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publiC sector P2
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is @ distinction between:
Theré +°

e Civil Service and other central government services, where the
government's r(.s.;‘onslulllty is direct, including the armed forces, NHS, MPs,

doctors, dentists and judges.

b Local government, where our influence - substantial but not decisive -
is through the RSG cash limit; and

c nationalised industries, where we have indirect responsibility and very

limited power.

Comparabilit

9

The question for the public services is how far the principle of comparability

can be maintained. Comparability has some obvious defects:

a. it works with a lag. As earnings come down in the private sector under the
impact of monetary policy, earnings in the public sector remain high - because

they reflect the previous year's settlements.
b. it has produced results which are sometimes extremely suspect.

¢. it prevents us from encouraging hard-pressed private sector firms because
We cannot demonstrate that the goverm%ent is pursuing an active restraint with
its own employees. The graph at Annex # shows how well the public services

8ppear to have been doing.

The choice we face is:-

& We could retain comparability but try to improve the present arrangements.

t we could not be

Thi i 2
8 might seem to offer the prospect of a quiet life, bu
confident tp

at it could be made compatible with the sort of cash limit regime which

Ire 50
8ard as essential to the overall success of our policies.

2
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abandon comparability and scrap existing inst< .
we could abando 1P Y crap existing institutions and methods
coml’l‘"‘wly'

"dethrone' ymoarabili 4 4 -
Ve could try to ''dethrone" comparability, so that it survives as

: ation in pav determinati
" 1imited consideration 1n pay determination. The Government would
on

g B account in negotiations but would not be bound by the results
into ¢ .

ar bligation to allow pay in the Bl . b
ve cannot accept an obligation to allow pay in the public services to be determined
e ’

lely by comparability when there 1s no assurance that the cash cost can be reconciled
golé

b our public
een the jast two of these options, though that would not exclude a major effort

i expenditure commitments. I therefore believe that the choice is
Wi
petw!

to improve what comparability work continues to be undertaken.

7. The case for abandoning comparability altogether is that so long as it remains
in any form, it will tend to re-emerge as the dominant factor in bargaining. But I am
nesitant about sweeping everything away. Comparability arguments and figures cannot

pe excluded from negotiations even if the present formal structure goes. Union

negotiators would continue to make their own comparisons based on very slanted data.
But we do need to reduce the weight given to it. Other relevant factors such as job
security,efficiency, supply and demand, and what the Government can afford to pay

should also play an important part in pay settlements.

8. My instinct is that course c above is right. I suspect that accepting comparability
evidence as an element in some cases, if only for historic reasons, but demoting its
status and improving its nature and methodology will prove a more lasting solution.

e should retain a fact-finding capability, raise the quality of the research undertaken
and have an institutional structure which we could use for special inquiries if we

feeded it - rather than find ourselves driven into creating another Wilberforce or

Hoy, £
ghton as the need arises. We could keep either some or all of the existing

iHStitutionS We

or develop a new body to take over some or all of their functions.
Could :
also try to enforce a more uniform, coherent and acceptable philosophy s

Practj .
ice in the body or bodies. But it has to be recognised that even course ¢
h - if we lose - could

Wl pot ; "
be Painless, and carries the risk of confrontation whic

well o, ) .
. higher rather than lower settlements. We shall therefore need to pick

0!
W path carefully.
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in the public services, consistent with its objectives of reducing

uublic ex
gust be &
ot produce fa
thod of setting and

o settle them nowe But in my view it will be imperative that cash limits should be

n element of arbitrariness about this, but there is no reason why we should
gures which can be defended successfully. The exact figures and the

explaining them will need much careful thought. We should not
me
)

set fo0
than in 1980-81. Cash limits would be the essential instrument for carrying out the
nal

r central and local government which imply a smaller increase in pay in 1981-82

I attach at Annex sa note on the critical dates for cash limits and external

poliC)"

financing limits -

10. The object of the exercise should be to retain comparability as a factor, but
ensure that the machinery for comparability works more satisfactorily and that the

results are made compatible with cash limits. This means that we have to consider:-

A. how the cash limit system can be reconciled with some continuation of

comparability in the case of each of the main groups in the public sectory

B. the functioning of the existing bodies; the way they produce their data;

the use that is made of it.

A. Cash Limits and "dethroned! Comparability

. . : . s
If one tries to retain comparability as one factor only but to reconcile it with

cash limite ; "
linits, the options for the Civil Service would appear to be:-

8 to negotiate the cash limit with the unions. This would mean negotiating

Yith the unions in the autumn about their pay settlement for the following spring,

which woulq not only be undesirable but would mean that the chances of agreement

w "
ould be minimal,




. » cash limit without the prospec subse s
o F£ix the cash 11 prospect of subsequent revision, but continue

compiu‘nhth_y studies in a modified form in the hope that the results would be

the o a4} Trag 4
jble with cash limits,although in the last resort cash limits would prevail.

compat ¢ 1
5 S reac e to he genera i and w
This would seem re g public and would form a clear background
. +:- - orovided the gap between what we : —_—
tions p,Ov‘uL the gap DE n wha we ropose % ¥ o
for negotid prop for the cash limit,

o findings of pay research, and the level of settlements expected in the private

th B0
or is not too great. Additional ways in which the results of the PRU could be

scct

conciled with the cash limit might include:-
re

i. modifying or abandoning the arrangement whereby the results of PRU are
updated by reference to the RPI. At present the emoluments of those in jobs
taken as analogues for the Civil Service are updated to 7 February of the
year in question, and then the results are updated by the RPI to 1 April,

the Civil Service settlement date. This is inconsistent with our policy

of removing index linking and is indefensible at a time when we expect prices

to rise ahead of earnings.

ji. staging, but insisting that stage payments should not raise the base

for subsequent settlements.

iii. seeking offsetting savings on numbers, but this would depend crucially
on the progress which Departments can make in 1981-82 towards the new manpower

targets.

c. to set the cash limit but maintain some flexibility to change it if the

results of the comparability studies diverge very widely from it. This would be a

difficult line to hold.

1 A B 57
2. There is of course the risk that the unions will use their bargaining power to try

to . s Szl
negotiate a higher settlement than would have been indicated by comparability.

Thi
S Year's conferences have made it clear that a majority of those present were prepared

t ! . . .
o Government, if we attempt to interfere with comparability. But, in
viey .
¥y our overriding need to reduce inflation requires us to aim for approach b.
mit expenditure and will

onsistent with our policy of relying on cash limits to 11

eVidence j : :
®nce of our intention to be firm in handling public service Paye
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1%
11 constra

: - of cash imits. Only the doc gk vt :
ints of casi limits y the doctors and dentists are covered by a

o\.(.;:zlv s arrangement (see paragraph 16). Whilst several NHS groups have been the
Re?/le-t - reference to the Clegg Commission during the past year, there is no pressure
EUDJEE e of the Staff Sides for continued use of formal comparability. The
Ttvstzrnment is not directly involved in negotiations, but the NHS fits fairly readily

‘.’jw g ¢ramework where finance (in the shape of the cash limit) can be made t'o determine
;;Oadly the level of settlements through the pressure it exerts on the NHS Management

I therefore see no difficulty in principle about applying the approach I have

side.
bove to the NHS. (Icome to the question of the future of the Clegg Commission

susgested a

and the Review Bodies below..)

jii. Local Government

14, Apart from teachers (see below), we have no ultimate control over pay settlements
in local government. Local authorities are free to set their pay rates. But this
year's experience has shown that we can exert a powerful influence through the RSG cash
linit. There also seems to have been a hardening of local authority employers'
attitudes about pay bargaining. Formal comparability is not institutionalised in local
government in the way it is in other parts of the public service, and many local
government groups that have tried the comparability road over the last two years are
wlikely to repeat the experiment. I doubt whether there is more we can do here than
adopt an appropriately tough cash limit and, subject to what I say below about the
Clegg Commission, leave the local authorities to negotiate using any comparability
tachinery they feel the need for.

> Teachers' pay is dealt with under legislation through the Burnham Committee, over

whi ‘ .
ich we have influence but no direct control (except through the rather cumbersome
Uechanj

Sm of overturning the arbitration award through resolutions of both Houses of

P .
arliament ), , would be to transfer the

sl One possibility, which I would not recommend
08’ .
i °f teachers! salaries, which represent a major part of total expenditure by LAs,
1rect Cane

Iy to central government. But if we accepted direct responsibility




SECRET
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1 into questio al authorities' responsibilities

jon expenditure.

ion f Comparability
Iqstitutlons of C 5

We clearly need to look at the PRU machinery. Quite apart from the procedure for
RPI updating. (see paragraph 11b.i. above) the PRU's activities need much more
publiC scrutiny, and the powers and composition of the PRU Board must be
reconsidered. We should moreover, need to amend the Civil Service Pay Agreement,
in order to reduce the supremacy which comparability now has in the negotiations.
This would be preferable to a simple failure to follow the Agreement fully, in the

hope of acquiescence from the Staff Side.
ji. Review Bodies

The terms of reference of the Review Bodies require them to advise the Prime
Minister on the pay of particular groups. There is no specific mention of
comparability, but this has clearly been a major consideration in the findings
of the Review Bodies. It would be desirable to change Review Body practice to

reduce the weight given to comparability. This could be achieved by:

a. changing their terms of reference to make it clear that they should
take account of general economic conditions and the Government's public
expenditure objectives.

Ut changing the Government's position on accepting the Review Bodies'

recommendations, making it clear that the Government would take account of the

factors described in b. when considering their recommendations.

€. changing the membership so that it was more receptive to our aims and

Policies.




SECRET

pination of these should go a good way to meeting out objectives. It would
M e

A cof ps L s +
« some flexibility on the treatment articuls 3

also 1eave us some _ ; of particular groups, especially

the light of our commitments. But with any indep
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duce recorf‘.m(:““‘*'v10‘“‘ that are unpalatable to the government of the day.

pro!

iii. Clegg

e future of the Clegg Commission is a particular problem. Professor Clegg is

. P mn The mission! 1 :
leaving 1n the autumn. The Commission's list of customers is fast running out.

The unions have no love for it because they believe they can do better through a
trial of strength. It would seem easy to let it go and gain the political
credit for so doing. But we have to recognise that there will almost certainly
be a need for some organisation at least to provide data relevant to the pay of
these public service groups. If so, it would be better to have a standing body
which had been allowed to build up sound methodology, rather than being forced
into setting up ad hoc bodies. I am, therefore, inclined to keep the Commission
in existence - albeit in rather a different form, even though it would not have much Y
of a role for the immediate future. To meet our needs we would need to
reconstitute the membership and alter the terms of reference, which at present
explicitly recognise the principle of comparability. A more appropriate (and
defensible) model might be based upon the terms of reference of the Review Bodies.
iv. Indexation

There are one or two cases where the arrangements depend not on institutions
designed to produce comparability but on formal links with a given earnings index.
Police pay increases, for example, are currently determined by the May figure
for the year-on-year increase in the index of average earnings. We do not control
the management side of the Police Negotiating Board, and police expenditure is
not cash limited. The. room for manoeuvre here is limited by our manifesto
although this expenditure falls within
than 1 have so

commj s : . Rk
"itments. Fire service pay is similar,
the : ; i
€ rate support grant. These groups require more consideration

far been able to give.

Altern :
a x i
tive Institutional Arrangements for Public Service Pay

1 B
% Evey we should consider

the ' 1 we retain the existing institutions for the time being,
r . o
Over toposal to amalgamate some or all of them in due course. A single body might take
h . : .

SRt e Review Bodies. More immediately the capability of the various

46
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: s rdustries prese a diff o 3 2 )
e pationalised industries present a different problem. We have no direct control

g, I
over paye

on pay 28 £

Yet the opu!'é’ti““ of monetary policy does not produce the same constraints

n the private sector particularly in the monopoly industries. We have

efore used external financing limits (EFLs) to apply some additional press'urc,
theres . ’ .

4 then 1eft it to management and unions in each industry to make a settlement at a
Jevel that the industry can afford in the light of all its circumstances including
€

the EFL.
EFLs were announced for 1980-81 in November, several months earlier than in previous
in time to exert some downward pressure on pay bargaining. But they cannot

19.
years,
orovide a rigid barrier against excessive pay increases. They are set on the basis

a range of assumptions, and cannot in themselves prevent higher wage settlements

d - at the cost to an industry of lower profits and hence usually lower

of
than assume

investment. The degree of pressure exerted on settlements varies according to such

factors as the ratio of labour to total costs, and whether or not the industry is in a

monopoly position, and thus able to pass on excessive costs through price increases.

2. So far in the pay round, the average level of nationalised industry settlements

has been broadly in line with that in the private sector as a whiole. EFLs may have had

some constraining effect on pay negotiations, but we must recognise that the effect

has been limited.

21 5 80
+ EFLs are not a powerful weapon; but to make them as effective as possible in -
-

festraining pay we should:

82

&  include tight pay assumptions in the 1981-82 EFLs, to be announced this 56

8utumn (as this year these pay assumptions would not be made public).

old settlements down to
ct I think

ur aims.

b. :
Make it clear to chairmen that they are expected to h

thos Ale
0Se pay assumptions. Though this may only have & limited effe

we .
shall need to use every card available to us if we are to achieve o




s natione ise indus ies N = f,
Require all the nationalised industries to adopt performance targets related to
o anit of output before the Autumn. This will call for a determined
costs .+ +ore concerned t mse ~ 3
o py the Ministers concerned themselves. It could do something to stiffen the
. s tance of nationalised industry managements to excessive pay increases.
resl

could also consider tightening up EFLs by not allowing industries to switch
We : T
within an EFL, thus turning a pay assumption into something more like a cash
cinance W
11“3” o 5 1 _ . -3 . .

o T doubt if this would be enforceable and it might be a mistake to try it

1imite '

we must therefore, press ahead on broadly the same lines as this year. This

2e | A v
ans setting EFL pay assumptions in the autumn on assumptions broadly consistent

peans 5

yith the figures we are

NF) to consider any problems on EFLs and the associated pay assumptions which,

putting into public service cash limits. I have it in mind

to use A
a5 this year year, will vary considerably from industry to industry. They will
therefore be of little help in influencing expectations, and I see no point in making

them public, any more than we did this year.

oh, We should certainly meet the nationalised industry chairmen in the near future

to greatly stiffen their resolve and impress on them the need to take a tough line in

pay negotiating. The nationalised industry settlements - particularly that of the miners
whose next settlement is on 1 January - have an important effect in setting the climate

of expectations early in the rcund.

Timing

. We need to consider the point at which we should move to break current inflationary
expectations. The established bargaining pattern means that there are very few

Settlements which we can hope to influence between now and November, when the next

by N .
oud of public sector settlements begins in earnest. The TSRB Report on MPs' and

¥ini ;
‘Misters! p Under existing resolutions of the

ay is expected around the end of June.
pay will rise on 13 June from £9,450 to £10,725,

On ¢ < : :
" °P of this, the TSRB can be expected to recommend an updating increase of some
~1%. nd of public comment this

y for setting an

Hoy > 1or
se, MPg! an increase of 13z7.

The reception given to the DDRB report shows the ki

1y to arouse. There is something to be said presentationall
If we adopted this

Xamp) o our .
selves by forgoing some of the updating increase.




S would pe difficult not to take a similar line with the rest of the
i ” e )
xi‘l"roaCh' group- (Their report 1s due ahead of that for MPs and Ministers.)
: aries Se
salar

top
actions in this course. The s T we begi .
1 see some attractions L 1€ sooner we begin to influence
8

- downwards, the better, thus preparing the way for tougher cash limits

% -,

u\'z‘ectﬂtlc i+ will be seen to be very unfair & ; :

i, utumne But it will be seen €ry unialr and we should have to be confident

g thosé ¢ r 3 { nz g \ ] :

3 ing the House. There would naturally be objections from the TSRB groups, who

¢ carry! ; o T . !

o2 ¢ the 1ast to receive their catching up increases under the present pay round

.o amol nd.

aré
!

e adopted this approach we should have to move fast to prepare the ground The
28 nd.

2. T

altcr:lati"e
Jegeatt. £rom the pay scene, and concentrate our efforts to reduce public sector pay
elem

is to let the present round exhaust itself, thus removing the catching up

on the next round beginning with the local authority manuals in November.

28. Whichever approach we take, we shall need to mount a campaign to create an atmosphere
in which pay bargaining will begin in the autumn at levels very substantially

below the rates of the past year. In doing so, of course, we should avoid speaking

in terms which get us hooked on to particular figures, norms or going rates. The

essential message should be that the money supply has come under control and that

inflation is bound to follow. Cost plus and comparability approaches to pay will achieve
tothing other than lower activity and fewer jobs. We must use every available

veans and forum for doing this including securing the help of the CBI and making

the most of NEDC. I have examined thse issues more fully in a separate note.

fonclusion
————

The strategy I propose is not going to be easy:

e Tnithe bublic services, we should set out to dethrone comparability as the

sole determinant of pay,on the lines I have suggested above. If this is thought
to be unworkable, I should prefer completely to abandon comparability and everything

t ) _ . Sl
hat goes with it, to achieve my main objective of ending up with a system in which

t . ke o
i dominant featyre is what the nation can afford, as embodied in the cash limit.

We ]
camnot continue with arrangements which effectively mean that the Government's
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.0l public expenditure and the PSBR can have no effect on public
d to contro* 1

neé
ce pay rates.

scrvl

“S1n the pationaiecs = ies we must rely on EFLs, including suitably
7 nt pay assumptions, set in the autu We must also put pressure on the
tlgl‘tmlen to be tough and insist on their adopting performance aims for unit costs
chal » 1ad
el stiffen their resolve.
to helP |
] to hope for neat and tidy solutions: indeed I am suspicious of them.
It is wrong I

20
Ve 1 ) : . |
aware of the problems of '"solutions" such as formal pay policies. It will

jle are well
A determination and toughness to get as far as I suggest. But unless we
uire

req tations down and dethrone comparability, we shall find the credibility of our
c

get expe

trategy is increasingly called into question.
ptré

EM TREASURY
2 June 1980
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75 AND EXTERNAL FINANCING LIMITS
M1

oust 17

Limits

r the cash
g them qualified factors were included and published covering the

1imits were set at varying dates between October and February
mst yea ’ |
d in constructlr
an s 31 be ¢ \ 8 i
e total expenditure to be allowed on account of increases in pay and prices
jncreas® = g
qring the coming
oy gteg industries; 14 per cent for r.e-llpay settlepents covered by other cash y
natloh};uLu\u 77 (}de" -t ut.«u‘ﬂ A :'; Aoz W’f/w‘uy,.vh‘ K, guw,_,,‘gg“d_;m“#t ol i f0lf 0t
PSS ‘;‘I‘Om due 'settlement <::xLos).A This was deliberately left until February, by which'

financial year (13 per cent for local authorities and, in general,

time jnformation about the outcome of pay research was available, but in practice the S

decision was taken to fix the factor for this expenditure also at 14 per cent, because
d X

it would have been difficult to defend any discrimination in favour of the Civil Service.

Tree points to be considered in relation to the cash limits to be fixed for 1981-82

expenditure are:i-

a. Timing: the cash limit for the rate support grant should be announced in
mid-November (largely both to enable local authorities to plan their expenditure
totals to influence the important negotiation on pay of manual employees which

will then be in progress); there are also other important pay settlements around
the turn of the year, notably the NHS ancillaries, which should be negotiated

in the light of the cash limit factors which ought by then to have been announced.
Apparent discrimination should be avoided, and it is desirable that cash limit
factors relating to future pay and price movements should be settled for all

groups of expenditure around mid-Novembter. This will require a Ministerial decision
in October or very early November, which can conveniently be part of their general

review of public expenditure at that time.

b. 1 central

Form: In the 1980-81 cash limits a single factor was applied to al

0 : ’
8overnment current expenditure covering both new pay awards and price increases,and

& similar approach was used for the rate support grant. The purpose was to avoid

& separate provision for future pay awards. There can be a double disadvantage

in e ’ :
p\lbll(:ls:Lng the cash limits in a way which highlights a particular factor or

fa,
et relating to future pay settlements: such factors tend to have the

|
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nce of '"pay norms'; and, given possible variations of timing, they may bear
earan® f : ) ] _ .
apP! 1utj0”5hip with the actual experience of pay and price effects between one year
e
no ré R A [ S aeE o Pac AT . . . ]
e next (eg the 14 per cent factor used for 1980-81 is consistent with
an

tual paY increase compared with the previous year of 23-25 per cent,
ac

an > £ L= £
e of the effects ol

. staging of increases). It may be preferable to
bipress cash limits in terms which come closer to the year-on-year effect of pay
:n he total wage bill; this could make it easier to accommodate a resolution
g conflict between financial constraint and agreed levels of pay settlement
by staging the implementation of the settlement; there would however he some

ctical difficulties in expres

ng all cash limits in the way proposed. It

pra
would still be necessary to make some judgement about future increases in costs in
e constructing year-on-year limits. It would throw up apparently different figures

for different pay groups which would not be easy to explain. The possibilities

will be considered further by officials.

——
c. Substance: the central problem will remain, that the decision on cash limits,
in whatever form it is expressed, will require a judgement of how much can be .

afforded, and how realistic that amount is likely to be.

External Financing Limits

-
Although these can in theory be set at any time between November and the Spring Budget,
they need to be set in November ie at the same time as the cash limit for the rate
support grant, as last year, if they are to have an impact on nationalised industry -

Py negotiations. This would point to a Ministerial meeting about the basis for the
EFLs in September, consideration with the industries in October and an announcement

in November. The miners' settlement date oi 1 January is relevant in this context.
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