8 February 1980

CABINET
MINISTERIAL COMMITTEE ON ECoNoMIC STRATEGY

—

PUBLIC SERVICE PAY NEGOTIATING MACHINERY

Note by the Chancellor of the Exchequer

The paper by officials poses a very real dilemma. Instinctively, I am

sure, most of our feelings incline towards encouraging decentralised
bargaining, and the paper identifies the advantages that could result from
this. On the other hand, there are undoubtedly severe risks in any change
which stem from the simple fact that trade union negotiators will seek to turn
any situation to their advantage. Officials have quite rightly identified
effective financial limits and financial control as key elements if there is
to be any successful move to decentralised bargaining. But equally, they
point out that past experience in this kind of direction suggests that in
general unions have achieved their objectives at management's expense. If
we are to achieve our objectives in the future, substantial changes from
this past pattern will be essential. This means more effective financial
control, stronger management, and stronger links between finance and the pay

bargainers.

The paper points out, in the Annex, that the areas where this can be achieved,
i cope
at least in the short term, are limited. Further, it suggests that the-: scop
and regards the risks of major
Accordingly officials

for limited experimentation is very small,

change in large pay groups as very considerable.

_ ities) where
Suggest a study of the one public service area (local authori
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there is any significant, degree of decentrali

sed bargaining, coupled with
moves towards greater g

€ographical pay differ
responsibility (whether or not achieved throy,

ing) in other suitable areas,

entiation ang management

gh full decentralised bargain-

I invite colleagues to consider the paper.,

HM TREASURY
8 February 1980
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FUBLIC SERVICE PAY NEGOTIATING MACHINERY

Note by officials

. Cabi ( n item 6 vit or of the
binet CC(;Q) l‘th eeti 8y ) in ed the Chancell f

Exchequer, in consultati i
lon with the Lord Presi
1dent of the Council and
other

Ministers as g i
ppropriate, to arrange for officials to consider the desira.

bility of chan, i isti
‘y ges in the existing systems. for settling the pay of suitable
public sector groups, in the light of the Government'

i md s evolvi ici
cash limits. olving policies for

W : A 3
e have taken this, in the light of the Cabinet discussion, as

requiring us to consider possible decentralisation of pay bargaining in the
public services.

Background

2e With a few minor exceptions, all the non-trading public services are
widely dispersed geographically; nevertheless pay negotiations are mostly
centralised. This pattemis by no means confined to the public services.
The same picture holds in many nationalised industries, and in much of the
private sector - both across industries (eg banks) and in large companies

(eg some car manufacturers, ICI). Such centralisation makes possible central

cost control over all aspects of pay, and can help to eliminate (or at least

constrain) leap-frogging between pay of groups at different locations, and

the proliferation of locally-negotiated bonuses, tincentive' schemes and

other payments, which may reflect as much the pressures on line managers

to get the job done as what can be afforded, or what is justified by the

On the other hand,
s cannot reflect differences in the state
and if set to secure & barely

will certainly be higher

output of the workforce. central negotiation involving

national rates for particular group
of the labour market throughout the country,

adequate labour supply in the most difficult areas, ey
than uired elsewhere Thus many firms with effective financ:
req .

over decentrallised UHIE (GEC is a notable example) have z:‘efer::ed:::::
lised bargaining. Further, in somé situations at least;n ::ttmpt g

to move to local negotiations on pRoaeE R P“:e::a actually achieved
ensure that payments are justiﬁed by the productivity
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(BSC are an obvious example)

3, It is not self-evident vwhich is the

necessarily a universal preference;
vary widely. 1In the

preferable approach. Nor is there

o the circumstances of different groups
€ sector there have b
it~ iscazemnt een moves both to and away

ol : as companies attempt to Secure greater cost
agerial accountability., It follows that each pa:
Y group

must b e ndividually and the balance of advantage for or against
e considered i div y be age f & i

chan . e
ge NElShEd Further » the choice 1s not a Sll\‘lpl one between centralisation

or de-centralisation: there is a variety of intermediate choices,

General objectives of decentralised bargaining

4, The basic objective, against which any proposal for decentralisation

must be judged, is to improve the efficiency of the labour market, and to

make it more responsive to local circumstances, thus helping to reduce unit
costs. This would aim to reflect those factors - supply and demand, regional
differences, efficiency - which Ministers have identified as relevant to
public sector pay determination and which could be influenced by a change

of bargaining pattex%. (It must not be forgotten, however, that the internal
labour market - the relationships between the terms and conditions of those
already employed in an organisation - can be just as important where efficiency

is concerned.) The objective might be achieved through:

a) geographical variations of rates, vhich might arise automatically

under decentralised bargaining, but could also be sought by agreed

central negotiation of eg regional variations. London Weighting

and big city allowances in the private sector already provide

examples of this. They are however additions to national pay

rates: and they are based on differences in the cost of living,

not in the demand and supply of laboure.

i ra-
b) Responsiveness to local markets: an extension of the geog :
ake account of finer local varia-

i iati inciple to t
phical variation princip . :
and market pressures, which could only be achieved in local
This will not however be possible where, as for
the market is a national rather than a local

differentiation would then

tions
negotiatione.

many pay Broups,
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c)

d)

These possibilities should be seen as means to an end,

their own

desirable

Risks

greater or lesser attracti

veness of certain localities
(includ:ng their lower or

higher cost of living),

Deepening mana ement responsibility: direct local responsi-
epen and strengthen
of local staff management: it could
lead to a more positive and effective approach to identi-

fying and eradicating, by negotiation or otherwise,

bility for Pay and conditiong could de
the whole Process

inefficient practices, which generally needs to be done. at
local level.

the opportunities which may exist for exercising more direct

financial control by bringing together responsibility for pay
e NCOntol

and finance,

not objectives in :
right: though (c) and (d) both carry with them wider and
advant ages.

5 Trade unions would be likely to resist decentralisation because it

) it x tase
would reduce the role of national union officials (which may be an advantag

i i cept of a
from the Government's point of view), operate against their concep

i unions to
'fair rate for the job' and reduce the potential power of the

secure it.

: 8 . sl
A dingly any change may involve a price - either financi
ccor

or, if decentralisation 1s pushed tluo“Eh by management, in terms of more

-operation.
difficult negotiations and loss of employee co-op

6 .
be expect ed that unions ould s any ng
L4 It must Wi eek to explo].l: change

" " g A
towards decentralisation to increase wag

have been:
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b)

c)

sed, for eXxample, in the
Indeed
try to make the national rate &
have been jif there hag been ng

bargaining.

engineering industy
Y s they wi
Y will no doubt

anagement, the effective-

ts on management, and the
t and unions,

ness of the financial constrain

power balance between managemen But it
ut it must

nts strongly towards the

es at the expense of

be said that Pagt experience poi

unions achieving their objectiv
management .,

Leap-frogging would be an obvious risk,
same arguments apply as in (a) above.

there is a single employer ,

Again much the
Organisations where
and where there is a long-
standing uniformity of pay treatment which the unions are
expert at enforcing (eg the Civil Service) will be particularly
at risk. In recent years there have been a number of moves
to introduce centralised bargaining precisely to break an
established and very expensive leap-frogging pattern between
different local bargaining units - British Leyland and British
Shipbuilders are notable examples of this. Unless local manage-
ments are both strong and effectively financially constrained,
the unions will simply pick them off and then generalise their
gains. Local productivity deals should be at less risk of this
than local negotiations on basic rates, or on terms and condi-

tions: but even here, powerful forces operate to encourage

'evening up'.

A move to decentralisation would put negotiations into the
erienced in pay bargaining:

sk would be that unions

hands of people currently less exp

this might work either way, but the ri

would gain 1n many cases, and use those gains for Subsequent

It cannot be assumed that line

g TOUpSe
dragging up of other group e to a certain

faced with a job which has to be don

managers,
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Cash limits may not in themselveg be a sufficient financial
constraint,

raint i, and without ¢
there woulg be nothing to sto
loading!

ment through the
the end than at t

Within a cagp limi rtralised
control over pay, p local manage-
ment from !'eng- a settlement (ie spreading the settle-
year so that there was a higher increase at
he beginning) which would automatically

line for the following year!
This could be another fruitful Source of leap-

increase the base s cash limit

frogging.

Financial control ang management freedom

e In our view, necessary conditions for fully decentralised pay bargaining

(though not for geographical differentiation) are that clear financial limits,
the ability to exercise financial control, and the ability to take effective
management decisions, exist at the level of the decentralised bargaining unit.
If such conditions do not exist, there will not be the c-onstraint on and
support for the management pay negotiators to enable them to resist union
pressures and to trade off the level of pay settlements against staff

numbers, productivity or level of service provided.

8. The annex to this paper considers briefly the main public service
groups, and concludes that the main areas where such conditions at present
’
exist are local authorities, the national health service and some groups
it will b
within the industrial civil service. Even for these groups, it will be
i i ism to
difficult, if not impossible,to adapt the financial control nech:x.n =
ining: anc
take full advantage of decentralised bargaining: for to do so, 1:1 .
i i c abo
limits should be set for each bargaining unit so as to reflectblo #
i the bargaining
i . Obviously, the more
market factors and other var:.atic.ms .
units, the more complex and difficult the : B
' there would inevitably be some erro
al managerse

i : : -ts
in setting local cash limits, :

ced on loc
would lead to quite illogical pressures being pla
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They provide

there, it

uch deeper changes that

This however is not

to that i

the responsiveness of b ini i i v B

| pay bargaining to geographical differences
of full decentralised bargaining, :

| is still less likely to work elsewhere given the m

would be required.

but short
should not be tested in the meantime,

Proposals
.
77 10. Ve suggest the following ways forward:

-
[ 7 a) local Authorities. By choice the annual negotiations on

% pay and on most conditions of service for directly employed

staff are carried out centrally, but the individual authori-
tives negotiate 'occasional items', in particular incentive
- bonus and productivity schemes and the local application of
some nationally agreed conditions and grading standards.
¥ This pattern of negotiation and the fact that the locally
negotiated elements produce wide variations in earnings
among the authorities suggest that a study to examine the
following might be of value:

i) how much local autonomy is there in practice
are the problems (NB

11) how effective is it and what
payments, which are

; Clegg's comments on efficiency
- all locally negotiated)

- (CONFIDENTIAL)



b)

raise the suspicions of I..ACSAJ]S.nes i

: (the central negotiating body)
and the Associations about its motives, and, however careful
the handling and Presentation, it might not be possible to
secure the co-operation from them which would be needed if

the study were to be effective,

National Health Service. Although the financial and management
structure makes this a possible test-bed candidate, the fact
that there is shortly to be a major reorganisation in our view
rules it out at present. Trying to alter the pay bargaining
arrangements at the same time, or indeed until the reorganisation
has settled down, would simply be too disruptive: though it
would be worth having the possibility of decentralised bargain-
ing in mind during the reorganisation to ensure that nothing
inimical to decentralised bargaining is created during the
reorganisation. However, this need not inhibit other moves

to bring financial and management responsibility and pay
bargaining in the NHS closer together. The Management fides
of the Whitley Councils are made up of representatives of

and the Health Departments,
Because the cost of pay
Exchequer and implementation

NHS management in Great Britain
the former being in a majority.
agreements is wholly met from the

(CONFIDENTIAL)
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c)

d)

responéibility for keeping offers within the cash limit
Meanwhile Management Sides are considering how best to ;.ntro-
duce more flexibility into the Whitley Agreements,
enable local management to have more discretion,
grading of posts.

which would
mainly in the

Non-industrial civil service. As indicated in the Annex,

the structure of the civil service creates very grave

difficulties in the way of any system of local pay bargaining.
A number of the lower grades are however non-mobile, and form
part of local labour markets: setting a national pay rate for
these grades can mean that they are over-paid in some areas and
under-paid in others. Accordingly the CSD are considering in
detail whether there is scope for geographical pay variations
amongst the non-mobile grades, by taking account of regional

pay variations in national negotiations.

Industrial civil service. As indicated in the Annex, while

basic pay for the industrial civil service is determined

productivity and incentive schemes are locally

the same financial and management
though geographical pay
a possibility. But there
jvil service which form

nationally,
negotiated. For many groups,

problems arise as for non-industrials,

rates negotiated nationally are again
areas within the industrial ¢

its, and where decentra-
i ial and management units, il
" ] uced. Obvious possibilities

are some

effectiv
lised pay bargaining might be introd
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are where trading funds exist
Ord nance Factories,

agreed to examine,

One such case is the Royal
CSD angd MoD Ministers have already

ich is to become a

trading fung on 1 Ap Here we Suggest a study which would

bty
look at the present bargai

ning arrangements ang possible
options for making them mo

re decentraliseq:
of this Ministers coulg consider which

options they wisheq to adopt.

in the lignt
» if any, of the

Summary and Conclusions

11. The basic objective, against which any proposal for decentralisation

must be judged is to improve the efficiency of the labour market, and to

make it more responsive to local circumstances, thus helping to reduce

This objective might be achieved through geographical varia-
tions of rates, responsiveness to local markets,

unit costs.

strengthening management
responsibility and exercising more direct financial control.

(para 4).
12. There are risks. Trade Unions would be likely to resist decentra-
lisation because it would reduce the role of national union officials,
operate against the concept of a '""fair rate for the job" and reduce ﬂ?e
potential power of the unions to secure it. They would seek to ex:;oxt
any change towards decentralisation to increase wa€es-beyond vhntd :yve
would otherwise have been by negotiating local variations over an aAomove
national minimum rates and there would be a risk of leap—ff-aig:::g;ands i
to decentralisation would put negotiations .inf.;o les? ex:::;econstmint.
cash limits may not in themselves be & sufficient finan

(paras 5 - 6).

3' The necessary conditions for f\llly deCOﬂtlﬂnBOd pay b"sﬂinin&
:though not C tiatio are the existence of clear
al differen iati n) p
for geographi :
lmitﬂ the lbili y to Cx.rcise !inlncill contxol and the lbllity
filllllcill ’ 2 t

v ecisions. areas where ch
to tak by t i The main su
fective mmgemen deci

e e

th
he national heal
t sent exist are local authorities, t

Conditions at pre

. @ONFIDENTIAD




€1vil service. Ministers

3 p if they wish t
with the idea of decentraliseq pay b"rsaining Wi 9)0 Proceed further

are recommended to congentrate on these 8roups

14, The following ways forward are suggested:

v d

a study of decentraliseq pay bar

gaining in local
authorities;
—_—nes;

b)
w

the pending reorganisation of the National Health
——— fealth

Service rules out decentralised bargaining at present

but this need not inhibit other moves to bring financial
-
and management responsibility and pay bargaining in the
Fij'_ NHS closer together;
. c) the struct f th -1 i ivi i
ure o € non-industrial civil service
creates grave difficulties in the way of local pay
= bargaining and accordingly the CSD are considering
-
..

in detail whether there is scope for geographical pay
variations amongst the non-mobile grades;
l l-

d) there are some areas within the industrial civil service

where decentralised pay bargaining might be introduced eg
1 where trading funds exist. The possibility of some degree
IV‘ of decentralisation in MoD in relation to productivity

bargaining and allowances is already being examined and a
study might be made of possible options for more decentrali-

(para 10).

sation in the Stationery Office.

(CONFIDENTIAL)



However

» although individual local authorities are in no

way bound to negotiate pay centrally

» they have deliberately chosen to do
80 on many aspects of pay.

Further, their constitutional position means
that the Government cannot force them to change their ne

gotiating arrange-
ments - though it could, of course,

seek to exercise persuasion.

2o The position with regard to other groups of local authority employees.

is rath?r different. Primary and secondar teachers, for example, are
coptoy P ELE o TR Y et ST gt ol For .
local authority services, is through RSG and rates, but the Remuneration

of Teachers Acts . provide for national negotiatious leading to pay
rates with statutory force. Areas of local discretion in grading are built
into the statutory system and London weighting is paid. 'These arrangements
are regarded as appropriate for a national service employing a very mobile

qualified labour force.

3 To take another local authority field, the police are statutorily
maintained by police authorities which, except in the case of the' :
Metropolitan Police District, are closely related to local authorities. :
50% of police expenditure is directly met by the Governmat, 50% by precep

on local authorities (though this element is eligible for RSG). o
ul

National rates of pay are prescribed by the Secretary of Sl:at?ej

nditure is essentially limited only

£ numbers on the police establishment:

egotiated nationally,

government control ov:rtc:x:rent expe!
a g
by the Secretary of / determination o

although this t te w is n

ug; hi con’ rol may be adequn e when pay : ; ;

it would not be an adequate COBStX‘Bint on decent!al:l.aed pay ﬂeSOtlatlonﬂo
.

Any change 1n the existi a!langsﬂenta wo“ld re uire 3 islation.
Y g
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5.

The same argument about the neeq to

provide a national service appli
generally speaking, to the non- i

g . industrial civil service, But even greater
e dlffl..culifles are.caused by the fact that, outside London, much of the civil
-7 0. Seérvice 1s organised, not in large blocks that form suitable negotiating
units, but in small local offices (employment, social security, revenue) or
0t | a cluster of regional offices of different departments. If bargaining were
= by local offices, it would not be practicable to set cash limits down to
" this level of detail:
1 |

further, where different offices were drawing on the

same local labour market, the inevitable result would be leap-frogging. If
I—-l on the other hand, offices were grouped into larger bargaining units on

cross-departmental lines, this would make nonsense of the lines of financial
and management responsibility, as well as requiring a radical reconstruction
I‘ Y of the whole of the present financial structure and method of accounting to

Parliament, which is at present set entirely in Departmental terms.

6 The position of the industrial civil service is more diverse. While

basic pay and conditions are determined nationally, productivity and incen-
tive schemes are locally negotiated. In terms of financial arrangements,
for many the picture described in the previous paragraph app]..les. Otl.zers
form distinct financial and management units albeit on a natlox'ml l;::;s;i:e
the Royal Ordnance Factories (which have operated under a trading

1974) and the Stationery Office

April this year). But there ar

(which is to move on to a trading fund in
e limitations on how far this can be applied.
possibility of a trading fund for the
oly suppliers of services to
nvironment.

For example earlier studies of the -
~mo
dockyards came to nct hing because,as near .
‘ the Royal Navy,they do not operate in a truly
e Oy 63

a
An attempt between 1967-70 to have
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