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Note by the Chief Secretary, Treasury 

We need t c u ^ ^ . d e how t o deal w i t h p u b l i c s e r v i c e Pay before f i n a l i s i n  g the 
p u b l i c expenditure plans f o r 1984-85. I promised t o come forward w i t h 
f u r t h e r proposals i  n my J u l y paper C(83) 23. 

2. As l a s t y e f f T ^ 6 have t o make an e x p l i c i  t assumption about increases 
i n pay r a t e s t o ^ f c o j ^ d e a f i r m basis f o r our p u b l i c expenditure d i s c u s s i o n s , 
a n d subsequently | K A  e p r e p a r a t i o n of Estimates. Whether we wish i  t 
°r n o t , our d e c i s i o n w i l  l be t r e a t e d as a s i g n a l of our i n t e n t i o n s f o r the 
next pay round i  n the p u b l i c sector and of our hopes f o r pay increases 
more g e n e r a l l y . • ^ J  L 

THE NUMBER 

3. For 1983-84 we used a f i g u r e of 3 j per cent. For 1982-83 i  t was 
4 per cent and f o r 1981-82, 6 p e r  ̂ ^  n t  . I propose t h a t f o r 1984-85 we use 
a f i g u r e of 3 per cent. I l l 

A lower f i g u r e would p o i n t more s t r o n g l y t o a ' r e d u c t i o n i  n the l e v e l 
°f s e t t l e m e n t s . But w i t h i n f l a t i o n ^ ^ B l f c | g a t 4.2 per cent and g e n e r a l l y 
expected t o r i s e modestly over the ne^LrBw months, i  t would r i s k being 
n e i t h e r c r e d i b l e nor s u s t a i n a b l e . I  f not t e n a b l e , i t  s value as a 
c o n s t r a i n i n g i n f l u e n c e on the expend i t u  ̂ ^ M ^  s would be much weakened. 

5. Anything more than 3 per cent, on the^p^emhand, would be taken as 
imply i n g t h a t we were expecting a l e v e l of s e t  j p l ^  n t  s much the same as 
t h i s year, which i  s not the message we want t o ^ g e t across. The unions 
sre bound t o t r e a t whatever f i g u r e we choose as a f l o o r . They and others 
w i l  l be w e l l aware t h a t i  n each of the l a s t three years p u b l i c s e r v i c e 
settlements have been between \\ and 2 per cent h i g h e r than the pay 
a s sumption used.  £ ^ 

6. The choice of a pay assumption f o r 1984-85 i s n o w K j i A K t l y a f f e c t e d by 
the proposals on p u b l i c s e r v i c e pensions i  n C(83) 30 w h i ^ P ^ ^ a r e also 
d i s c u s s i n g of 15 September (though quick progress on t h o s e V j ^ ^ ^ s a l s could 
a f f e c t the c l i m a t e f o r pay b a r g a i n i n g next y e a r ) . ^W^W 

APPLICATION 

The assumption determines the p r o v i s i o n made i  n the aggrega^^pa^L 
b i l  l f o r 1984-85 and l a t e r years f o r increases i  n pay r a t e s and 
aHowances d e r i v i n g from settlements between now and 31 March 1985. This 
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 l  s
. kwk  n o t , of course, the same as the increase i  n the pay b i l  l i  n 1984-85 
compared w i t h t h i s year, which w i l  l also be a f f e c t e d by changes i  n 
numbers, grade s t r u c t u r e and other s i m i l a r f a c t o r s . The assumption w i l  l 

^ ^ i ^ be a p p l i e d t o the p r o v i s i o n for pay i  n our expenditure p l a n s , and i  n the 
Estimates, f o r a l  l p u b l i c s e r v i c e groups i n c l u d i n g the armed fo r c e s and 
h e a l t h s e r v i c e , and t o the u n i v e r s i t i e s and ot h e r expenditure t r e a t e d i  n 

^ ^ w  h i  s way l a s t year, but not to the l o c a l a u t h o r i t i e s . There i s no 
^ J l P c e r a t i o n a l need to make any assumption f o r the l o c a l a u t h o r i t i e s , since 

decisions have already been announced about the p r o v i s i o n for t h e i r 
^ ^ ^ %  e n  t expenditure i  n 1984-85. We can say i  f necessary t h a t our 

assumption i  s c o n s i s t e n t w i t h t h i s . Nor, as l a s t year, does the 
assumption apply t o the n a t i o n a l i s e d i n d u s t r i e s (though we w i l  l need t o 
str e s s here also the need for settlements lower than i  n the c u r r e n t year 
and set E x t e r n a l Financing L i m i t s a c c o r d i n g l y ) . 

EFFECT ON P M I  C EXPENDITURE 


8. I s h a l l take account of the e f f e c t s of t h i s new assumption about pay 

i n the propowH^ibout p u b l i c expenditure which I s h a l l be p u t t i n g t o 

Cabinet shortly, Our published plans i m p l i c i t l  y c o n t a i n p r o v i s i o n f o r 

i n f l a t i o n  , bothwajPand p r i c e s , of 5 per cent made d u r i n g the move to 

cash i  n the 1981 survey. We w i l  l t h e r e f o r e immediately reduce the P u b l i c 

Expenditure Survey b a s e l i n e f o r programmes c o n t a i n i n g p u b l i c s e r v i c e pay 

(ot h e r than l o c a l a u t h o r i t i e s ) by the d i f f e r e n c e between 5 per cent and 

3 per cent for a l  l f o f c ^ r V y e a r s . The f i g u r e s for l o c a l a u t h o r i t y c u r r e n t 

expenditure w i l  l not be a f f e c t e d . The r e d u c t i o n i  n the b a s e l i n e w i l  l 

produce savings of abou^L400 m i l l i o  n a year. 


ANNOUNCEMENT 


9. Our d e c i s i o n w i l  l need t o b e  ̂  L l e l  y disseminated f o r o p e r a t i o n a l 

reasons, and we w i l  l have t o accept t h a t i  t w i l  l become p u b l i c knowledge. 

1 propose t h e r e f o r e t h a t we should announce i  t immediately. 


10. When we do, we should present CT^^^efore not as a d e c i s i o n 

determining any i n d i v i d u a l s e t t l e m e n t ^ ^ ^ ^ g s the p r o v i s i o n we are making 

i n our cash plans. I  t w i l  l not r u l e out settlements h i g h e r , or lower, 

than 3 per cent. But, as i  n previous y e a  J J  ̂ does imply a presumption
t h a t the a d d i t i o n a l costs of any higher s e M B ^ p n t w i l  l be found from 

w i t h i n e x i s t i n g p r o v i s i o n s . We cannot a t ^ ^ g e say t h a t recourse 

to the Contingency Reserve i  s excluded. But a ^ ^ ^  i n l  y t h e r e i  s no 

Presumption t h a t i  t w i l  l be allowed. 


CONCLUSION 


propose 


i. For the cash loans and Supply Estimates we should use a 
s i n g l e general assumption f o r increases i  n pay r a t e s a f f e c t i n g 
1984-85 of 3 per cent f o r a l  l p u b l i c service and o t h ^ ^ i M e c t e d 
groups apart from the l o c a l a u t h o r i t i e s . ^^^W. 

i i . This d e c i s i o n should be announced immediately. ^ ^ Q ^ 
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| « V i i i  . I s h a l l take account of the assumption by reducing the p u b l i c 
expenditure b a s e l i n e f o r a l  l a f f e c t e d programmes t o r e f l e c t 
the d i f f e r e n c e between 3 per cent and 5 per cent. 
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Treasury Chambers 
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