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I enclose two letters whieh—the—Prime-=—
Minister has received from Lord Shepherd -
the first a formal letter forwarding the PRU
Board's Annual Report, the second offering some
personal comments on the work of the Board.

I would be grateful for a single draft
reply for the Prime Minister to send to
Lord Shepherd, and also for advice on the
publication of the Report.

The Prime Minister has decided to invite
Lord Shepherd and Sir Derek Rayner to a meeting
to discuss the points in Lord Shepherd's second
letter and the PRU system generally. There is
no need, therefore, for the draft reply to-deal
with the substance of the letter. The Prime
Minister would like the Chancellor and either
Mr. Channon or Lord Soames to attend the meeting
with Lord Shepherd and Sir Derek Rayner. We will
be in touch to arrange a time and date.

I am sending a copy of this letter and its
enclosures to John Wiggins (H.M. Treasury),
Jim Buckley (Lord President's Office) and to
Sir Derek Rayner.

G. E. T. Green, Esq.,
Civil Service.Dggaﬁﬁmgnt.A-‘
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Queen Anne’s Chambers

41 Tothill Street, Lonpon SW1H 9]X
Telephone: 01-273 4465

CHAIRMAN
The Rt Hon Lord Shepherd P.C. 1 May 1980 -

The Rt Hon Margaret Thatcher MP
Prime Minister and

Minister for the Civil Service .
No. 10 Downing Street

London SW1
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I have sent to you today the report of the Civil Service Pay
Research Unit Board on the 1979/80 operations of the Civil Service
Pay Research Unit. This letter is a brief personal comment in
confidence. d . —_—
— -

My Board has a role stemming from the 1977 Civil Service National
Pay Agreement to satisfy itself that the Unit is undertaking its
responsibilities properly and efficiently, and for safeguarding
the independence and impartiality of the Unit.

Our report sets out how we have discharged our responsibilities.
We are satisfied with the professional approach of the Unit, impressed
by the thoroughness with which it goes about its business, and by
the high regard in which it is held by most of the erganisations
with which it deals. There are areas where we have suggested some
changes or have asked for some investigations to be made, but we
have little doubt about the overall soundness and validity of the
Unit's surveys.

I have, over the past year, made clear to the Lord President of
the Council and the Minister of State, Civil Service Depariment,
the very restricted role of the Board. We are concerned with only
one aspect of the pay research system; the integrity, impartiality
and effectiveness of the Unit. We are precluded under our terms of
reference Trom involving ourselves in, or commenting on, the range
and '!':Ige of information produced for the negotiating parties, how
e Unit's data 1s used or interpreted, and on the validity and

efTectIveness 0 pay research system as a whole.
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The Board's report is thus similarly limited in its scope and

you will appreciate that it does not therefore review the whole

of the operations of the pay research system. I feel it necessary

to say that I, personally, have doubts on how long the independent
y' , members of the Board will remain satisfied with their current

restricted role.
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The Rt Hon Margaret Thatcher MP
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The terms of reference of the Civil Service Pay Research Unit
Board require us to receive an ammual report from the Director
of the Pay Research Unit, and to submit to you an annual report .
for publication.

The Board has completed its examination of the work of the Unit
for the period of the 1979/80 pay research programme, and I a.ccordmgly
submit the ammual report of the Board which incorporates that of

the Director of the Unit.
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PAY RESEARCH UNIT BOARD REPORT
Thank you for your letter of 6 May.

The Government is committed to publish the Pay Research Unit
Board's Report as well as that of the Government Actuary on the
pension deduction. We would therefore recommend that both
reports should be published simultaneously as soon as possible.
The Government Actuary is keen that his report should be
published before the pensions enquiry starts its work, and we
would agree with him. This points to publﬂc:t:on Jjust before
Spring Bank Holiday. If the Prime Minister is content with
this timetable we will therefore arrange the publication of
both reports on 22 May. As requested, I enclose a draft reply
from the Prime Minister to Lord Shepherd's letter. Since

“Lord Shepherd is now due to meet the Prime Minister on 14 May

to discuss the personal comments he has made on the work of
the Board, we have made no reference to this in our draft

- reply. - O

I am copying this letter to the recipients of yours.

\/ou < LNCOE! . Mﬁi
ol

G D ROGERS » >
Assistant Private Secretary
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DRAFT LETTER FROM THE PRIME MINISTER TO: L

The Rt Hon Lord Shepherd PC

Chairman

Civil Service Pay Research
Unit Board

Queen Anne's Chambers

41 Tothill Street

LONDON SW1H 9JX

Thank you for your letter of 1 May submitting the report

of the Civil Service Pay Research Unit Board covering the

1979/80 pay research programme.

I understand that the arrangements for publication of your
report are in hand. The Civil Service Department will be
arranging simultaneous publication of it and of the

~

Government Actuary's Report on the pension deduction as

“soon as possible before the Spring Bank Holiday. —-

Please convey to the Board my thanks to them and you for

all the Board's work on this important subject.
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REVIEW OF PAY RESEARCH SYSTEM

I have now read myself into this subject, and this is the first

observation to occur me.

2. If we continue with Pay Research (as seems both likely and
desirable, despite the problems with which we are all familiar)
then it seems to me there are two important changes to make to the

system.

3. The first almost goes without saying: the work of the PRU
should be far more open, at least to the PRUB if to no one else,
and any obvious absurdities in the comparisons should be ended.

This was all common ground at our meeting yesterday evening.

b, The second was not touched on at all. At the moment the

Pay Research system leads to pay rises that are based on both
comparability and indexation (see paragraph 7 iii and Annex B of

the paper attached to Mr Channon's note of 16 May). The "comparable"
rates of pay arrived at in outside settlements are uprated to the
Civil Service settlement date by use of the RPI. This is a

"neutral assumption'" according to Mr Channon's Annex B. But of
course it is not: it brings the "cost-plus'" mentality we are

trying to eradicate right into the heart of the pay research

system.

S When prices are rising ahead of earnings this indexation to

prices will push Civil Service pay rates ahead of other earnings,
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and vice versa, so there are arguments both ways. But I think
this method of uprating cannot be justified in present conditions,
it should be up to the Government to decide the size of the
uprating. The sums at stake are, I imagine, quite substantialj;
and they would enable one to reconcile pay research with cash

limits more easily.

_,Q_Q.

GEORGE CARDONA
21 May 1980
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REVIEW OF PAY RESEARCH SYSTEM

The Financial Secretary has seen Mr Cardona's minute of 21 May.

He agrees with Mr Cardona that the ''nmeutral assumption'" used for
updating the comparable rates of pay established through pay research
is not in fact neutral at all, and at this point needs to be looked

ate.
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Mr P Rayner.

Mr Cropper

MR CARDONA
REVIEW OF PAY RESEARCH SYSTEM
The Chancellor has seen your minute of 21 May. He

has commented that your paragraphs 4 and 5 make an
important point in a way which had not occurred to

AP

¥ A HALL
22 May 1980
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Chief Secretary
Financial Secretary
Minister of State (C)
Minister of State (L)
Sir Douglas Wass
Mr. Ryrie

Sir Anthony Rawlinson
NOTE FOR THE RECORD | My, Middlebon
Mrs. Heaton
Mr. France
Mr. Ridley

PS/Lord President

DISCUSSION WITH THE LORD PRESIDENT : CIVIL SERVICE PAY

After yesterday's meeting about Zimbabwe debt, the Lord President

of the Council stayed behind for a short private chat with the

4:3/;6

Chancellor. Lord Soames rehearsed some of the arguments from his
paper on the PRU for E Committee tomorrow. He said that he saw
three possible choices; to abolish pay research, to try to make
the pay research recommendations fit into cash limits by means of
"fudging" i.e. through adjustment to numbers and all staging; or
to continue with pay research, suitably modified. One problem
about Lord Soames' middle course was that the Government was
already committed to a target of 630,000 over the next four years.
In the view of Mr. Channon, the Government would be given a rough
ride by the House if it tried to count staff savings to accommodate
pay settlements in that number, which the Government was already
committed to achieving. The Chancellerr said it was central to

the overriding objective of getting inflation down that the year
on year increase in civil servicc earnings should be less than
backward looking comparability processes were likely to come up
with. He mentioned to the Lord President the worries he, the
Prime Minister and the Secretary of State for Employment had about
the demonstration effect of the forthcoming increase in MPs' pay.
They would get 13 per cent as a catching-up payment, and probably
around 18 per cent to bring their salaries up to date. It would
be very helpful to the Government if they could obtain the
agreement of the House to, say, only 9 per cent on top of the

13 per cent. He had, however, earlier that day seen Kenneth
Baker MP, who had been very doubtful that the Government would be

able to extract such a concession.

/2.
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2. The Lord President said that civil service pay had always

lagged behind the average. His strongly held personal view was
that an attempt to hold down civil service pay well below the
levels produced by pay research would invite three to four years
of expensive industrial strife, which would leave the Government
no better off at the end of the day. The lag in comparability
arrangements which led to high civil service settlements at a

time when other wages were falling applied equally in reverse when
ouiside wages were rising. A possible formula for fixing civil
service pay might be to deduct a fixed percentage from the PRU
figﬁre when other wages were falling relatively, and adding on the
same amount when other wages were rising faster. The Chancellor

said that although the Government had been less frank than it
might be about it, a fall in real living ctandards was inevitably
taking place. It was vital as far as the Civil Service was
concerned to get a settlement which was appreciably below the
current rate of inflation. Lord Soames said that if the

difference between the year on year increase in the cash limit

and the result of pay research was only around 1 per cent, this
could be disguised by the usual devices; but a gap of 4 to 5 per
cent could not be fudged. If the cash limit was to be the
determining factor of civil service pay this was tantamount to the
Government withdrawing unilaterally from pay research. He thought
that changes in the pay research procedure were negotiable with

the civil service unions, but this depended crucially on a clear
intention by the Government to honour the findings of the modified
PRU.

3. The Chancellor éaid that manufacturing industry would need

to reach very low pay settlements, as a matter of survival; the
banking and oil sectors on the other hand would be able to continue
to pay well. The Lord President agreed that the weighting of

the various analogues may well need to be modified.

/.

s
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L, The Chancellor said he was prepared to look sympathetically
at all the Lord President's detailed suggestions for modifying
the pay research process; but he still feared that they would

fall short of what was needed to guarantee a settlement at a

level the Government could accept.

M.A. HALL
bth June 1980

SECRET
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Mer. K,ou;y, ;
The Prime Minister would be grateful 3
if the Lord President would put a paper to -
E Committee on the PRU and the PRU system !
of pay determination in the Civil Service. !
She has also asked that such a paper should i
include consideration of the work of the ?
Government Actuary on the adjustment for

| differences in superannuation benefits.

I am sending a copy of this letter to
Private Secretaries tc members of E Committee
and to Martin Vile (Cabinet Office).

’ Jim Buckley, Esq., ‘x~ ]

Lord President's Office.
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Finister of State (C)
Mirister of State (L)
Sir Douglas Wass

Mr Ridley
Copies sent to:

Sir Anthony Rawlinson
Sir Kenneth Couzens
Mr Middleton

Mr Littler

Mr Unwin

Mr Bridgeman

Mr Robson

Mrs Heaton

Mr P Rayner

CIVIL SERVICE PAY
On 23 July you suggested to E Committee (E(80)27th Meeting)
that, because cash limits would have to override the application of

comparability in the 1981 settlement, it would probably be necessary
to suspend the Civil Service Pay Agreement. ©Since six months notice
was required, a decision would have to be announced before 1 October
and, so as to obtain demonstration effects on the private sector,

you envisaged an announcement before the Recess.

2y E Committee, however, decided that the Lord President should

be left to continue his discussions with the unions on the improvement
of the pay research system before a decision was taken on suspension
of the‘Agreement. The Lord President was to report back in September,
in time for the 1 October deadline.

3 Since then we, in consultation with a small interdepartmental
group, have been preparing a paper on the main options for the

civil service pay system; this work will be available shortlji It
has however become clear that the Lord President will not be able to
report at all conclusively this month on his parallel talks with the
unions. It is therefore necessary to anticipéte E Committee's review
of the case for suspending the Agreement.

4, This may be easier than it sounds, since the Civil Service
Department are firmly of the view that the meeting which the

-1 -
CONFIDENTIAL & PERSONAL
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znd vhich was reported in ihe press, constituted such notice as is

=guired end has been interpreted in that cense by the unions. The
ord President made it clear that cash limits would have to be the
major determinant of Civil f=rvice pay in 1981. He did not give
notice of formal suspension; but that is felt by the CSD to be
unnecessary and in some respects damaging (because it might make it
more difficult to reinstate the agreement if that were wanted), as
well as being provocative. The Lord President is said to be
determined that there should be no allegations of bad faith if
primacy is given to the cash limits rather than to pay research and
it is envisaged, therefore, that he will write to the staff side in
suitable terms to remove any ambiguity there might be. It will
probably also be necessary, but at a later stage, to take

corresponding action in relation to access to arbitration.

Sa It had been our view, as put to you, that formal suspension

of the pay agreement was desirable. We are, however, persuaded, on
the advice of the CSD, that no substantial additional risk will be
run by proceeding as they suggest; the demonstration effect of
suspension would be partly lost; but the discussions with the unions
about changes in the system might have a better chance of success.
The Department of Employment and CPRS concur,

6. In view of the E Committee decision that this matter should
not be resolved before the Lord President's report, and in view of
the slippage of the report into October, the method of handling
needs Ministerial clearance now. The best way of achieving this,

on which the Cabinet Office agree, is probably a letter from you to
the Lord President, copied to the rest of E. The attached draft is
designed to smoke the Lord President out; it invites him to write
to the staff side in terms which will avoid accusation of bad faith
or yet further breaches of agreements if cash limits take precedence
over pay research in the determination of the 1981 settlement.

‘_R,)
( P V DIXON )
Il September 1980

CONFIDENTIAL & PERSONAL
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Copied to: E Comrittee

Sir Robert Armstrong

Lt E Committee on 23 July we concluded that you
should continue your talks with the Civil Service unions
on the revision of the current pay agreement, and report
back in September, before we reconsidered the question
of giving six months notice of suspending the agreement,
which would have to be done by 1 October.

Eu I am concerned that time is now running out for that
decision. I understand that it is unlikely that you
will be able to report at all conclusively this month.

/ And I myself shall be absent for some time at the end
of the month./

3e I am prepared to accept your judgment as to whether
one needs to go as far as formal suspension in order to
safeguard the situation adequately. But I think it is
vital that 1 October is not allowed to pass without our
being fully confident that we have done all that is
necessary to avoid accusations of bad faith or breach of
agreement if, as the unions have been warned, cash limits
override pay research information as a determinant of
1981 settlements.

4, I hope you will agree, therefore, to put the matter

on the record in an unambiguous way, referring to suspension
explicitly if that is necessary but at the least ensuring
that the Government have freedom to act as envisaged by

E Committee.

S If we could agree on such a course by correspondence,
it should be possible to defer into October your report back
on your discussions with the unions, and I imagine that

this is what you would prefer.

CONFIDENTIAL & PERSONAL
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As you know I told the Civil Serv1cE-Un10ns on 1 August that
the cash limit would “be the-main-dederminant of the next Civil 2

Service pay settlement in April 1981. At the previous E
Committee we had concluded that the pay research evidence would
be useful for the distribution of the settlement, and I tl.erefore
told the unions that pay research would have a part to play.

Under the terms of the Civil Service Pay Agreement the evidence
collected by the FPay Research Unit is due to be delivered to
both parties by 15 November. MNost of it is ready now.

At E Committee last Thursday it became apparent that decisions

on the cash limits for the public services will have to be taken
before the pay research evidence is available to us. At the sort
of levels we are now discussing, I see little prospect of varying
tlhe distribution of the pay increase for the Civil Service between
different groups; nor, as I said-at E last week, will we have
agreed anytn_“g with the Unions on changes to the ray Tesearch
system in time for the 1981 settlement.

I have concluded that no point would now be served in allowing

the pay research evidence to come in. We cannot make any practical
use of it ourselves. The unions would only use the figures -

which will reflect the "going rate" in the first half of this

year — to supvoort their case for higher increases than we are

ready to allow. -

I therefore propose that we should now formally suspend the
operation of the Civil Service Pay Agreement for the April 1981
settlement, to enable us to halt the delivery of the pay research
evidence to the two Sides. We shall be accused (and rightly) of
breaching the agreement but I do not think we shouid allow that
consideration to deter us.

Ideally we would suspend the Pay Agreement at the same time as

we announce our general position on public service pay and our
decisions on cash limits. But on the basis of the present
timetable for that announcement we should be leaving the
suspension of the Pay Agreement too late to prevent the delivery
of the Reports to the parties. I therefore propose that we should

'* ! go ahead with this durlng the next few days.

\ \,0
7
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I enclose a draft letter which I would propose to give

to Mr Kendall, Secretary General of the Council of Civil
Service Unions, announcing our decision. I will also need
to inform the Chairman of the Pay Research Unit Board,

Lord Shepherd, and Director of the Pay Research Unit. I
would make clear to them thgt the Board and Unit will remain
in being while we are continuing our discussions with the
Unions about the longer term.

I am sending copies of this minute to Geoffrey Howe and
Jim Prior.

SOAMES
20 October 1980

Enc.

2
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DRAFT LETTER FROM THE LORD PRESIDENT TO MR KENDALL %

When I met the Council of Civil Service Unions on 1 August
I said that the cash limit would be the major determinant
of Civil Service pay next year. I also make it clear that
the Government wished to see a number of changes in the
present pay résearch system, some of which involved changes
to the existing Pay Agreement.

As you and your colleagues will be well aware, the economic

position at present is an increasingly difficult one. There

~ 1s an overriding need to combat inflation, and the Government

has made clear the need for restraint in pay settlements
generally in this round. This need hés become even more
apparent than it was when I sawrthe Council. i belie&e there
is growing recognition that this approach is the right one in

the national interest. - &

Our discussions with the Council on the pay research system
have shown that it would be unrealistic to think in terms of
early agreement, =azlthough we attach importance to pushing

ahead with our talks.

Against this background the Government has decided that the
Pay Agreement should be suspended so far as the 1981 settlement

is concerned. I much regret that this should be necessary.

CONFIDENTIAL
CONFIDENTTIAL
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CIVIL SERVICE PAY

Sad though it is to record, there is only one response you can make to the Lord
President's minute pf 20 October to the Prime Minister, and that is "I told you so''.
Your paper E(30)71 advocated formal suspension of the pay agreement, both to show

the private sector that tne Government meant business in taking a tough line on
public service pay, but also to avoid there being any doubt in the minds of the

Civil Service Unions about the Government's position, and to ensure that we were

not put in tne wrong by oreaching the agreement. However, the meeting of E Committec
on 23 July decided against formal suspension, and the Lord President's statement

to the Unions instead asserted that cash limits would be the major determinant of

the 1981 settlement. You returndto the point in your letter of 12 September to the
Lord President, and again his reply concluded that formal suspension was not necessar
Now, and for precisely the reason we advocated - that having the pay research evidence
av~1ilaole to the parties serves no useful purpose other than to embarrass the
aov-rament - tre Lord President has concluded that formal suspension 135 necessary.

51t Lo achieve 1t, we have to break the pay agreement.

Newist:elelyy we cun cnly conclude that the Lord President 1s right, if belatedly.

a2 e waena you to support him.

Tnere is one point on the draft letter which he proposes to give to the Secretary
General of the Council of Civil Service Unions. The second sentence of the seacnnd

varagrapn ling 1o S U S T ¢ v seltoemertrn.  As drafted, it could

praE fhe . £ B 0 g - %, swun~d 177 e
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CIVIL SERVICE PAY
I have seen a copy of the Lord President's minute to you of
20 October.

I think it is a pity that we have now been put into the position
of having to break the Civil Service pay agreement by suspending
it out of time. For some months, I have been of the view that

we should need to suspend, and drew attention to this in my

paper E(80)71 and in my letter to the Lord President of

12 September. I would not now dissent from his judgment in favour

of suspension.

I do, however, question one of the arguments for doing this,
that it will not be practicable to vary the distributign of
the 1981 Civil Service pay settlement between different groups.
The responsibility for managing the Civil Service will remain
even if the Agreement is in abeyance; and it is certainly not
our intention to create a uniform level of settlement across

. the public services even if we adopt, as we did last year, a

standard figure for the pay assumption to use in cash limits.

I have one comment on the -draft lettéf attached to his minute.
As the second sentence of the second paragraph now reads, it links
the need for restraint in pay settlements with the need to

- deal 'with inflation. I think the argument goes wider and
‘includes public expenditure. So perhaps the 'simpliest course
is to delete the reference to the overriding need to combat

~ inflation, relying instead on the first sentence about the
‘,Adlfflculty of the economic p051t10n wnlch subsumes the problen

of 1nflat10n.

‘I am sendlng caopiles of this minute to th;staphe;—%eam#s and

’J&m—PfieTS:omJtu‘ 4l Cruts ¢~ Qkuld;Ykﬁ1



PRIME MINISTER

CIVIL SERVICE PAY

M Codoe, R

I have seen Christopher Soames' minute to you of 20 Octgbg%?“'l agree
that no point is served by 1etting’the pay research evidence come in.'
But I am alarmed that it now seems tiat we shall need to breach the
Civil Service Pay Agreement to achieve this objective. This is bound
to lead to a row with the unions over a matter of principle which it

would have been much better to avoid given the inevitable row over the

size of next April's settlement.

It has for some time been appreciated that, in order to avdid accusations
of bad faith, it would be necessary to serve formal notice before

1 October under the terms of the Agreement that it would not be
operated for next April's settlement; and Christopher Soames' letter
to Geoffrey Howe of 17 September made clear that a further letter
would be sent to the unions in good time to avoid any possible doubt
on thiz important point. I understand that such a letter was sent

on 1§ September. Would it not be better therefore, in order to
minimise the risk of accusations of bad faith, to seek now to rely

on that letter as haviqg given formal notice? If this approach were
to be followed, the letter that is now to go to the unions would

first confirm that the letter of 19 September constituted formal
notice; and would then make clear that the pay research evidence would

not be forthcoming.

Copies of this minute go to Christopher Soames and Geoffrey Howe.

<y
jae

(1/:? October 1980
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Civil Service Pay M. D'\‘”’“‘
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The Prime Minister hag/ﬁow considered the Lord President's
minute of 20 October about Civil Service pay. She has also

seen the Secretary of State for Employment's minute of
23 October.

The Prime Minister agrees that action should be: taken now
to prevent the pay research evidence from coming in. As
regards Mr. Prior's suggestion that this could be achieved by
invoking the letter of 19 September, I have told the Prime
Minister that your Department is quite clear that the terms
of that letter do not in themselves amount to formal
suspension of the pay agreement. ‘On that basis, she agrees
that formal suspension of the agreement for 1981 should
now be announced quickly, though she hopes that the Lord
President will make good use of the letter in defending
the Government's action.

I am sending copies of this letter to Peter Jenkins
(HM Treasury) and Richard Dykes (Department of Employment).

Jim Buckley, Esq.,
Lord President's Office.
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I have seen the minute of today's date from the Seere%%§y«
of State for Employment commenting on my minute of 20 October
to you. I am glad that he agrees that we should stop the pay
research evidence coming in.

Two events have occurred since I wrote which in my view

require us to move very quickly to give effect to a decision

to suspend pay research for 1981. First, the Financial Times
has apparently heard a garbled report to the effect that the
Government has already decided to suspend the Pay Agreement

for next year and to inform the unions of the decision at a
meeting tomorrow. Mr Kendall says that they have approached
him for comment on it. Secondly, Mr Kendall himself has been
instructed by the Council to see the Director of the Pay
Research Unit tomorrow to request the immediate delivery of
those of the Unit's reports which are already complete: unless
we suspend the Pay Agreement, the Director may find it difficult
to withstand this request for long.

I am clear that the terms of the letter of 19 September do not,
in themselves, amount to formal suspension of the Pay Agreement
~but I shall of course make good use of the letter in defending
our action. .

What is clear is that the only way of preventing the reports
coming in - and we are all agreed on the need for this - is to
announce the formal suspension of the Pay Agreement for 1981
and to do so quickly.

I am sending copies of this minute to those who received the
earlier correspondence.

SOAMES

2% October 1980
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With the agreement of the ifime Minister T will be telling

Mr Kendall (General Secret ry of the Council of Civil Service

Unions) on Monday afternoon that we-are..suspending the

operation of the Civil Service Pay Agreecment so far as the

1981 settlement is concerned.

. —

CIVIL SERVICE PAY

-
———

When I met the Council in August I told them that the cash
1limit would be the major determinant of Civil Service Pay next
year although I also said that pay research would have a part
to play. (This was in accordance with our conclusion in

E Committee in July that the pay research evidence might be
useful in deciding on the distribution of the settlement.)

Subsequently the unions were given formal notice of this position
under the terms of the Pay Agreement which requires us to give
6 months notice of intepyion to withdraw from all or part of it.

It is now clear that at the kind of pay levels for the public
services which we are discussing there will be no role for
pay research. We have therefore decided to set aside the Pay
Agreement as a whole with immediate effect. This goes beyond
the terms of the notice we gave. But, since pay research will
not apply in the 1981 settlement, suspension now makes our
position quite clear.

In answering any charges of breaching the Agreement we can point
firmly to the facl that we gave due notice to the unions that
next vear's settlement would have to be determined on the basis
of the cash limits position.

We are still in discussion with the Council on changes to the

pay research system for the longer term and I shall be making
it clear to Mr Kendall that we want these talks to continue.

1
CONFIDHEIANBDENTIAL
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My officials will be providing Departments with background
briefing on which they can draw in dealing with queries
from their staff after the suspension has been announced
publicly immediately following my meeting with Mr Kendall.

I am copying this minute to the Prime Minister, all
members of the Cabinet, including the Minister of Transport
and Sir Robert Armstrong.

WML\

SOAMES

L ]

2
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When I spoke to Clive Whitmore last night about this to
forewarn you that the Lord President was writing, he told

me that the Prime Minister's decision, which was in line

with the Lord President's thinking, was about to be despatched.
We agreed that to avoid confusion I would not send my minute.

I collected your note and we are now inviting the Secretary
General of the union side, Mr Kendall, to meet the Lord
President. This will now be early next week to allow time

for us to adequately brief the management in departments. I
will be 1in touch about the precise timing.

Attached is the Lord President's minute which I think we
should put on the record. It does contain some new information.

T am conylng this, with the Lord President's minute, to
ks g gt B e (Chancellor's Office) and Richard Dykes (Employment).

JMA.S &

pons el

J BUCKLEY
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PRIME MINISTER
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I have seen the minute of today's date from the Seﬁre ?y«

of State for Employment commenting on my minute of 20 October
to you. I am glad that he agrees that we should stop the pay
research evidence coming in.

Two events have occurred since I wrote which in my view

require us to move very quickly to give effect to a decision

to suspend pay research for 1581. First, the Financial Times
has apparently heard a garbled report to the effect that the
Government has already decided to suspend the Pay Agreement

for next year and to inform the unions of the decision at a
meeting tomorrow. IMr Kendall says that they have approached
him for comment on it. Secondly, Mr Kendall himself has been
instructed by the Council to see the Director of the Pay
Research Unit tomorrow to request the immediate delivery of
those of the Unit's reports which are already complete: unless
we suspend the Pay Agreement, the Director may find it difficult
to withstand this request for long.

I am clear that the terms of the letter of 19 September do not,
in themselves, amount to formal suspension of the Pay Agreement,
~but I shall of course make good use of the letter in defending
our action., .

What is clear is that the only way of preventing the reports
coming in - and we are all agreed on the need for this - is to
announce the formal suspension of the Pay Agreement for 1981
and to do so quickly.

I am sending copies of this minute to those who received the
earlier correspondence.

SOAMES

23 October 1980
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TCSC 27 OCTOBER: SUSPENSION OF PAY RESEARCH

1. By the time you see the Committee, the Lord President will have told the
unions of the Government's decision. You may therefore be questioned on it. A

text of the final letter to the unions will be coming direct to your Office from

CSD.

2e The line to take on the reasons for the decision is agsfollows. The unions
were told in August that the cash limit would be the main determinant of the April
1981 settlement. They were also told that pay research would have a part to play.
The Civil Service Department gave formal notice of the position to the unions in
September in accordance with the Pay Agreement. The Government has now concluded
that pay research cannot play a useful part in relation to the 1981 settlement.

It has therefore acted now to clarify the position in good time. While suspension
goes beyond the notice given earlier to the unions it does no more than reflect

the reality of the situation as it has developed.

3. I suggest you avoid being drawn on the detailed implications of the announce-
ment. You can fairly leave that for Lord Soames. However, you can take credit
for the Government's insistence that cash limits will be the major determinant of
public service pay settlements this year, even when this entails tough action to
achieve it: you can indicate that the pay element in cash limits will be in single
figures, though the final decision on the precise figure still has to be taken:

and on the other side, that the suspension does not constitute an overall adverse
judgement on pay research in perpetuity, and that (hopefully) the Lord President
will be continuing his negotiations with the unions on’improvements in the present

pay research arrangements.

27 October 1980

CONFIDENTIAL
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£ Civil Service Unions on 1 August I

When I met the Council o

said that the cash 1limit would be the major determinant of Civil
Serv1ce pay next year although I foresaw pay rescarch playing
some unspecified part. I also made it clear that the Government

visn to see a number of changes in the present pay rescarch
P

nge

~ system, some of which involve changes to the existing Pay

. Agreement. :
As you and your colleagues will be well avware, thes economic .
position since then has become increasingly difficult. There
is an overriding need to compat inflation and the CGoverrment is
convinced of" uhe paramount lmporbapce of restrained pay settlemznts
generally in this round., Tnis has become even nore apparent ihan
it wes when I saw the Council and in the circumstiances I sce no .

Dlace for pay research in the April 1881 settlemant. !

Against this backgro d the Government has decided that the Pay
Lzreement should be suspended so far as the 1881 settlement is
concerned. I much rggret that this should be necessary. Our
discussions with the Council on chaznges TO the pay research system
.Tor the longer term have not yet got very Iar but I attach
importance to pusning enszad with tThem.
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At yesterday's Cabinet we discussed briefly the point made “7>“°”
in paragraph 6 of C(80)65 in which you proposed that for Ma qa')of.m‘.
cash limits purposes we should decide now on a provisional Ms

pay factor for the pay round starting in August 1981; aﬁaé' “ §'w”
that this should be two percentage points below the figure 14~fL;Mx/
we adopt for the pay round which has now begun. A. CAn)LJA

I can well understand the reason for making this proposal.
We all hope that the general level of pay settlements will
decline and will continue to do so. But I am concerned at
the additional strain which this course would place on our
efforts in this pay round. It will not be possible for us
to disguise the assumption that has been made about the next
pay round and it will appear that we are deciding now on what
amounts to a two year pay policy for the public services.
This is certainly how it will be presented by the unions even
if the figure for the 1981/82 pay round is described as only
being "provisional". It is far from clear yet how the present
pay round as a whole will turn out and it is important for us
not to appear at this stage to close off options on the longer
— 77  term treatment of public service pay. For example it is
important we should not give the impression that we are
- deciding now that pay research cannot return for the non-
- industrial Civil Service ih April 1982. This would belie
our recent assurances to the unions that we are prepared to
review that possibility in the light of progress in our
-discussions with them on improvements to present procedures.

It seems to me that there are two courses we could follow which
would save us from boxing ourselves in and avoid giving the
impression that we are launching an incomes policy, at least
for the public services, and-at least for two rounds.

a)  to use the pay factor fixed for the present round in
making provision for any settlements in the 1981/82 pay

1-"_-, 7"7<\\
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round which fall within the period of the 1981/82

cash limits. It would be made clear that the provision
made for these settlements would be adjusted up or

down once we were in a position to make a firm judgement
on their appropriate level. I recognise that this would
involve being prepared to contemplate "claw back" which
would not be easy;

b) to assume a nil increase for those settlements
which will fall in the 1981/82 pay round and then to
adjust the cash limits upwards nearer the time. This
would involve accepting in advance the need for upwards
ad justment but would make it clear we were not making
any assumptions about the 1981/82 round at this stage.

I would myself prefer either of these courses tothe one you
propose; it may well be that (b) is the less difficult of the
two.

As this is somewhat technical, I thought I would put the
problem to you and colleagues on paper before our discussion
in Cabinet. ‘ , A :

I am copying this letter to the Prime Minister, other members

of the Cabinet, including the Minister of Transport and
Sir Robert Armstrong. '

(/£&L-~a ﬁDC-cjuyL1%1‘

| ‘( f&i:ﬁjlﬂigup«bta~7>
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PAY RESEARCH

I do not have the close familiarity with Pay Research which
would be needed to comment adequately on this matter. Nevertheless

I would make the following points.

1. Pay Research tends to be thought of in terms of "equity".
It would be more to the point to think of it in terms of
providing a substitute for the kind of market intelligence
which is available in the private sector.

2. There are many jobs of the category which used to be described
as "clerks, typists etc" which are common to both private and
public sector. People of this sort are usually pretty mobile

and where alternative employment is freely available in the
locality they do in fact move about a great deal. One always
knows therefore whether one is paying the right rate by the

scale of wastage, the difficulty of recruitment and so on.

3. Nevertheless it is commonplace for firms to make comparisons
between themselves to ensure that their figures are about right.
Thus we used to exchange information with Players and Raleigh, .
the other major employers in the Nottingham area. The exercise

was carried out by the Personnel Division and viewed with suspicion
by the Finance Division. Similar arrangements existed on the
Retail side of the business: and in addition there are a number

of private organisations providing information of this kind.




b5 Y4
® o

4, The information was never regarded as more than indicative
or complementary. What mattered in the end was the fact of

wastage, recruitment and staff morale.

5. When therefore one is dealing with staff who are fully
mobile particularly between the public and the private sector,
there is a place for pay research - I come later to the question
who should do it - but it should be seen only as one input

into a system which placed most of the weight on recruitment,
wastage etc.

6. I do not know what categories would be covered by my '"mobile"
description: or how far up the scale they would go. But this
could no doubt be ascertained.

7. Above the mobile grades, there is a very great difficulty.

I do not believe that in general comparable jobs do really exist
in the private sector. It is true of course that specialists
such as scientists, lawyers, doctors, and possibly statisticians,
accountants and economists are found in both sectors: and there
is also a tendency for big businesses to develop bureaucracies
which bear a superficial resemblance to the Civil Service. But
in general I do not think there really are "comparators" except
at a superficial level nor do I think the comparators are wide-
spread. One would need to question the people who chose the
comparators very closely to discover what in fact goes on.

8. There is also a very considerable feedback effect here: ie
an increase given in the civil service to match an alleged salary
level in the private sector then leads to a comparable increase

being given in the private sector.

st ——————
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9. This question of what happens in the case of the middle grades
is parallel with the question I have raised before in relation

to Boyle - namely what is it that Boyle really does. The
impression I form is that originally Boyle was looking at
movements in salary levels but as time has gone by he has moved

in the direction of comparing absolute salary levels. Whether
the resulting closing of the gap between public and private
salaries is justified or not, it would have the effect over the
years of resulting in above average increases in the public

sector. There is evidence that this has happened.

10. If a pay research body exists it ought not to be run by
Civil Servants or serviced by Civil Servants. I do not think
that anyone can be objective about their own salary. It would
be well worth considering whether and on what terms the
information could be bought in.

11. We need to know a great deal more about the whole Pay
Research/Boyle system if we are to come to the right

conclusions.

)i
S WA
LORD COCKFIELD

28 Nowember 1980
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As you know, we suspended the Civil Service Pay Agreements and
the pay research procedures governed by them only in relation to
the April 1981 settlement.

Under those procedures we would need to reach agreement with the
Civil Service unions by the middle-of next month on the detailed
arrangements for external surveys by the Civil Service Pay
Research Unit in readiness for the negotiations on the April 1982
settlement. It is much too soon for us to decide whether we shall
be able to reach agreement with the unions on the kind of changes
we want to the pay research system or even then whether or not we
will wish to return to pay research as the basis for the 1982
settlement. At the same time we do not want now to rule out that
option.

The sensible thing would be to postpone a decision on this until
the summer. Therefore I propose that we should decide now that if
in the event we do return to pay research we would ask the PRU to
bring up to date in the autumn the information which 1t has
collected this year but has not released to the negotiating parties.
This would not prejudice our room for manoeuvre in deciding how to
interpret or apply the evidence following the discussions with the
unions on pay research procedures.

To cancel the arrangements for fresh surveys would technically
involve a further breach of the Pay Agreements. The unions will
therefore no doubt protest about it. But since i1t will keep open
the option of a return to pay research in 1982 I hope that they
will at least acquiesce in it.

1
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Unless you or other colleagues see any objection I propose
to write to the Civil Service unions on 9 January to tell

them:

(a) we still have a long way to go in our
discussions on changes to the pay research system;

(b) we do not yet know whether ‘there will be a
basis on which both sides will want a return to pay
research in 1982;

(c) against this background we do not want to launch
fresh external surveys which might prove to have been
wasteful; ‘

(a) but at this stage we do not want to close any
options for 1982;

(e) and therefore we propose to instruct the PRU

not to begin fresh surveys. If a return to pay research
1s agreed then they should bring up to date in the
autumn the information on pay rates collected this

year.

I am sending copies of this letter to the Prime Minister,
to other members of the Cabinet, including Norman Fowler and
to Sir Robert Armstrong. _

SOAMES

2
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Unless you or other colleagues see any objection I propose
to write to the Civil Service unions on 9 January to tell

them:

(a) we still have a long way to go in our
discussions on changes to the pay research system;

(b) we do not yet know whether there will be a
basis on which both sides will want a return to pay

research in 1982;

(¢) against this background we do not want to launch
fresh external surveys which might prove to have been

wasteful;

(a) but at this stage we do not want to close any
options for 1982;

(e) and therefore we propose to instruct the PRU

not to begin fresh surveys. If a return to pay research
is agreed then they should bring up to date in the
autumn the information on pay rates collected this

year.

I am sending copies of this letter to the Prime Minister,
to other members of the Cabinet, including Norman Fowler and

to Sir Robert Armstrong. =

SOLKES
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As you know, we suspended the Civil Service Pay Agreements and
the pay research procedures governed by them only in relation to
the April 1981 settlement.

Under those procedures we would need to reach agreement with the

== Civil Service unions by the middle “of next month on the detailed
arrangements for external surveys by the Civil Service Pay
Research Unit in readiness for the negotiations on the April 1982
settlement. It is much too soon for us to decide whether we shzall
be'able to reach agreement with the unions on the kind of changes
we want to the pay research system or even then whether or not we
will wish to return to pay research as the basis for the 1982
settlement. At the same time we do not want now to rule out that
option.

The -sensible thing would be to postpone a decision on this until

the summer. Therefore I propose that we should decide now that if
~in the ‘event we do return to pay research we would ask the PRU to
bring up to date in the autumn the information which it has

collected this year but hes not relessed to the negotiating perties.

This would not prejudice our room for manoeuvre in deciding how to

interpret or apply the evidence following the discussions with The
.unions on pay research procedures.

To eancel the arrangements for fresh surveys would technically
involve a further breach of the Pay Lgrecemernts. The unions will
thereforc no doubt protest about it. Hut since it will keep open
the option of a reLurn to pay research in 1982 I hope that ﬁﬂey
wilk a2t leczst Acqu esce in it. : ;
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PAY RESEARCH

You asked for comments on the minute of 28 November from the Minister of State

(L).

Although the CSD say that they have taken their own thinking further on most
of the ideas put forward for changes in pay research by the Lord President in
his memorandum E(80)53 (many of these ideas are much in line with the Minister
of State's suggestions), they have not got far in discussions with the Civil

Service unions because of the dispute over the suspension of pay research for

1981.

More generally, however, the group under Mr Ryrie's chairmanship which is
considering the future ofrarrangements for pay determinaffgghiﬂ~the public
services has been working in a direction which would lead to pay research, and
comparability generally, being significantly downgraded and more weight being
given to market factors; it would also involve the avoidance of any commitment
to implement the results of arbitration, comparability exercises, or the like
if doing so was inconsistent with the discipline of cash limits. Until they
can be put in this sort of context, pressing ahead with changes in the pay
research system could be tactically unwise because doing so would tend to imply
that the Government thought that all that was necessary was to change the
detailed operation of the system, and because the unions would almost certainly

demand firmer commitments to implement the results of pay research as a condition

of agreeing to the other changes.

We would therefore suggest that Treasury Ministers should not press for early
progress on pay research until the work in Mr Ryrie's group is further advanced.
As already noted, that work is heading in a direction very much in line with
the Minister of State's comments.
B
M S BUCKLEY
S December 1930
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CIVIL SERVICE PAY RESEARCH

The Lord President's letter of 23 December points out that under the Civil Service
Pay Agreements, agreement would need to be reached by the middle of January with

the Unions on external surveys by the Pay Research Unit in rediness for the
negotiations on the April 1982 settlement. The Lord President suggests that no
fresh surveys should be undertaken, thus postponing a decision on whether pay research

should form the basis for the 1982 settlement until the summer.

We agree with the Lord President that it is too early to contemplate a substantive
decision now. You are still considering the paper on future arrangements for pay
in.the public services submitted under cover of Mr Ryrie's minute of 19 December.

If you and your colleagues accept anything like this approach, then pay research

as it is operated in the past will not be appropriate in the future, although an
information~-gathering arrangement would still form a part of the negotiations. Even
if you and your colleagues were to agree to the continuation of pay research in some
form, there would certainly need to be changes from present arrangements. In any
event, no final decisions could be taken until the Lord President's negotiations

with the unions on the current proposals for change were completed.

We therefore recommend you to agree to the Lord President's proposal, which would

mean that no new external surveys are conducted, but leave open the possibility

CONFIDENTIAL




3

I~
Fan i)
&
g‘ﬁf e

CONFIDENTIAL

either of having full pay research, or of having information on which to base
negotiations, on the basis of updating this year's unreleased data. You asked
whether this goes far enough to permit wider disengagement. It does, since the
decision whether or not to suspend the Pay Agreement in respect of the 1982
settlement is entirely open, and does not (as you will recall) need to be taken

until September.

Given the ill-will which resulted in October from suspending the Pay Agreement out
of time, it is important that the message be conveyed to the unions in good time.
The Lord President proposes to write on 9 January, and any reply from you should

issue before then.

A draft is attached.

e

P M RAYNER
5 January 1981
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FROM: Chancellor of the kExchequer
TO " : Lord President

Copies: Prime Minister, Members of Cabinet, Minister of Transport,

Sir Robert Armstrong
CIVIL SERVICE PAY RESEARCH
Thank you for your letter of 23 December.

I agree with you that there is no prospect of our reaching a final
decision on whether or not pay research should continue in its present
form to meet the timetable under normal pay research procedures. On
the other hand, we must keep the options open, even if we decide that
pay research in its traditional form should not continue, we may none-
theless want pay research data to be available as one input into the
1982 negotiations. I therefore agree with your view that we need to
keep the options open, and I am content for you to proceed in the way

you propose.

I am sending copies of this letter to the recipients of yours.
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Treasury Chambers, Parliament Street, SWIP 3AG

01-233 3000
g€ January 1981

The Rt. Hon. Lord Soames, GCMG, GCVO, CH, CBE

Lord President of the Council

CIVIL SERVICE PAY RESEARCH

Thank you for your letter of 23 December.

I agree with you that there is no prospect of our reaching a
final decision on whether or not pay research should continue
in its present form to meet the timetable under normal pay
research procedures. Un the other hand, we must keep the
options open, even if we decide that pay research in its
traditional form should not continue, we may nonetheless

want pay research data to be available as one input into the
1982 negotiations. I therefore agree with your view that we
need to keep the options open, and I am content for you to
proceed in the way you propose.

I am sending copies of this letter to the recipients of
yours.

GEOFFREY HOWE
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TELEPHONE DIRECT LINE 01-212 3301
SWITCHBOARD 01-212 7676

Secretary of State for Industry

Q,January 1981

The Rt Hon Lord Soames GCMG GCVO CBE .. ‘- ‘"!ihXQHEQUER
Lord President of the Council .»_C TR T T '
Civil Service Department S 12JAN!98
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Fondon 51 S M Bucier

Mo kb .

CIVIL SERVICE PAY RESEARCH

1 In your letter of 23 December to Geoffrey Howe you suggest
that we should postpone any decision about the role of PRU
in the 1981 pay negotiations.

2 I think it is most desirable to keep all our options open
and I agree with the terms in which you propose to write to
the unions. .

%2 I am copying this letter to the Prime Minister, to all
Cabinet colleagues and Sir Robert Armstrong.

JCan




a;:l ?‘("

TN AN S e o
A v

" ———rine et x

Cilvise PSRN EML | Y

10 DOWNING STREET

From the Private Secretary 12 January 1981
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The Prime Minister has seen the Lord
President's letter of 23 December about Civil
Service pay research, and - provided other
Ministers are content - she agrees with his
proposals for dealing with pay research in
1982. The Prime Minister assumes that the
arrangements proposed would not in themselves
limit our ability to make desirable improve-
ments in the PRU system.

I am sending copies of this letter to the
Private Secretaries to members of the Cabinet
and to David Wright (Cabinet Office).

&N

N
) M ¢

i
Jim Buckley, Esq.,
Lord President's Office.
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