s t e x c e p t i o n a l c i r c u m s t a n c e s . T h i s w i l l be made e a s i e r 

by t h e i r r e l a t i v e i n f r e q u e n c y . 


4, On t i m i n g , a r e v i e w once e v e r y f o u r y e a r s seems about r i g h t . The 

Select C o m m ittee's p r e f e r e n c e f o r the r e v i e w t o take place i n the f o u r t h year of 

each P a r l i a m e n t c o u l d i n p r a c t i c e be d i f f i c u l t t o a r r a n g e , because of the 

u n c e r t a i n t y over the l e n g t h of P a r l i a m e n t s . However, f o r t a c t i c a l r easons, we 

should not r e j e c t m o r e of the Select Committee's r e c o m m e n d a t i o n s than we have 

to . As i t happens, a r e v i e w i n t i m e f o r next year's i n c r e a s e w o u l d take place 

i n the f o u r t h y e a r of the c u r r e n t P a r l i a m e n t . T h e r e c o u l d be disadvantages i n 

such a r e v i e w ; we w o u l d f i n d i t v e r y d i f f i c u l t t o r e j e c t i t s r e c o m m e n d a t i o n s 

and t h i s i n t u r n w o u l d make i t d i f f i c u l t t o r e j e c t what the TSRB r e c o m m e n d e d 

f o r i t s o t h e r groups and the D o c t o r s and D e n t i s t s R e v i e w Body f o r d o c t o r s and 

d e n t i s t s . On the o t h e r hand, a s s u m i n g t h a t we succeed i n m a k i n g the 4 pe r cent 

s t i c k t h i s y e a r , i t i s u n l i k e l y t h a t the House w i l l be r e a d y t o accept an i n c r e a s e 

below the l e v e l gained by m o s t p u b l i c s e r v a n t s f o r the t h i r d y e a r r u n n i n g . The 

l a s t s u b s t a n t i v e TSRB r e v i e w of MPs' pay was i n 1980. A n a t t e m p t t o update i t 

by r e f e r e n c e t o pay movements since then w o u l d not be s a t i s f a c t o r y . A f r e s h 

r e v i e w l o o k s t h e r e f o r e l i k e the b e s t p l a n . I f we were to announce i t now and at 

the same t i m e say t h a t we expect i t t o be the f i r s t of a s e r i e s of f o u r - y e a r l y 

r e v i e w s , we c o u l d f a i r l y c l a i m t o have i m p l e m e n t e d the s p i r i t of the f i r s t of the 

Select C ommittee's p r o p o s a l s . 


INCREASES B E T W E E N REVIEWS 


5. The Select C ommittee's second r e c o m m e n d a t i o n , f o r a l i n k w i t h the New 

E a r n i n g s S u r v e y (NES) between TSRB r e v i e w s , r a i s e s m uch g r e a t e r p r o b l e m s . 

The i d e a of an NES l i n k i s not o r i g i n a l t o the Select C o m m i t t e e . The TSRB 

i t s e l f has s a i d on two o c c a s i o n s t h a t , w h i l e i t d i s a g r e e s w i t h any f o r m of l i n k a g e , 

i f i t w e r e t o be i n t r o d u c e d , an NES l i n k w o u l d be the m o s t s a t i s f a c t o r y . I t 

takes t h i s v i e w because i t a r g u e s t h a t a m o r e s p e c i f i c f o r m of l i n k a g e w o u l d 

l e a d t o m i s l e a d i n g c o m p a r i s o n s between MPs and the groups t o w h i c h t h e y w e r e 

l i n k e d and t o u n d e s i r a b l e p o l i t i c a l p r e s s u r e s e n t e r i n g the n e g o t i a t i n g p r o c e s s 

f o r the l i n k e d groups. The Select C o m m i t t e e e n d o r s e d the a r g u m e n t s f o r h a v i n g 

as wide a c o m p a r a t o r group as p o s s i b l e and c ommented t h a t t a k i n g one yea r w i t h 

another i t was u n l i k e l y t h a t t h i s w o u l d l e a d t o m a r k e d l y d i f f e r e n t i n c r e a s e s t h a n 

those f o r p u b l i c s e r v a n t s g e n e r a l l y . 


6. A g a i n s t t h i s i t m u s t be s a i d t h a t l i n k s of t h i s s o r t e l s e w h e r e i n the p u b l i c 

s e c t o r (eg f o r the p o l i c e ) have t u r n e d out t o be expensive and p r e s e n t a t i o n a l l y 

e m b a r r a s s i n g . The G o v e r n m e n t has been p r e s s i n g f o r pay i n c r e a s e s w e l l below 

the l e v e l s i n d i c a t e d by i n d e x a t i o n w i t h average e a r n i n g s . I f MPs were p e r 
m i t t e d t o have such a l i n k , n u m e r o u s oth e r p u b l i c s e r v i c e groups w o u l d demand 

the same t r e a t m e n t . Whatever m a y be the r e l a t i o n s h i p between average 
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e a r n i n g s and p u b l i c s e c t o r pay i n the l o n g t e r m , at a t i m e when the l e v e l of 

s e t t l e m e n t s i s d e c l i n i n g , l i n k s w i t h i n d i c e s , w h i c h i n e v i t a b l y r e f l e c t what 

happened some t i m e i n the past, s i t v e r y u n e a s i l y w i t h the Government's stance 

on the c u r r e n t l e v e l of s e t t l e m e n t s , 


7
- I f we r e j e c t the NES l i n k , we m u s t c o n s i d e r what c o u l d be put i n Us 

place. T h e r e a r e t h r e e m a i n options: 


i . To leave the G o v e r n m e n t c o m p l e t e l y u n f e t t e r e d t o make 

p r o p o s a l s f o r i n t e r i m i n c r e a s e s i n the l i g h t of the c i r c u m s t a n c e s 

at the t i m e . 


i i . To ask the TSRB t o undertake annual updating r e v i e w s i n 

the y e a r s between t h e i r m a j o r r e v i e w s . 


i i i . T o accept the p r i n c i p l e of l i n k a g e , but t o make the l i n k 

w i t h one or m o r e p u b l i c s e r v i c e groups r a t h e r t h a n an index. 


8. None of these options i s w i t h o u t disadvantages. The f i r s t t w o i n v o l v e 

a r e j e c t i o n of the p r i n c i p l e of l i n k a g e . A l t h o u g h , l i k e the TSRB, we have con

s i s t e n t l y e x p r e s s e d our doubts about l i n k a g e , i n a g r e e i n g t o set up the Select 

C o m m i t t e e we went some way t o a c c e p t i n g i t i n a l i m i t e d f o r m . We w o u l d have 

d i f f i c u l t y i n c a r r y i n g the House w i t h us i f we w e r e now t o r e j e c t i t c o m p l e t e l y . 


9. The f i r s t o p t i o n , w h i c h i s what has been done t h i s y e a r , w o u l d be the 

m o s t s a t i s f a c t o r y f r o m the Government's p o i n t of v i e w but i t i s h i g h l y u n l i k e l y 

t o be acceptable t o the House of Commons as a p e r m a n e n t a r r a n g e m e n t . The 

second i s i n e f f e c t a r e t u r n t o the a r r a n g e m e n t s we had u n t i l t h i s y e a r . I t was 

because we f e l t unable t o i m p l e m e n t the TSRB's 1980 r e c o m m e n d a t i o n s t h a t the 

Select C o m m i t t e e was set up i n the f i r s t p l ace. T h e r e i s l i t t l e advantage i n 

r e t u r n i n g t o t h i s s y s t e m . 


10. The t h i r d o p t i o n i s one t h a t we i n d i c a t e d t o the Select C o m m i t t e e t h a t we 

would be w i l l i n g t o c o n s i d e r . However i t has s e r i o u s d i f f i c u l t i e s . A l i n k w i t h 

a s i n g l e p u b l i c s e r v i c e g r o u p w o u l d mean t h a t MPs' pay w o u l d become an i s s u e 

i n the n e g o t i a t i o n s f o r t h a t group. F o r example, i f the f o u r y e a r l y r e v i e w by 

TSRB r e c o m m e n d e d a l a r g e i n c r e a s e f o r MPs, the l i n k e d g r o u p w o u l d use t h i s 

as an a r g u m e n t f o r l a r g e i n c r e a s e s f o r i t s e l f . F u r t h e r m o r e such a l i n k w o u l d 

give MPs a d i r e c t f i n a n c i a l i n t e r e s t i n the pay of the g r o u p c o n c e r n e d . These 

d i f f i c u l t i e s w o u l d be l e s s s e r i o u s i f the l i n k w e r e w i t h a basket of p u b l i c 

s e r v i c e groups. But MPs' pay w o u l d t h e n be i n c r e a s e d by the average i n c r e a s e 

f o r the groups i n the b a s k e t and such an average w o u l d t e n d t o be seen as the 

n o r m o r going r a t e f o r the p u b l i c s e r v i c e s f o r the y e a r i n q u e s t i o n . Some 

p u b l i c s e r v i c e groups w o u l d i n e v i t a b l y r e c e i v e l e s s than t h i s average and w o u l d 

te n d t o f e e l b a d l y t r e a t e d as a consequence. These f e e l i n g s w o u l d c o l o u r t h e i r 

a t t i t u d e t o t h e i r n ext pay c l a i m . 
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I f we do go f o r a l i n k w i t h a basket, i t c o u l d c o n s i s t of the f o l l o w i n g 

groups; 


a. N o n - i n d u s t r i a l C i v i l S e r v i c e 


b. N a t i o n a l H e a l t h S e r v i c e (NHS) d o c t o r s and d e n t i s t s 


c. NHS n u r s e s and m i d w i v e s 


d. NHS a d m i n i s t r a t i v e and c l e r i c a l s t a f f 


e. P r i m a r y and se c o n d a r y t e a c h e r s (England and Wales) 


12« The i n c r e a s e f o r MPs would be the average, weighted by n u m b e r s i n the 

groups, of the i n c r e a s e i n b a s i c pay f o r each of these groups as a whole. 

A l t h o u g h b a s i c pay seems the m o s t s u i t a b l e m e a s u r e f o r m o s t occasions, we 

need t o r e c o g n i s e t h a t t h e r e a r e t i m e s when i t i n c r e a s e s by m o r e than the 

i n c r e a s e i n e a r n i n g s and i s not the f i g u r e t h a t i s p u b l i c i s e d as the l e v e l of the 

s e t t l e m e n t . A l l the groups i n the basket have s e t t l e m e n t dates of 1 A p r i l . 

MPs' pay i s a d j u s t e d w i t h e f f e c t f r o m 13 June but the n e c e s s a r y r e s o l u t i o n can 

be r e t r o s p e c t i v e and can t h e r e f o r e be passed somewhat l a t e r . T h i s leaves the 

groups i n the basket a re a s o n a b l e t i m e i n w h i c h t o s e t t l e . However i f one 

c l a i m w e r e s t i l l i n dispute i n July, the l a t e s t o f f i c i a l side o f f e r c o u l d be used t o 

obta i n the average f o r the basket. Unusual s e t t l e m e n t s , such as those w h i c h 

W e r e
 staged, w o u l d have t o be d e a l t w i t h ad hoc. 


13. The Select C o m m i t t e e f a v o u r e d an a u t o m a t i c l i n k , t h a t i s one w h i c h 

would operate i n the y e a r s between TSRB r e v i e w s w i t h o u t any a c t i o n by e i t h e r 

the House or the G o v e r n m e n t b e i n g r e q u i r e d . T h i s would leave us w i t h 

r e l a t i v e l y l i t t l e c o n t r o l i n the event of u n f o r e s e e n c i r c u m s t a n c e s . We wo u l d 

p r e f e r t o p r o c e e d as at p r e s e n t w i t h a G o v e r n m e n t m o t i o n each y e a r on MPs' 

Pay on w h i c h the House w o u l d v o t e . 


14« E v e n i f we conclude t h a t we a r e d r i v e n t o w a r d s some f o r m of l i n k a g e and 

that an NES l i n k w o u l d be u n s a t i s f a c t o r y , t h e r e a r e a r g u m e n t s a g a i n s t going 

f i r m on a basket l i n k at t h i s stage. The method of d e t e r m i n i n g the pay of t w o 

of the groups i n the basket - n u r s e s and c i v i l s e r v a n t s - i s s t i l l under c o n s i d e r 
a t i o n , i t m i g h t be b e t t e r t o w a i t and see what t r a n s p i r e s i n these cases b e f o r e 

w e
 l i n k M P s t o t h e m . One o p t i o n w o u l d be to t e l l the House t h a t we accepted 

the need f o r a TSRB r e v i e w f o r next y e a r (and e v e r y f o u r y e a r s t h e r e a f t e r ) , d i d 

not agree w i t h an NES l i n k but f e l t t h a t the d e c i s i o n about the best method of 

i n t e r i m a d j u s t m e n t c o u l d b e s t w a i t u n t i l we had the r e s u l t s of the f i r s t r e v i e w 

when a r r a n g e m e n t s e l s e w h e r e i n the p u b l i c s e r v i c e s would be c l e a r e r . 

However the House m i g h t suspect t h a t we were a t t e m p t i n g t o shelve the l i n k a g e 

issue i n d e f i n i t e l y and r e a c t a c c o r d i n g l y . 
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NEXT STEPS 


15. We w i l l need t o c o m m u n i c a t e our p r o p o s a l s t o the House of Commons. 

The m o s t s u i t a b l e o c c a s i o n w i l l be the debate on the i n c r e a s e i n MPs' pay t h i s 

year. i t i s not a b s o l u t e l y n e c e s s a r y f o r us t o table a M o t i o n on f u t u r e a r r a n g e 

ments. We c o u l d s i m p l y announce our c o n c l u s i o n s o r a l l y . However i t i s 

d o u b t f u l whether the House w o u l d c o n s i d e r i t s a t i s f a c t o r y i f i t d i d not have a 

Mo t i o n b e f o r e i t on w h i c h i t c o u l d e x p r e s s a view. F u r t h e r m o r e i t i s h i g h l y 

l i k e l y t h a t t h e r e w i l l be an o p p o s i t i o n or backbench M o t i o n i n f a v o u r of an NES 

l i n k . The e a s i e s t way t o co u n t e r t h i s w o u l d be to have a M o t i o n of our own, 

The t e r m s of t h a t M o t i o n w i l l depend on what we decide about the method of 

d e t e r m i n i n g i n c r e a s e s between TSRB r e v i e w s . However i f we propose l i n k a g e 

t o a bask e t and the House votes i n f a v o u r of i t , we m u s t r e c o g n i s e t h a t we c o u l d 

n°t l i g h t l y s et aside the a r r a n g e m e n t i n f u t u r e y e a r s . 


MINISTERS' PAY, MPs' S E C R E T A R I A L A L L O W A N C E AND PEERS' EXPENSES 


*y« The pay of M i n i s t e r s , MPs' S e c r e t a r i a l and R e s e a r c h A s s i s t a n c e 

A l l o w a n c e and the P e e r s ' Expenses A l l o w a n c e a r e n o r m a l l y i n c r e a s e d at the 

same t i m e as MPs' pay. I t w o u l d be e s s e n t i a l t o ask TSRB to continue t o 

r e v i e w these payments when i t r e v i e w s MPs' pay. Between TSRB r e v i e w s we 

Propose t h a t we d e a l w i t h t h e m on an ad hoc b a s i s . I t i s u n l i k e l y t h a t t h e r e w i l l 

D e
 m u c h o b j e c t i o n t o t r e a t i n g M i n i s t e r s ' pay o r P e e r s ' expenses i n t h i s way but 

w
 e m i g h t come under p r e s s u r e t o p r o v i d e a l i n k f o r the s e c r e t a r i a l a llowance. 


R E COMMENDATIONS 


We a c c o r d i n g l y i n v i t e c o l l e a g u e s t o agree t h a t we should; 


a. A c c e p t the p r o p o s a l by the Select C o m m i t t e e t h a t TSRB should 

c a r r y out a r e v i e w of MPs' s a l a r i e s and al l o w a n c e s i n the f o u r t h y e a r 

of each P a r l i a m e n t and aek TSRB to undertake the f i r s t of these 

r e v i e w s i n t i m e f o r n e x t y e a r . 


b. A c c e p t the p r i n c i p l e , as pr o p o s e d by the Select C o m m i t t e e , 

of annual a u t o m a t i c a d j u s t m e n t s of s a l a r i e s between such r e v i e w s . 


c. R e j e c t the Select C o m m ittee's p r o p o s e d use of NES as a 

means of d e t e r m i n i n g such annual i n t e r i m a d j u s t m e n t s , but suggest 

i n s t e a d a l i n k w i t h a bask e t of c o m p a r a t o r s as d e s c r i b e d i n 

p a r a g r a p h 11 above. 


d. A g r e e t h a t , n o t w i t h s t a n d i n g the Select Committee's 

p r e f e r e n c e f o r a u t o m a t i c i t y , a l l annual i n c r e a s e s i n pay so 

a r r i v e d a t shoul d r e m a i n , as at p r e s e n t , s u b j e c t t o a p p r o v a l 

i n each case by the House of Commons. 


e. Seek the a p p r o v a l of the House of Commons f o r the 

Government's p r o p o s a l s by i n t r o d u c i n g a s u i t a b l e M o t i o n f o r 

a p p r o v a l i n the c o u r s e of the f o r t h c o m i n g debate on MPs' pay. 


CONFIDENTIAL 



CONFIDENTIAL 


f. A s k TSRB, at the same t i m e as i t r e v i e w s MPs' pay, t o 

r e v i e w M i n i s t e r s ' pay, MPs' s e c r e t a r i a l a l lowance and the P e e r s ' 

expenses all o w a n c e . 


GH 

JB 


T r e a s u r y C h a m b e r s 


20 May 1982 
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