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MINISTERIAL COMMITTEE ON ECONOMIC STRATEGY

PUBLIC SERVICE PAY IN THE 1980-81 Pay ROUND J

Note by the Chancellor of the Exchequer

From two points of view we need to go for the lowest practicable
level of pay increases in the public service in 1980-81:

(1) the need to hold back public spending - every

1 per cent ofr public services pay would save nearly
£300 million in FY 1981-82 (see Annex); and

(i) the need to help the private sector arrive ——
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FY 1981-82 cash limits inance
increases in earnings higher than announced pay
factors. We may however judge it right to soften
the impact in the light of the figures we choose for
pay assumptions generally, to a greatep or lesser

extent by accommodating some of the overhang.

(b) The amount of money available within cash limits
for pay settlements in the new round is based on factors
of 13-14 per cent in respect of any proportion of the
settlement falling in this financial year - more than
enough for increases of the kind we have in mind. The
main announcement should make it clear that the cash
limits for 1981-82 will finance these awards only to
the extent of the general pay assumption even if the actual
awards are higher. This would mean that all settlements
in the new round are subject to the same degree of
constraint. To prevent this problem recurring in
future, we need to adopt provisional assumptions for
Pay in the 1981-82 pay round lower than those we are
Uscussing for 1980-81.

{ky
Shall
to ach

The lower the actual level of pay settlements, the less we

i diture
have tq rely on reductions in the volume of public expen

; a
eV our aims. It is therefore important that the pay

S e age ted in the average
Pt sh be e
i ould actually therefore, we

Settle i He T
ments. Having set t of pay

fol s ppiculties
o1 oW through ang deal with all the difficu
lon, -

- 3 -

(CONFIDENTIAL)




CONFIDENTIAL

Beyond that, some particulapr aspects of ne .
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g, We shall also have to be prepared if necessary to override
.other constraints such as the reports of the review bodies for
the armed forces, doctors and dentists ang top salaries.

10. I accept that there are limits to how far the approach I am
suggesting can be pressed. In particular the lower the figure
ome goes for, the greater the risk of not achieving it, or doing
so only at the cost of industr‘ial action. Furthermore a very wide
disparity in earnings between public services and the rest of the
feonomy would create pressure for catching up. The third factor
in how far we can go is what is happening to prices. Although
the annual figure for the RPI is likely to have declined further
% April 1981, when many public service settlements take place,
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