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CIVIL SERVICE PAY RESEARCH

Memorandum by the Lord President of the Council

—

1. This paper considers the position of the Civil Service non-
industrial pay research system in the light of our wider economic
objectives.

The point at issue

2. The principle on which pay research has operated since its
inception in 1956 is that Civil Service pay should be based on
"fair comparison with the current remuneration of outside staffs
employed on broadly comparable work taking account of differences
in other conditions of service". The note at Annex A describes
how the system works in practice, and the arrangements that have
been made to introduce greater openness about its procedures and
to demonstrate its independence. The main point at 1ssue.%s
whether pay research should be continued and, if so, how i
should be modified to meet our wider objectives.

t to recruit and
stem which enables the Governmen
retain the staff it needs and which is as demonstrably fair as

Possible to civil servants and tax payers alike. “ﬁi'ﬁi‘éﬁinﬁ?ng
Pay research would either prevent Civil Servicg gay different types
0 differential movements in the outside marke -grby T ae mivtons. by
°f staff, or would increase the scope for aI‘Sl‘“'“’i:l which is based
relaxing the disciplines of the pay research system, i

°n detailed job for job comparisons.

3. We require a sy
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aph at Annex B illustrates how Civil Servig
géve'ghgvgf‘ g period of years in IJ;lne With or rathep b:lg‘iy hag
movements in outside earnings. a{gef‘ incr’eases in Partj ene,al ‘
years are indicated when the norma Cycte has been tqq Lo War
been interrupted and there 1s consecégz_en ly a large elemenilg or p,,
catching up. The average increase this year was conajelt of
25% by the discipline of the system when 30X or more weyy Wity |
by the movement in the general indlices of outside pay Toveng ity |
To move away from pay research would give the unjiong the “hts, |
opportunity to pray in aid such general indicatorg WheHGVeri
suited them. t

5. The militant elements in the unions woulc} like
to pay research which they regard as a restriction
negotiating freedom. They would prgfer to test the
muscie in an annual punch up. The influence of the
been strengthened by the events of last w:.nt(_er: In
should avoid playing into the hands of the militants, which wouly
be the effect of repudiating pay research. To restore the mora),
of the moderates we need to assure them that we intend tq treate ‘
the Civil Service fairly, and not 1nterfere.arbitrarily in the |
normal operation of the pay system. The main difficulties with
pay research arise when it shows percentage increases in particyy
years markedly out of line with the going rate elsewhere but if
is allowed to operate annually there is no reason to expect it t;
throw up exceptionally large increases or to give rise to
inflationary expectations elsewhere.
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6. There is no practical alternative to pay research which does
not carry worse risk of inflationary settlements. A number of ‘
changes could, however, be made with advantage to the way pay
research operates.

Pensions

7. There is wide concern that index-linked pensions give ngmot
servants and other public sector workers an advantage which is 10
be obtained by many in the private sector. If 1ndex-1imjfin§een t0
continue it is essential that full account is taken and 15 S,
be taken of this benefit when pay is determined. In the S&%
the Civil Service, a pay deduction is made on the bas:.ste by hi2
independent assessment by the Government Actuary. A noentati°n o
on his published report is at Annex C. The public Pref;he Govery
this aspect of pay research would be much improved if 1 dependest’
Actuary's report was reviewed authoritatively by somzh:’lpensioﬂS y
representative of the wider public interest. Since £ pays ;
issue cannot be wholly separated from the question O eg) pight
that the Pay Research Unit Board (suitably strengthen

perform this role.

Independence

2 e inde
8. Generally there is a need to strengthen the visibl
of the system. I should like to see

pert?”

hip
melﬂbers 1ght
8. significant strengthening of the indepenggr:'::'man tb:ng o

of the PRU Board, including giving the Che managemsﬁ
to exclude the non-voting members from 1-;3 to d0
union sides where he thought it approprl
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the appointment of an o p
Ehe Unit. The present Dire‘ézﬁidziar as th

S due t
X strike agreement
0-

In principle, I should like to se

pe Civil Service. The uniong yi1p oo, DO-strike 5
the C1 ost powerful weapon, 111 not

€ next pj
O retj

; » howeyer
B . ok too A The price they would coaily surrender
might ¥ g B0t (Mt the very Jeaet oy 588K 10 extract
unquall_fled guarantees about futype implem, St they woulq want
and recourse to arbitration, entation

: However Givi °n of pay research
we would need to retain some right to ot‘éi%igzr‘{ﬁzenpay 1is fixed,
: ormal pa

Cash Limits
oS ———

10. We said in our Manifesto that pay researc
reconciled with cash limits in consultation w?t;o‘éig Ei‘.’e to be
Chancellor has prepared a separa “ons. The

: te paper on the
In the case of the Civil Service the issue is whgiﬁzialthguestion.
assumption on pay in cash limits governs the outcome of

negotiations or vice versa. I see no wa of reconcili

research or, for that matter, arbitratior{ with an a;llr,l}.gag;ypay
assumption made ahead of the pay negotiations, 1In my view the
right approach is to incorporate a nil assumption for Civil
Service pay increases when the cash limits are published, and
decide after the settlement how far the limits need to be revised.
This would keep all our options open for as long as possible. The
alternative of fixing a limit without reference to pay research
would make much more difficult the task of restoring Civil Service
morale and would unite the staff behind their unions in a major
confrontation with the Government.

the pay

Conclusion
—_usion

M. I invite my colleagues to endorse the analysis in this paper,
and to agree that:

a8. pay research should be retained;

. t out in
b.  we should aim to bring about the changes se {th
Paragraphs 7 and 8 above after discussions as necessary wi

the Civil Service unions.
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[ PAY RESEARCH SYSTEM

he pay research systen was

: griestley Royal_COIpmiSSJ}on 1§d?8§§(,1 fgﬁlowing the report of
that the prirgili"gogglngigle in deter'mining civiePOI"c Tecommendeq
T arable, work, Laking sooonertet i s ST T ahony
e e : of diff d engaged

jce. It is the task of the e ch Jocs in condit;

Segvfac?s abqug gutm‘de aie coia*i‘iiﬁi??oﬂ"“ (PRU) tltlons of
o Siaitea 0 b JOP compgr‘isonS. o Gk Similar work based
poth management and unions; it does not, o dependent ot

: { 3 facts to tp
arties. This year for example it syppiy € negotiati
pain groups in the pay system. Jyust méegegsgagogep"r?s on the
)

re affected by pay research of whom abe: ~thi
éiancluded in the pay research programm:t.)OQt O-thirds are directly

2, After the reports have been received p

information they contain is processeq accoidzgz giggﬁiﬁgrs’ Toq
the Civil Service Pay Agreements, Adjustments are made tg ml}e)s :
outside rate to take account of quantifiable differences ineac
conditions of service including pensions contributions fringe
benefits and London Weighting. Negotiations then cent;‘e on the
median of the adjusted rates, at which stage unquantifiable
differences are taken into account and weight is given to factors
such as relative job security and accountability,

CHANGES MADE TO PAY RESEARCH IN 1977

3. Following a searching review a number of changes were made to
the pay research system, after negotiation with the unions, as the
price for its restoration for the April 1979 settlement. A greater
independent element was introduced with the establishment of the
Pay Research Unit Board to oversee the activities of the Unit. The
composition of the Board is as follows:

Chairman: Lord Shepherd

Deputy Chairman: Sir Derek Rayner

Other independent

Voting memgers: Professor Rodney Crossley
Mr Lief Mills

Baroness Pike

= ; Mr F G Burrett g CSD
Voting members: Mr J E Pestell

Mr W L Kendall ; NSS
Mr P L Avery

Director of the PRU ex officio cr b
'I'he B N . annual report on iier
ggit'Oggdigaiagugéizgﬁdiitgnggitm the interests of g
eag about the system.
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To achieve further independence, outsiders were a)g,

the Unit Staff. At present five of the survey office:gpointed :
outside the Civil Service, of whom two were directly o Comg o %0
three are on loan from outside firms. The latter AR i
salaries they would be receiving in their outside emp g
technical advisers are also from outside the Service, ouent,

Other changes to the system included increasing the

of the f?g%ds of outside organi ations surveyed to iﬁéﬁdand Scope
small and medium sized undertakings and placing the resole mor
for choosing fields firmly on the Director of the PRU P°nsib111t
was also made for the Government Actuary to publish g OVisjgy

‘assessment of the deduction for pensions benefits, report o hig




CIVIL SERVICE PAY RATES AND THE NON-MANUAL EARNINGS INDEX

. L Y I oot SR —
T i g e R SRR
| The extent to which Civil Service pay appears to leg behind pay
rates outside is of course affected by the starting year chosen.
1964 was the time of the first pay research settlement efter figures
for the national movement in non-manual earnings became available.
| i Civil servants' earninge may have increased more than basic pay over

INDEX NUMBERS
(1.1.64 = 100)

bp ]

500 - t - = the period, but although past data on civil servants' earnings is

| not available, it is known that .he difference is not sufficient to
|- . invalidate the general picture of movements in non-industrial civil
i - servants' pay generally keeping in step with pay movements outside.
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| | %The male element only of this index has been used to avoid distortion

from the move to equal pay in outside industry over the period.
| ; ; o T (Equal pay already existed in the Civil Service in 1964).
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NEX C

Civ

1l Service Pay Research

Adjustment for Differences in Superannuation Benefits
Note by the Government Actue.rx

ferences in Superannuation

penefits between civil servants and those in analogue employments. A copy of

my report on this adjustment is attached; some salient features are summarized

below.

e The deduction covers benefit differences only; contribution differences

are dealt with elsewhere in the Pay research process. It was obtained by
valuing the benefits currently accruing to serving civil servants and those
accrulng to their outside analogues. It does not take into account the benefits
being palid to current pensioners, as the Pay cumparisons relate to those in

service now.

2

5« The actuarial basis must have regard to long-term prospects, as civil

servants now serving may not retire for a very long time and may live for many

years after retirement. One must look to 40 Years or more of the future, not at
the immediate past. The basis assumes that the yield on investments (including
capital appreciation as well as interest) will exceed the rise in prices by 3%

@ year and tne rise in the general level of earnings by 13% a year. The gross
rate of interest in money terms was taken at 9% a year and this implied inflation
rates of about 6% a year in prices and 74% a year in earnings. It must be
émphasized that these are long-term averages and do not represent the rates
€xpected in the near future. It was assumed that higher rates of inflation would

be accompanied by higher rates of interest.

* The main reason why the deduction is much lower than many would have expected
lies in the information the pay research exercise revealed about pensions increases
in analogue schemes. (See paragraphs 4.6 &7 of the report). Though few outside
Schemes promise full protection against inflation, in practice many analogue ;
Schemes nave given a high degree of protection even in recent years; the compfrfuon
1s pot between the civil service giving full protection and analogue echen?s giving
10e, but, hetwaen full protection on the one hand and considerable protection on:

the other,

i - st
2% Analysis of analogues showed that over 20% of their schemes probably almo
i ases
*1L publjc sector - gave full index-linking. About 25% gave fixed increases, s
Commop) 3% per annum, of whom over half provided for discretionary increases on top.
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About 45% provided for discretionary increases only, and under 10% i
€ no

80% of
av.&;%

provision. Schemes which gave discretionary increases covered about

rise in the cost of living on average. One-third of all analogues g

protection or more.

6. Where a scheme is contracted-out, the Guaranteed Minimum Pension wil]
full price protection through the State scheme. For the balance of Pensigy n.’
this level, it was assumed that any fixed percentage increase would continye
given, and that, in relation to the Retail Price Index, employers would gy, t‘
same discretionary increases as in the recent past. This implies that ﬂnalo
pensions in excess of guaranteed minimum pensions would receive about 0% of ”._
protection or, taking guaranteed minimum pensions into account, nearly 80% '

protection.

S The remainder of the deduction arises from other differences between civip
service and analogue benefits. Analogue schemes often have larger national
insurance offsets and higher retirement ages but better death benefits tnan in

tne civil service.

i

- Governmeat Actuary's Department




