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Ay THE PAY DEAL ar
’.‘g@ﬂr by the Research Dwupartuent] r‘w"‘ X/
the Goiernment ad & /
raises many importma:

cueations for the Conservative Farty:

1)  What am the econ doplicetions of the new rulea
for wazes Likelyel pe?

2) Yhat attitudes should the Pavty a-f:gl; to the rulea,
both before thay come inte force afber

3)  Jbat should bs the Pacty's ae:ieu:le to wages oncy
. in peneral? Is it necassery to
. pos:l'.ti.an aa'reed in the Shedow Ca t !.n 1975, =
axtended by Sir decffrey Howe? Does it need to be

restated? _
&)  How doos the new agmamant: affect the relations betwaen
the Covermment and the TUC? hat {3 tha "pricet
exacted by the TUC in e::chanee for their acquiescence?
5)  How, piven snowers to tl tions, can the

Part:y put then acrogs pub]. wi.th the gmat:est affact?
Tals paper considers the Lssuss raised by each question,

H THE SYPLICATING GP THE T ATERENT

Hes ecaa policy Sffected tha prowth of costs ' i

In the six months Jenuery=June 1975 wape settiements vere
runndop at 34% pen. overall, with the privete sector a little
below that fimme ani tha puhuc sector well abova at 39.7%.*

Thie was ahout thres times tha year on yur rata regorded in
tha ﬂrsc rter of 1974, The €6 1iwff will, according to the
Governmen! ' worth 13% n.a. Even:'.ft:neouttm-ni somevhiat
highar at: 15% aa £ well be pnsai.bla the veduction faoy
B 575 avels mot paoF theendes © vds or 20% The
new agreemant ia hoped to lead to !.n:.rea-len of ihe order of 6%
géga, lower tlan the £igure achieved in any year simce the later
1

‘.Loymerl: rate was 2.4% in tha £ives
3.0% 111 t:hn second cuarter of 1975 ond 18 now el
increase since 1074 is subatantial and has plase: - fwortant
pert in holding beck {nflation, But there is o ».»Jdenca to
ougrest that 1€ cou:l.d', of iteelf, bring abou: ~olxtions in e
incresess anything 1% as large as thopa ar'daves for a pe
by the £5 limit or sought under its stccecior, Past expe:iem-c

',_TL".a:ter of 1974,
“ 5,

i

suzpests thatal% increase in ot rodunes l:ha rzne cf
warae increase by abeut 2% in the followli - weer, ©On that basis
& lpea waduzad wape increasss

increase
by about 6% p.a.

% ‘These flgures refar to tha sannual rete of increase iavolved
id" individunl settlements, 4s analysed i the reports of “Incomes
ok rnings index.

Data Services®, not the -
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Priblems deferred til? I:he ful:ura

The fcal me:nual Yicrkeris | pey packet is built, g.p from a
variety of elamente, of which hi: basie pay sccovuts for less
than two-thirds, -Both the €0 limi® and Intreasss wnder the now
agreanant are defined as supplemerts to lile tetsl earnings, i
a8 soon &8 clrcusstences permit t
for thew: to . be absorbad :into l:ha
would lead to eubstantisl
alass in overtime rates, shift preuu.
menual worker the a&fact of full
n§ restraint would gr.c oruE at no
of payusnt adcpted .|
i an Tnavo: y ! in vages
it will obvicusly bave wmeven affe L?Iemml:ed.
on tha paymnent. sia of different . p of employees wleiinets
consouaa 1 dlso aggmvata -di? ferem:ul ad comparabilicv
problems, -:

daymeding

Attitudes mﬂn_mmm :

It is poasib:l.e, thoupt: - tncraggiacl ulikely, that tha °
TiNtg agcc congrags on June 15th wu{ not andotss the agrea—
ment, J£ fi dogs, . pyepsures on the policy are iilely to T ld
up Y:im:r!.ly at ?rasa-mta lavel  {Laylend) ar in smaller wl.ite~
collar orpantastions Doctors and r ‘Enginesrs)
nlﬂmugh ection by Iar r proups {Civil Servauts) £8 also peesibla.
Whather such mosniraes w:l.l]. totally destroy or mevely erods the
polic ie :meoan..ble to predict. However, it is hiphly wrolehle

eaders will unier the moet intense prepaw-e frow

t'.heir mambers at ths very leaat to ar for & vary flesibla -
Stage III and q-.d.ba poul.blwr,to al on voluntary restraint
a:uﬁiacel fe1 that really Eal

th of diffatenmls, rnlnt!.v!.tua, apecial casas, :
mp sp,g:l:urea angd g:c uetivity apreccents will
bave ar!.nen MEA{QP This will tha’ Governant with a
fami1dax ranga of dfieibes, If m;g wages b;gluy 18 to'bes purauned
theresfter 1t muct ba flewibla, not Lo mean
wvida~apread evoidanca it will mquira compl!.cal:ed rulas sod
Inseigstions, These can only % echileved by & near-atotutory
policy with en.elaborate . l{atan of mn:l.toﬂ.ng, adjudication sad
6o oy  But the Unaions will not accen a statutory policy . .

Howr muel; will the new eament
Intérnd€ional I s Beltisl

The Chancelior fa Teported to hiave aa!.d that, -retail prices:
should' rigse by about 6% Peas overall by tha Latizs half o 1977
1f tha new agreement works secording to plan. OF that totel,
wipe increasas would account for 2% while such factors ne tia fall
of sterling and r::'.l* 3, cmmd t{ pricas would ba redponsible
for the m also claimad thet the new agrea-
ment will lead to 1owar wage incraases then ir = other cowtry.

Thesa claims ara probabl ovTs nptiu:l.stiw an 0%
earnings increase ag sugges eaciier and 4 factom Juat
cited, price inflstidn could well zwun at B‘L tgo LG8 hot more
evan Af the policy runs for another yeer withou sarious
infractions, lkaliullle the OECH avercre sould tv: ze little -3
6%, with gome countryls doing sipnfficstly bettery ©

WALll thie srasli J.Lscrepmny wetiaw?  How fu:. w.i.!.l thosa
desling ia sterling on the bea . Ho.cleaw

answax 15 posa!.blg- But it nl.ouf'(ube noted that-

eve in relehiliteting tie
o atdng S

R
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a) . tha Gmcelinr'a srusyedticn chat we waet pet o
inflaticn ate dow:. {5 the averags.for our ‘c.amp'ui.irmu

“- - geeng-to ignorn ths freedom vanted, at laaat in

Lo mml'.ple, by‘ & floating. e.,:cﬁm;—e rate;

tm a.‘.l.'.l. 1tlelildod o anall s-csas over aver QECE
infispion wiuld: therefors ar little 1f it wewe |
sdon: 1ikely mnd:l.nabpea wer Chen “acrease au’
‘4% *ha rest of the Gov 136 poliniey were
aeml‘ble; L

e) -'huﬁ 1t would metver a e
- osare nob pets Since the .
' internieticnal prassuys Lo .
e‘umiter-h-xintin-s policy ¢ piro=
of aconouwic racwez'y k 1:L<aly to ke conciderable.
Apaxt: from cayihdng else we could ba in desperate !
of aore foreipn borroving bLy that time, awd of nolicias
vhich rassoure sterling holueza and potential creditors
such a8 the IIC o BF, A fitther xound of wepa
. restraint mlgut.wali be cougidered desirable, Lf aot
_usani:!.al.a& 0u .qf o’ package of such pol:teios.

nl; clas of rounds ome end two
taent, T Lobour ox Consoyvative with
& G o, fo-a ehﬂ}iﬂ voyl of restraing,

iyl 1€ these conditirns

- l:hi.s 1yad tb:
corLd legun ?:aﬂ(ﬁr:(raF
iftctle chq:t 2

s buatod :muuu‘ T FARTY ADCET TO_THE NI AGREREIT?

Tie f!.t.st 1ssiie 18 how the Party ohould vote on the neu
aprecuent, It balng deébabld that thore will ba s dayts debete
ou it efter a Dinther ©gjor statenent o White Pepar. Soao
feseval” ecmm.azaciom ich—m\al‘; be relevant -1rrespectiva of tha
precice’ muc.me outad by the Goverramt, are as follcus.

Yotine in f_m:._'

famong the prcu.uma of voting, (1n some senas ) in favowr sue
ths follawlng: N

2)  in so dosug 1t is difffcule to a\rci Y3 appearimia
- of endorveiig not. ievely 2 degres o 7 veatraint, ut
also the cizavof the econdfiticual ana tax cuto; the
:parn:l‘.culnr fur.n of che wepe rules and the ripid
queeding of differentials inhevent fn: them; and tha
;whnle social cor\tz'act relutiouahip vi.:l lien behind iy

b) - t:hs Barty miphc “then be eompitted to s we extert te ba
) 1y the Govarnmact cdse, by cape g8 difficultiea

’ '.I.E a3

¢)  the Party wipht also be .
gupporting a.aitm‘.rd ot
satond stage will almos
succengor of. goma hind to pravent re
idation problems from cawsias vet anct
oalon. Yet 18 1o difficuit -aa hoty
sucncgafully designad or L oambnd s

ing claaa B .mf]..i."stly
. rastrain: tha

to nead 2

erene/Votling ageinst




Yotiny against o
This would engble the Party to axpress its disappraovel of the

nmany bad features of the gollcy end its concomitants and sowa
people arpue that it would also-allow us to escape form the
golitical--trap of having to a:‘!:;ﬁt to out-bid the Labour Party

or TUC support. However, it would involve not warely swl.m:in%
apainst the tide of public opinion ou wiat is riphtly or wroncly
éonsiderad to be a ey {ssus of the day, but exposure to the
criticisms that Conservatives now wanted to encourare inflation,
.that they camnot remein comsistent to their 1975 position and
that they are falling into the traditionsl opportunist anti-
incomes policy posture of all oppedition parties.

Abetentd n - teascned criticiem

Thi= corse of action, howevar: reasonable iu principle,
1s open to exploitation by the Govermeent and those hostlle to
the Party, who will certainly conotrue j& as covert opposition
or sour prapes. It requires congidershile sldll and wicle-hegrted
comitoent to comvey both' thiat the Perty approves in fpﬂ.nciple
of the continuation for a furthier year of a degree of wages
gestralnt, and that it disapproves of the form of the new agres-
ment end much of whet poes with it. Meny people are not capcble
of apprecf.ati.% such subtleties at all, Many others recoll Efrow
enbracing complicated arpuments sucl as these, even if they
understend them because of tha elmost universel lawan tendancy
to saek very simple onguwers to very comple:r prablems.

Whatever position the Party choeses to adopt, but perticularly
if it is declded to follow the line of reasoned eviiicilsw, it is
for consideration wiether we need to develop scme idez of what
wa would advocats as an-alternative to the Govermaentts policy.
This ¢ould help to buttreas. ar; nits for a reasoned amenduent.

It ¢ould als¢ provide an intellectual position for 'ide told you
Ba" oriticism of the policy's Eatlings once it coues into force.

. bEter the pew izt copes inte force
When the second wound of restraint bagins it is probsble that
difficulties or possible Iinfractions of the policy will becoue
matters of creet public intevest, It 4s then likely that we will
be forced to woue owr «m position ¢lear case by case, In |
particulas 1f we encourege the Govermsent Lo crgate exceptio:s
anl special awards we uay be criticised for wndermining the poliey.
&%M NEED FOR / RESTATZMCNT OF THE PARTY'S GEMERAL
Ei et 6 THCOFLS, POLTCEESY -
.. The lively public discuasion of the new wages afreement
inevitebly focusees attention not werely on the specific issue of
whethier round two of the Covernment's policy shwould be supported,
but alse on the brocder quedtion of Gomservative attitudes To
wages policles penersally. It 4s therefore importent to consider
how f=r Lt way tow be eppropriate to seb out what the Party's

position is on the generel Llsgue and to reassert it clearly in
public,

The October 1975 manifesto committed the Party to see: a
v!a‘;.m:ary policy for prices and inccwes with the qualifications
thot -

eenunf=  EE might
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- it might bs necassary to "go statutory" if volumtary support
could not be achisved; . .

- with ne policy Whstever tha Govermment would have to talm
argher finaneial and economlc measyres than would other~
wise be necessary” if inflation was to be mastered.

In the period tmedistely before ond sfter the adeption of
the £6°limit last July,® the dow, Gabinat apreed on the principles!

- the cunques.r. of inflation required that all economic policies
gt be pullih%. in the same anti=inflationsry direction, in
particular public spanding and wnetary policy;

- an incomas policy could ln{ a usaful part as one of &
couprehensive peciage of policles, but was not te be con-
sidered as an altermative to the others, and could mot
be expected to achieve much on its ow.

St Geoffrey Howe's speech to the Bow Group on MMey 12th
[Eony to follawf developed the 1875 “Concordat” further. It
rgd 1es and- eRlarges tha two propesitions of July 1975 by arculr
1wk oL

“= 2 permament comventiomal fncomes policy would be
undesirable, ihat 1s needed is some kind of breedly
pasod process 11%ke Germany's "concerted action™ for
ensuring thet all groups.in soctety understand aud
.accept economic reality and the pursuit of anti-
inflationary spending and monetary policles by the
Gwerrwni t, Strict nonetary policy is not enough
on 1ts owm. - .

L - there is & case to be made for short episodes of

" wage vestraint guch as the Eirst and second round of
the Govermment's present policy, provided they are net
resorted to &8 an alternative Lo proper nonetary or
fiscal pelicles.

These principles offer the bacis for an intellectually
credible attitude towards the general Lssue, However rastoratio
of our political czedibility requires move than a well=-yaceived
spaech. The czse for reasserting the Party!s geneval Posil::ltm
and making it clear that there is unity on the issue therefore
marits careful consideration.

Furthermore, without an united ard clearly understaod

Eue:l.ts.on the grofvlem of respording coherently to the new wage
init is gemsiderable. Above all, if a somewhat equivocal
response should be deemad appro rinte, ‘thara 1§ the risk thet the
public at large will consider tlie Farty teo be still hopelassly
divided end confused unless the opposite can be clearly demon—
strated. This means -that the response wust be visibly.rel ated
to a sensible and conslstent -a.pngzor.ch to countering inflation
and & reslistic assessmerit of current situation.

v IHE QUED PRO QUG FOR THE NIGi WAGES AGRERMENT

There can be sald teo be three elements in the Mquid pro gquo':

1)}  Overt: The canditional tex increases aerd the @50
millicon intresse in ublic spending receatly announced
by the Chancellor;

arasef2) Covert:

i
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2) Covert: the pparently sepirete demende for mew
ylicies put forward recently by the TUC i the
Aot Terty = TUC liaison comalttes:

3)  Uuperceived: the déprec to which the peneral charatey
and divection of Govermuent policy has to be hept
within narrow and undesivable limits in ordey to hermis
the" Governuent~TUC xelationship to swrvive,

Ascesgrent of (3} and of (1) ch 18 one of its typical
conseauanceg'l, ig faixly simple. ha Government is clearly
foread to oustain excaspive levels of public spendiliy, tax aud
borrowing. by ‘TUQ preasure. . Probably many of its cwn mewbexs
would privately & this.: In that. peneral context the over-
reneroaity of the condltional tax cuts is enly to be expectac,

. 9UC supgestions fof pawrpolictes (2) ere arcther matter.
The lise ogggemands (see paf-of annex 1) has neny sinilarities
with those put forward recmtiyﬁ this W2C and recently vejgcted
By the Prime MHnister in u cevefully grchestrated dlsplay of
public distzate, It includes ,k_acccrcu.sg o ong press report;
terpets for redfstribution of weglth and linitatisns om top
selavies es walk ao tiw wove tomveritliotsl requests for fuport
contyols, nationalfoatilon of financial frstitucions amd B0 ONe

It fo difficult o teww hew soclonaly to tele thess damends.

on thz one hawd it could well be thet, by a nod end a wink,
Ministers Leve indicpted thet they now accept they wmust support
and firlement some of these poliniss in the fullness of tiwd.
That micht well have been vitel in ensuring the TUGlas support
for thelson of £6'in the intense nepotiaticns widch tool: nlace
in recant wacka. The refusal to accept comparable demanda
emanating from 1he NEC could wall ba designed to ensure that
when new commilmonie are made on the lings tha TUC requested,
thay ave clearly adopted in respofise to pressure from the unlons
rather than from Mr, Beni. Thus they would help Mr. Morray to
prove ta his members thes the Socizl Cintract still means coine~

T

on the other hand 1t could be arpued that the TUCTs deuards
and the Govermient's rvaspense are jfust enother fpart of il nomwmel
1ife of the Labour Party, in which the waves of wild Sogialfsi
ideas braak (usually) Fruiclessly and endlessly on the rocls
of reelisy on which the Prime Minister end Chancellor at the
moment stand.

In the foruer case, thare must be a strong erpument for a
determined Consevvetive attempt to dyive out inte the open the
realities of the covert deal, to make the mexlmm progeponds
use of Lt and to do evarything possidle to ensure that it is
not copswmated, In the latter :ase it weuld probably be hatter
to comcentrate fire on the other elements in the Jocfal Contract

relettonship which we find cbjectionable, #nd cn the failings of the

wape restraint provisions themeelvas.

(4 move speculative note on the relationship between the
Government and the TUS is uiizacled at Anne: 2).

weseelV  PUTTING
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v PUTTING ACROSS THE PARTY'S POSITION EFFECIIVELY

It is reprettably the case that the public does not hold
a high opinion of the Conservative rartyts ceneral position on
f!.%i!.tim fuflation or its response to the Goverrment!s wapes
policies. Tlere is nothing to be pained from pretending other=
wisa, Tne Party 18 believé to be In a profound state of dis-
apreement on the lssuas and to be meldng occasional somewiet
heif-hearted aquivocal tweises in order to conceal that situationm.
Thevefore whetever particular decipions are made about ¢owmter-
inflationary policy, whether in gonarel or in particular, much
neads to be domes

s} The Party's view about incomes policies in pgeneral
must be asserted clearly and sonsistently; and

»)  developed In a wey which provides full justification
for owr apgraisal of "gon of £V, our Parliementary
tactice ang o attitude to the fquid pro quo for the
wage sgreement;

¢} if the Party's position remains, aa it currently is,
pomewhat complex and equivocal, then that apparent
aquivocation tust be defended. It ls legitimate to
refuse to gnswer simple-iinded questions about com-
plex iasues of the ltnd the Goverwaent, the nadia
and the public would lilie us to answar. Buw it is
foolish o do so witihput dewonstrating that one
has food veasons foir one's ateltudes. that
cannot be done, then outsiders cammot be blamed for
forming the worst corcluslons about ué.

Conservative Resesrch Department, ANR/CFF/RG!
24 0l@ Queen Street, London, SeWels 18.5.70
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ANEX 1

. THE Mé&w_ PAY. LTMIT

The new pay limit is planned to vun for a year from lst
August 1976, The deteils are contelned iu the statement made
by the Ghancellor om Sth tay and in the guldance put out by the
TUC on the same date.

It meane that in any glven week, & supplement to pay may be
plven of £2.50 or 5% per week, whichever is the larger, with a
ceiling of g4, Although this 15 considerably higher than the
3% fipure which the Chancellor mentioned in his budpet as being
the sort of Incrsace on which tax concessions would be
cenditional, he has jusdffied giving the concessions on two
grouncs

- it 1s very much tighter even than the £6 Limit:
there will be no transitional problems, no increase
for equal pay, no consolidation, no exceptions for
productivity Snrgainin{; or anomalies,

- its impest on average om weges and salaries will be
&'s%: this fipure has been so presented as to sugpest
that the nationgl’ gay bill will crow by only &4%
between August 19270 and August 1‘377.

This note arguas:

{1) that the operation of the new linif is wore complex
than 1s genervally suppoged,

(Li)that it may be difficult to encourage cvertime under
it: this may alow down the recovery,

(AL) that it will further narrow differentials,

(iv)thet it may run into problems in certain major
nepotiations,

(v) that the possibility of specisl cases may pot have
been ruled cut, ® et

{vi)that the impact on the naticnal pay bill will bhe
considerably wore than 44%,

(di)that the policy way yet prove to ba still born,

il )that even Lf the policy survives till next year,
inherent pressures for a wapge exyloslon then are
being built up,

(ix)that the full price of sgreement has not been disclosed.

(1) How will the new Pimit operate?

It is not yet appreciated that the new limit means that pe;
will ba caleulated from week to wealk for wape earmers and from
month Co month for salaried staff, The increase will be pald
as & further supplemont to esrninpgs. 45 what people earn may
vary from weelt to wealk or month to month due to changes in
overtime, shiftwoshk and payoent by results, so the smowmt of the
suppleient may vary.

«sues/The operation
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The operation of t.hanew 1imit is illustrated in the table below.

Iable 1

Car worlers! pey: the operstion of the new limit

Current .

weakly Barnings In 1876/77

aarnings . X

T Heek 1 ] HJeele 2
€. £ €

Basle rate £7.00 47.00 47.00
nvertine 4,00 (3 hre) 4.80 (3 Lrs) .00 {5 hrs)
Payment by results %50 4450 4,50
Shift Prenium < 3,00 3.00 3.00
£0 supplement G.00 5.00 G.00
Yew 5% linde
(5% of A+BHCHME) - ) 3.27 3,43
Increase on
current earnings - .27 G.63

Hote: These Fifures ave based on the New Earnings Survey
statigtics for average pey for maele amoual workers in
wmotor wvehicle mamufacturing in Apvil 1575.

It was possible to increase esrnings under Che &5 Limit Dy
more then 26 For exauple by worl'inr mo¥e overtime, The tablé
shows that this wemsing true under :ﬁa new limit, Froviding
th: overtlne worked rasults in a fenuine increase in production
it need not de Inflationary.

The Chancellor has sta%ted that:

"Apart frow its chanpe in fora the new limit will be
subject to the same rules as the &5 limlt &nd the sane enforcement
procedures will apply”. This weans thet once apsin the limit
relies largely on the poodwill of barpeinevs. e only means
of ensuring that settlements stay within the limit i3 via
indireet monitoring throuph the priece code In the case of the
private sector and cash limits for the public sector.,  Those who
think that -they cen neet the coata of higher pey settlements
without havinﬁato base an apgti.caticrn for a price increase upon
labour cogt changes cen pey beyond the limit.

It would hove been technically possible to have the 5%
supplement spply to some elements of pay, rather than all,
Practically, however, it would have been ¢ifficult to apply Tiw
limit emly to basic rates {(A), since interpretations of these
vary, or, to_exclude overtime, paysent by results and shift premia
(ByC,-and D}o In &n espentially voluntary policy it is simplest
to relate Increases to the more easily defined earrings levels.
Nevertheless, the supplement need not hwve applied to the €&
pupn lament aitendy paid (E). If the & supplement had been

veess foxcludad
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excluded, this could heve saved €136 million on Che national
pay bill in a full year.*

Hhgt Aincentive will thers be Eo worl overtine or shifts?

It has been noted in the preceding secilon that working
more overtime will allcw employees to obtain increases in pay
in excags -of 84 per weels, and.the likely picking up in the
economy will create wore overtime opportunities next year,
Paradoxically, Lowever, the effect of the 6 supplement and
taxation way e such thet working overtime or stiifts will not
be sufficiently attractive to encouraga eaployees to do 8o, and
this way slow up our tecovery, Tie table below shows the
position on overtime for the national average matual aale
WOTZer.

Table 1

Averape wmals penual worler: the new linic an 1 ovartima

Corrent weellly

earnings Zarnings in 1974/77
Mo incrense &5 vore
in cvertime hours woriad
£ & &

Baslc rate 41,40 41,40 41,40

Overtine ' 750 7.20 10.7¢

Payment by resulte e 70 4,70 4.70

Shift Premium 1.70 1.70 1.7

£5 supplement 6.00 ) 2,00 5.08

Hew 5% limlt .

(5% of ATDHCHDHE) - 3,09 .23

Total before deductions G1.70 64,20 57,02

Total taze-home pay 45,00 43,59 50430

Increase befoce

deductions - 3.09 GalZ

Incresss in teke-hooe pay = 2.52 4,50

Increase in tele-igae
pay in 1976/77 produced
by worldng 4+% wore hours

nn
ou

(3,9%)

Yotes: 1 These fipures gve hesed on the Pew Zarnings
Susvey statistics for averare pay for wele
oanuel worlirers 1n all Industrdes snd services
in April 1975,

*  The Chancellor estiuated that 0% of wage eafners vouwtd

obtain the 5% ° 5% of the E¢ supplement is 30p.
30p per weelk for 10,000,000 pecpls is €15¢ milifon per anrmun.

enveef2  Take hone
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2 Take-home pay is calculated on the basis of tax
for a married man with two children under 11
and national insurance contributions.

The CBI anticipates prowth in production from the last
quarter of this year to the last quarter 1$77 at a rate of &%,
The above table assunes that this would be reflected in a
similar prowth of overtfme from Aupust this year. Overtine
for the averape male manual worker is paid at about 1.4 times
the basic rate, . Taxation, increased national fusurance con-
tributions and 2 yesgrs of unconsolidated supplements to earmings,
Foweve’r. mean that” for working 4™7 move lhours, he would only increase
hin teke howe pay by £1.80, or 3,%% (n analysic on a similar basis
gﬁdﬁﬁm“‘t’og :t.ndiigro}z‘?i !ivnr!.:ers iglcnal wincs and- car workers

8 Lhat working 4% er world Increase: b

by only Bel% o8 3.50 respectiveiy: ¢ thelr take houe pay

It must be doubted whether these will prove adequate
incentives.

(If the inceavfves did prove adequate, and 44% rrowth led to a
gimilar increase in hours worled, it should be noted thet
earninrs for the sverzpe male mamual woriter would increase by
moTe than &4 per weel, whilst a miner's would incresse by £8.50
and a car worlers by £5.50). :

Wat effect will there be on diffeventinls?

. The policy is so formulated that it will further narvow
differentials, Obwiously, employers of larpe nudbers of people
on lower than averare earnings wiil be glad Chat there Is not a
further year of €6 flat-rate limfc, Dut the £2,50 winfmum
altarnativa to the 5% linilt will megn that those on less than 630
per weal: (36.2% of wen and 85,3% of women in Lpril 1975) will be
petmitted lgrger percentage increases than the genaal 5% whilst
those on more then 880 per weelr (15.9% of men and 1.9% of women
in April 1975) will be ilmited to & @4 waximm (less than 5%).

Further, most of those on £20 awl more will be seiaried stafl
with such less chacce of overtlue end shift work, The result of
the polic{ will be to disturb differentials wore. This will wreal:
havoe witlt wape and selary structwres, ot the higher lewvels, an
amonest those who are poteatial top manspers, there will be a
stiflins of ifidtiative aud encourageuwent to enigrate.

_In which hejor_negotiations will the strains show?

The €4 & weelt limit bites at 880 per week. Underproumd
wotkers in coal mining were earnirnp on averapge £73,80 per wee': in
April 1975 and can now be assuned to be eaming £01.00 per woals
oOthers similarly caught will be chewical workers, engineers,
teactiers in further education and secondery schools, firewen snd
wany civil servants. It should, however, ge noted thet some of
these groups raceive considareble salory supplements through the
operation of incrementsl scales whick will leesen the impact of
the &4 ceiling.

Some worlers in wotor vehicle menufacture will also be caught,
thoupl: probably not more than 15%, but rreater groblems will be
coused in that sector by the ripldity of the policy. liore pre-
cisely, it would appear that Britfsh Leylend will not ba shle to
raticnsilise thelr pay structures so thel the disputes wirtch have
bedevillad thelr ogaral:f.ms lately can be expected to arise again
next year - probably with pgreater vehemenca,

All of these should be reparded ge ewonples: they are not
exhaustive.

wareed(5)
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(5) WLll_thore be special cases?

{6)

It will be recalled that in all previous policles, subsequent
stages have been characterised by grester flexibfllity and generosity,
The current policy will also have its strains, and they ave likely
to be exaggerated by the fact that the next stege will be less
genmévous than the last in a pericd when unemploywent will Have
stopped rising and the economy will be visibly picking up.

The Chancellor has saldé: "Ho special exceptions are proposed
for productivity bargsins. . There is no loophole for rectifying
what many pecple may see as anomalies'. This appears on the faco
of it to rule out any possidility of special tweatment for partigulay
groups. Jut the cholce of wording may have been very caveful,
Anomalies were very closely defined by the Pay Board as cases where
an established link between the pay of two pgroups was broken by the
timing of the lauach of the new policy. They were differentiated
for exsmple fyom relativities (relationships’ betwzen large groups
of workers of importance to the commmity as a whole)., If the
Chancellor was using ‘anomalies? in this striet sense, his wording
night allow thyo! special ekceptions which were net preductivitcy
bargaining exceptions (e.g. Gritlsh Leyland to allow them to
rationalise their pay structures). In this coniext it should be
remembered that Labour originally intended the Royal Comnission on
Distribution on Incotcs ang Welath te act as & kind of Relativitles
Board, (source; Labour's Progremme 1973),

Mr. len Murray, however, seems to accept that the wording has
& wider mesning. He {s reported as seylag that the miners? had
once been a "unique, special case!' but that could not happen again,
"There are no special cases", (The Times, &6th llay 1278),

Lhat will the fmpact be on the national pay bill?

The Citancellor has achieved a fine ﬁlissemdo in dealing with
this, Fwom saying that he concentrated fn discussions wich the
TUC about the new limit onm "its Impact on the netion's pay bIliY
he mved on to atate that "The result was a g::y Limit wg"_ci': .o
can be expected nc add, oun average, about 4%7% fo wages". The
truth is that he has set a 5% limit as a supplement to earnings
and that the impact on the naticnal wapges and salaries bill ia
likely to be much higher than #h%.

Admitbing that there had been slippape under the €5 polie
{usually reckaned to be 2 or 3% alticugh it may well prove to be
nigher), the Chancellor maintained tist there would be less this
year because there would be no transitional problems and no further
equal pay increases, In fact, slippage last year was probably more
attributable to the permission of fuxther increases beyond the
limit where clearly defined incremental scales operated than to the
causes suggested by tha Clancellor, and these paymerts will continue
under the new limit. .

It gan &lso e argued that the wildespread settling within the
policy was based upon the employees! negotiators' fear of galloping
unemployment and the managements! inasbility to pay. The increase
in unemployment L5 elearly taliling off pow and probably will not be
growing during the next 12 months, Fear of redundancy can be
eipected te decline accordingly. It wust also be recognlsed that
Lhose who obe¥ the lmit will often see the real value of Ciheir take
hone pay decline due to contimuing inflation. Until last year, this
was unprecedented in post war Sritain., !hnicn Cargaicers will have
greater difficulty in understanding that tids nmust continue wien
our ccopgnic position is improving es it will be over the next 12
months. Furthar, as the economic recovery begins, employers will
find themselves freer to pay higher wages w:f.tEnu.t having to apply
for price fncreases. This may Oe .vefiected in pay rises above tne
new 1lmit which will be hidden because the Price Commission will
recelve no notification of them.

seseef Any permicted
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2ny pemmitted special ceses will also produce slippage, | N

It should be notad that Stage 2 of tiwe Conservative Counter
Inflatlon policy = wideiy vegarded as a success - set a carefully
defined limit of 4% + £1.on earnings which was legally enforceabie,
and which allowed special trestment of only 2 cases = the Givil
Service and heating and ventillating engineers. This 4% + Gl
represented 6.0% on average earnings for full time manual men as
they stood in Hovember 1372 befors the Stage 1 freeze. In fact
average earnings for full time manual men increased in the 12
months Efrom October 1972 by i4,2% and tie wages and galaries bill
tose by 13.4% batween 1972° IV and 1973 IV.

All these points suggest that 1f the current proposals are
carried outs

1} both awerape earnings and the weges and salazies Bl will
rige 1977 TIL on 1976 IIT by more than &%%g

i1) ‘the lowsst rise would be more likely to be around 6%,

1i1) a4 higher Figure of 8% or even more would seem most
bable & &
probable, : -

ULll the policy pet cfl tha sround?

Despite the early agreement Detween tie TUC General Council
(by a large majority of 25-5) and the Goverment to the new limit,
it ie possible that it mey never actually come into force for one
of two reasous.

1. It is conceivable, though wvery unlikely, that the TUC
wight reject it at their Specizl Cocngress on léth June.

2, More 112:e1y' though still not probable, ewvents vefore
L6th June m;.ght 80 weaken confidence that the Limit would
have to be enforced at a less generous lewvel,

. The policy has already been rejected by the Civil and Public
Servants Lssoclatfon {(the largest Civil Service union), by HSIMS
and by the agricultural workers union. Detwecen now and l6ta June,
it may also be rejected by the Soclety of Civil Servamts, the
Trages Council Conference, the Bodlermakers, the winers? executisve,
the Engineers and local Government employees. Wallat thls weul = 2wt
be sufficient to bring about vejection et the special Conzress, -c
would raisa doubts abost the potential effectivéness of a policy so
greatly dependent on barpainers! goodulll for success. In view of
the cuxrent high press interest in union proceedings, the decisions
of these gathetinzs are lilkely to obtain an eiceptional deprea of
coverage, The experiunca followlng tle Halsh and Seottieh TUC!s
suggests that this rould be reflected in the value of the pound,

4 point smay be reached where only a commitment to a statutory wage
freeze will restere confldence.

Apainst tils must be set the widely held view that the
pound is already undervalued.

that presaures will be built if the policy survives £ill
Hwner 10777

It pust be recalled that the essence of this policy ie that
the pay limit should decline from year to year, until Gritain has a
rate of inflation similar to ite competitors abroad.

Whether the Goverrmant's ¢owmber inflation strategy will
demand & further yesr of pay restraint and what liamit would be
implied, will de “upon the relative yate of inflation in the
UK in Swemer 1977, It 1s difflicult to offexr any authoritative

sssssf predictions
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predictions on this, not least becguse none have been made asince
the recent decline of sterling. The Naticnal Imstitute forecast
implies tian ces in the 24 member countries of the CECD will
rise by ave g% in 1977, '(Source: UIESRI 1976, page 5k

DPRYE: agh 2), Their foracagt at that time of price movement in

- the ﬁ 977 IIT1 ou 1976 III was 5.6. This was based on The
assumption of wage growth of §%. It Las already been noted that
6% 1ids at tae optimistic end of the probable income growth under
the new pay limit.

This suggeste that our inflation ¥pte in August 1977 will still
be sbove. that of our cowpetitors, and that further reduction by
means of the present counter inflation Eolicg will imply an incomes
increasz limit of less then the mew 5% in 1977-78.

But strains in incomes policy elways ueccine greater in
guccessive stages. ’

In addition to the greater temptatiom to breal the limit,
tgpectal ¢ase’ demands, reactions to depresseqd diffeventials, and
the ¢slls for move flexmibility to allow companies to rationalise
pay structures, which it has already been noted will Jeopardise
the current limit, there will be the particular probeln of consol-
idating the pay cupplements. ' Bventually -the woney that is now npald
as a supplement to earninge 4s Iikely te be moved to basic rates
and other peymemie dependent upon tle movement of basic rates wil1
increase accord:r.ngly. By nemt Summer, the average male maiual
worker will probably be getting wore than €9 per week in the form
of earningus eupplemenis %zossi ly more whers the Stage 3 index
1linled pa ts have not been fully consclidated). The table
bﬁiow Jim:l cates the full effect of consolidating all of this at
that Cime. . . :

Table 3

iveras: wale manual worker: estimeted effects of consolidation

' Bstimated Estimated
earnings earnings
. Sumner 1977
uncensolidated conselidated
) 4 ’ &
A Dasic xate 41,60 50,63
D Cvertime 19,72 13.17
€ Paymerts by results 4,70 3.73
D Shift premium 1.70 2,07
T 45 supplement 6.0
Hew 5% 1imit 3,23 :
TOTAL 67,02 T1.64
Increase 3,82 (5,0%)

Hote 1, These figures are based on the New Tarnings Survey
statistica for aver gay for male manual workers in all industries
and services in April 1975, A growth in hours worked during
1676/77 of 447 Ls included.

This shows that on the assumption that overtime, anmen:s by
results and shift premium vere Iincreased pro rata, full consolidatior
would lead to an increase of at least 5,6% in pre-tax pey. The
final cost could.be even 1ar§er gince there will probably be a
growth of overtime during I077/70, aod as othexr payuents (e.p.
private occupational pension schemes) are likely to move with tie
change in basic rates.

asnssl ALl Chese
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411 these considerations suggesC, 0
(1) & furthér year of restraint is implied st a lowor rate
than 5%, . : .

(i1) pressure for & wages ezplosion will be extremely iigh,
particularly in light of the consolidation problem,

(9) Yhat is the price for the agreement?

The agreement marks the outcone of negotiations betrean the
Govermegnt and TUC teans on the new pay limit. The Chancellor
has indicated that "The recent discussions have mot been confined
to pay elone™. He maintained tlmt the price for TUG support wae,

a) the continuation of price and profit control - wodified
' to encourage Investment and jobs,

L} the abandonxent of the proposed 5p increase in schicol
neal charges (cost: £35 million per anmm),

¢) wore money to the Manpower Sexvices Commission for
training and Job creation (cest: £15 million per anmas®

The total additional expenditure involved was 250 wmillipn
which would be clarged to Tk continpeney reserves end not added
to already announced public expanditure totals.

It should be recalled, however, tiat the TUC/Labour Party
Lialson Comnittee hag been reported to be woriing on a new version
of the Soszfal Contract eatitled "'he nert 3 years and the Prollem
of Priorities?, Tids is reported as including:

{1) extension of public owmership into f€inancial instituions,
including both banising and insurance,

{11) at least &1,000 millicn more fumds for the Hationel
Enterprise Board,

(114} ‘'progvess “owdards! a pensilons terget of half of
averape earnings for a werried couple, and one tidrd for a single
person,

{iv) new investment reserve fund conslsting of Thleched
balances' from profits of large conpanies; firis with investmen.
plans agreed with the unions and Govermment would get priority in
withdrawals from the fund,

(v) . plamning agresments betweon the Government and the top
100 fixrme to be concluded by emd 1977,

(v1) commitment to early leglslation to Introduce a Welath
Tax during 1976/77 Parliamentary sescion,

(vil) programme to meet targets for redistributing wealth,

(vi1i) top salaries to be detsmuined as a pgenerslly agreed
ratio of the medisa wage,

(1x) changes in the barking systen including the. Bank of
England, o

(x} dLwport penctration ceilings to be set for all major
ueators. e :

The docunent 1s quoted as admitting tist '"Many of the goals
- whieh the Labour movement seeks. are costly in terms of national
economic resources’, (Source: Deily Mafl, 26th fpril, 1976).

vasesf Cartainly



Certainly, the filrst three fmply directly increasing public
axpenditure, whilst (Iv) to (ix) will do nothin, for the
investment confidence and the management inktiative so esgential
to our vecovery, énd (x) invites costly reprissla just when we need
te Increase our exports.

It is unlmowm how far the TUC/Laboux Party Liasison Committee
agreed to this programme © days befors tie new pay deal wes
amounced, but the Government must not be permitted to separata
consideration of these points from the debate on the 5% gglic and
the hud?et. The document iteelf is reported as saying that these
pricritfes Yprovide an essential comteuxt in vhich an agreed palicy
on inflatien can succeed®,

Conservative Regearch Deparytmeak, BHG 1T/ 5pET
24 0ld Queen Street, Lomion, S.W.l 1Ce5a75
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ANNEX 2

HOW DOES THE NEW AGREFMENT AFFEG!THE RELATIONS BETWEEN

THE COVERNMENT AND THE Ttic?

In'the £6 .limit pay round, the Govermment accepted the TUC's

suggestions for the f and form of the Iimit, ile threats
were made about reserve powers and a restricted form of legal enforce-
ment through the Price Code was adopted, in the end obedienca to the
gy Hmit was achieved through the argl the main imion leaders who
l;om its General Council, same ‘formula of the TUG deciding the
limit which they thinl their members can accept and of using them as
the enforcement’ agency has been adopted again.

De ence on the undons to state the amount of the pay linit
obvicusly runs the risk - whatever advice the Treasury may give - that
& higher figure than can be efforded will be set, Further, the use of
union negotiators to police the policy (backed up the moral
authority of their leaders) rather than a stricter Pay Code interpreted

an extemal semi-Governmental body means that the limit must be
simple. This more than any other consideration explains why the limit
ie a straight percentage or lLump sun rather than a percentage plua a
lunp sum, why it 45 pgid as a sugglemmt to earuings rather than as
an addition to basic rates, and why it is assessed individually
Tather than peoled,

Union negotiators, their leadarghip and the TUC are clearly being
made respongible for tl:.e success or fallure of the policy, The threat
in the event of their failure is less vague and Indefinable this time
than the mythical dragon of legal powers which would net impose
penalties on work ?eopla that was trotted out last time, Lt is that
the Chanceller will readjust income tax rates in ids next budget {or
sooner, presumably, if necessary), Yet, as lms already been noted,
the format made nccessary bgiusing mmnion negotiators in this wng is
likely to lead at least to gl;:;:cmga growth than &%% within che
policy and quite possibly to hes, It may also be that even strict
obedience would not be enough to counteract other economic forces
which may be at play during the 12 months from August.

It is unknown how much wnion observance of the €6 limit was based
upon the actions taken by the Labour Government iy pursult of the
agreed Labour Party/TUC gmsrsme (Trade Union and Labour Relations
Acts, Eopleyment Protection act, food subsidies, price control,

ions increases, ngion of training, repeal of tle l-busin§
inance Act ete,)} It El known, however, that the Gevernment will be
greatly constrained by economic circumstances from coffering similar
commitments over the next 12 months, although there may of courss be
tacit understandings about future programmes.

What Ls clear is that the TUC and responsible union leaders have
placed themgelves in a verﬂ exposad poaition where they stand liable
to ca the blama for both the failures of thelr owm negotiators and
those of the Govermment. If the Govermment ia forced to change tax
rates oy take other draconisn messures in the coming vesr, the public
mgowell blame the TUC. Nor will its problems cease at that point,

4 body coaprised ¢f organisations .in whdch hard bar ining for the
highest settlemants is the real tast of success is likely to find many
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IEE' flcs who will blame the leadership which gbandomed thet
.prinnl.plel" “the pro-incomes policy lobby may e in a clear majoxity
note, past experience has shown how repidiy that can chenge,
Internal uph-lva. iz a lilely further condequance of fallura, Finally,
it st be likely that the outcome of this will be that the close ties
at policy-malt level so painstakingly reconstructed betuyeen the
Labour .'Pa:ty tha TUC afterthe 196B-70 collapse will once again
break.

.. The com iﬁamlm& is. that the Socini lontragt of c,n—operarian
between“'l.'ﬁmn- fid Eie I5Re which L v 86 Eheld w1
cord aince Febzua:y 1974 may be- mdm.- rask,. slvain . in the comin:
12 monthe, despite the proximi Clectlcn. The very
closensss’of t ralationship 4 ‘ts min selling polni
way prove :Lnl:olmbl,e to ol gha TUC, The Lliimly
outcoie, 0. by the-TUC
gqas:.b‘ly ;he hug ralal::.ensfu.p betnﬂ




