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CONFIDENTIAL 

PRIME MINISTER 

PAY 
E(79)5 and C(79)6 

BACKGROUND 

Mr P r i o r ' s Paper on pay - C(79)6 - was o r i g i n a l l y intended f o r Cab inet 


but you d i v e r t ed i t to E and asked f o r a p a r a l l e l paper by the C h a n c e l l o r . 


This i s now a v a i l a b l e to the Committee as E(79)5« 


2. I do not t h i n k e i t h e r paper s u f f i c i e n t l y comes to g r i p s w i th some 


d i f f i c u l t problems so t h i s b r i e f i s i n e v i t a b l y r a the r longer than u s u a l . I 


r e a l i s e however tha t you may want to conf ine tomorrow to a "second r ead ing " 


d i s c u s s i o n . 


3. Th is d i s c u s s i o n w i l l set the framework f o r the Government's approach 

to pay e s p e c i a l l y i n the next pay roiind which begins i n August . The broad l i n e s 

of your s t ra tegy are e s t a b l i s h e d and your a d m i n i s t r a t i o n i s l i k e l y to be f a r 

l e s s invo l ved i n the d e t a i l of i n d i v i d u a l pay nego t i a t i ons than were your 

predecessors . In p a r t i c u l a r you w i l l be r e l i e v e d of involvement i n p r i v a t e 

s ec to r pay set t lements o ther than through ma in ta in ing the proper l e v e l of 

e x t e r n a l f i n a n c i a l d i s c i p l i n e . But you w i l l need to monitor c a r e f u l l y what i s 

going on - i f on ly because p r i v a t e s ec to r se t t l ements set the pace f o r p u b l i c 

s e c t o r amb i t i ons . And you w i l l a l s o f i n d t h a t some p r i v a t e s e c t o r se t t l ements ­

l i k e Fords next year - have a s u b s t a n t i a l in f luence on union nego t i a t o r s i n o ther 

p r i v a t e sec to r cases , e s p e c i a l l y where the mass unions run across f i rms and 

i n d u s t r i e s and where matching the "go ing r a t e " becomes a v i r i l i t  y symbol f o r the 

nego t i a t o r s concerned. Th is does not mean tha t the Government need i n t e r f e r e 

i n d e t a i l . I t does, however, p lace a good dea l of importance both on ma in ta in ing 

the necessary f i n a n c i a l d i s c i p l i n e and on e f f o r t s to create the r i g h t c l ima te 

of expec ta t ions i n which ba rga in ing takes p l a c e . 

k. The r e a l problems fo r Government a r i s e i n the p u b l i c s e c t o r . The 

Government needs to set cash l i m i t s f o r next year i n advance of knowing the 

outcome of pay nego t i a t i ons and, i n some of the n a t i o n a l i s e d i n d u s t r i e s , faces 

the a d d i t i o n a l problem t h a t , because o f t h e i r monopoly or quasi-monopoly p o s i t i o n , 

management and men can j o i n t l y b leed the consumer. In a d d i t i o n the same problem 
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a r i s e s i n the p u b l i c s ec to r as i n the p r i v a t e where la rge unions ba rga in w i th 

a number of p u b l i c s ec to r employers i n c i rcumstances where the r e s u l t s of one 

n e g o t i a t i o n read across to the others (the c l a s s i c cha in be ing gas, e l e c t r i c i t y , 

water but there are a number of o t h e r s ) . And t h i s year the unions co -o rd ina ted 

t h e i r approach over the whole NHS/ Loca l A u t h o r i t y f i e l d . 

5. The hardest problems are l i k e l y to revo lve around cash l i m i t s . In the 

shor t run i t i s p e r f e c t l y p o s s i b l e to set the l i m i t s on The b a s i s of an expected 

ou t tu rn and to c o r r e c t f o r any unde r - e s t ima t i on by reduc ing s t a f f numbers and 
_> 


s e r v i c e s . But i n the longer run t h i s p rocess , e s p e c i a l l y when accompanied, as i t 

w i l l be, by a separate and s p e c i f i c d r i v e f o r economies, r i s k s f a c ing the 

Government w i th the choice of b reak ing i t s cash l i m i t s or accep t ing r educ t i ons 

i n s e r v i c e s below the l e v e l s which i t wants to p r o v i d e . Th is i s an area where a good 

dea l more thought i s r e q u i r e d , I suggest , before a f u l l y workable and acceptab le 

system can be dev i s ed . C l e a r l y l i t t l e can be done f o r next y ea r . Cash l i m i t s 

w i l l have to be se t i n the normal way and at whatever f i gure the Government f e e l s 

to be j u s t i f i e d , and the consequences accepted . But we r e a l l y ought soon to beg in 

to examine whether there are ways, eg by a b e t t e r c o - o r d i n a t i o n of the t i m i n g of 

p u b l i c s e r v i c e pay nego t i a t i ons w i th the processes of s e t t i n g cash l i m i t s , the 

Rate Support Grant and so on, which would enable a b e t t e r f i t to be made between 

f o recas t and achievement. I t may a l s o be tha t the u n c e r t a i n t i e s are such tha t 

we should be t h i n k i n g of budget ing f o r a l a r g e r Contingency Reserve, e s p e c i a l l y 

to cover pay based on c o m p a r a b i l i t y , i n order more r e a d i l y to accommodate 

f i n a n c i a l c o n t r o l w i th the barga ins a c t u a l l y s t ruck i n the market p l a c e . (Th is 

would mean, on a t e c h n i c a l i t y , p u t t i n g the Contingency Reserve on a cash as 

opposed to a resource b a s i s . ) And i n a l l t h i s you w i l l f i n d your problems 

reduced as the s i z e of the p u b l i c s ec to r sh r inks and as the i d e n t i f i c a t i o n of 

opt ions f o r cuts i n func t i ons c rea tes a hidden "Cont ingency Reserve " . 

(). But f o r t h i s year - the year of t r a n s i t i o n - I suspect you w i l l have to 

improv i se . 

HANDLING 

7. I have bracketed these two papers together on the Agenda, and I t h i n k 

the d i s c u s s i o n w i l l best be handled as a s i n g l e i t em. You might s t a r t by 

ask ing the Chance l l o r to in t roduce h i s paper, which I suggest i s a b e t t e r 

framework fo r d i s cuss i on^ and then ask the Secre tary o f State f o r Einployment 

to supplement i t . The other main speakers at t h i s stage w i l l probably be 
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S e c r e t a r i e s of State f o r Indust ry and the Environment. Then I t h i n k you might 

take the Committee through the main headings of the C h a n c e l l o r ' s paper 

(which i n c i d e n t a l l y covers most of the same ground as Mr Prior's) and p i c k up 

the remaining po in t s from Mr P r i o r ' s paper at the end. I n tha t case , the main 

t o p i c s are these : 

(a)	 the remainder of t h i s round. The r e a l r i s k i s of ' r e - open ing ' past 

s e t t l ements . Now tha t you have decided to ma in ta in the Clegg Commission, 

a t l e a s t f o r the e x i s t i n g r e f e rence , the danger i s reduced. Most 

probably the remaining p u b l i c s ec to r c la ims can be f i t t e d i n t o the 

p a t t e r n a l ready e s t a b l i s h e d . There are a few d i f f i c u l t ones. Much 

the worst i s the l o c a l a u t h o r i t y APTC grades (covered by NALGO). The 

i ssue w i l l be whether to r e f e r them to C l egg . You w i l l not want a 

snap d e c i s i o n a t t h i s meet ing. You might there fore ask Mr Hese l t i n e to put 

a paper to E (FA ) . The same procedure should apply to any other 

d i f f i c u l t cases - f o r example p roba t i on o f f i c e r s whose pay problems are 

a l r eady the sub jec t of M i n i s t e r i a l correspondence, 

(b)	 Rate Support Grant - 1980-81. The Chance l l o r suggests tha t the autumn 

nego t i a t i ons should take t h e i r tone from the Clegg f i n d i n g s . I t w i l l 

not be qu i t e so s imple as t h i s ( C l e g g w i l l not t e l l us what~next y e a r ' s 

pay outcome w i l l be) and the RSG w i l l have to inc lude an est imate 

which w i l l a l s o i n pa r t determine the p a t t e r n of next y e a r ' s wage round. 

M i n i s t e r s cannot there fo re who l l y avo id t a k i n g a view about a d e s i r a b l e 

ra te f o r se t t l ements i n the f o l l o w i n g pay round and they may want to 

take a p r e l i m i n a r y look at t h i s problem before the summer recess ( there 

w i l l be a r e l a t i v e l y l i t t l e time at the end of September to do so before 

the nego t i a t i ons beg in i n e a r n e s t ) . 

(c)	 P u b l i c S e r v i c e s . You w i l l a l s o need to take a p r e l i m i n a r y view on the 

d e s i r a b l e l e v e l of s e t t l ements , eg i n the NHS, as w e l l as the C i v i l 

S e r v i c e , w e l l before s e t t i n g cash l i m i t s f o r next f i n a n c i a l year - and 

t h i s means t a k i n g a view not much l a t e r than Chr i s tmas . I f the 

Chance l l o r agrees to t h i s t i m e t a b l e , you might ask him to b r i n g forward 

proposa ls towards the end of the y ea r . 

(d)	 N a t i o n a l i s e d I n d u s t r i e s . The Chance l l o r proposes a genera l review of 

pay, p r i c e s , f i n a n c i a l t a r g e t s and e f f i c i e n c y . I note from Mr L a n k e s t e r ' s 

l e t t e r of 29 May tha t you want to reserve judgement on how to organise 

the review which the Chance l l o r proposes. Th is needs to be r e l a t e d i n 

some way to the genera l review of n a t i o n a l i s e d i ndus t r y p o l i c y which 

11 S i r K e i t h Joseph has set i n hand, and on which you have promised to arrange 

a genera l d i s c u s s i o n i n E when he has produced a r e v i s ed paper . A t t h i s 
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stage	 - w i th no major i ndus t r y pay se t t l ements outs tand ing i n the present 

round	 - you might s imply note the problem, and say tha t you w i l l w r i t e to the 

M i n i s t e r s concerned when you have decided how t h i s i s to be r e s o l v e d .
some 


can then l e t you have/suggest ions. 


(e)	 The Longer Term and the ' F o rum ' . The Chance l l o r f l o a t s a number of 

suggest ions here , which are a l s o touched on i n Mr P r i o r ' s paper . You 

y o u r s e l f have f l o a t e d the idea of a ' C o u n c i l of Economic A d v i s e r s ' , but 

I understand tha t by t h i s you on ly mean some r e l a t i v e l y in formal and 

in f requent g a t h e r i n g . You may have a c l e a r e r i d e a , from your t a l k s w i t h 

/ Mr Murray, of the s o r t of r e c e p t i o n you might expect from the TUC to 

I such p roposa l s . 

( f )	 Comparab i l i t y . You asked the Chance l l o r to inc lude more s p e c i f i c conc lus i ons 

on t h i s po in t (para 13 ( i v ) and (v) do t h i s ) . May I suggest tha t any 

review of c omparab i l i t y should cover not on ly PRU and the review bod i es , 

but a l s o the future of schedule 11 of the Employment P r o t e c t i o n Ac t and 

of the C e n t r a l A r b i t r a t i o n Committee? These l a s t can have q u i t e an 

important e f f e c t on the p u b l i c s ec to r where there are d i r e c t ana log i es 

w i th the p r i v a t e s e c t o r (Road Haulages a good example) and make i t very 

d i f f i c u l t t o avo id extending ' the go ing r a t e ' i n t o p a r t s of the 

n a t i o n a l i s e d i n d u s t r i e s . 

8 . Turning now to the remaining p o i n t s i n Mr P r i o r ' s paper which have not been 

covered above : ­

(g)	 P rocedura l changes. Mr P r i o r p lans to b r i n g forward h i s proposa ls on 

i n d u s t r i a l r e l a t i o n s reform to E i n about three weeks. I t w i l l be 

important nut to l'ely loo m\Ic"R >̂n these changes to in f luence the next 

pay round i n the p r i v a t e s e c t o r . Even i f l e g i s l a t i o n cou ld be 

introduced and a c t e d i n t ime , the changes proposed are r e l a t i v e l y 

modest, and w i l l not of themselves g r e a t l y in f luence u n i o n s ' a t t i t u d e s . 

They may have some pa r t to p l ay i n weakening the s t r i k e weapon, but the more 

they are seen to be designed f o r t h i s purpose, the more b i t t e r l y they 

w i l l be r e s i s t e d by the un i ons . 

(h)	 Mon i t o r ing and i n f o rma t i on . Mr P r i o r suggests tha t sponsor ing M i n i s t e r s 

should keep i n f a i r l y c l ose touch w i th the course of p u b l i c s ec to r 

n e g o t i a t i o n s , and tha t h i s own Department should cont inue to monitor pay 

movements i n the p r i v a t e s e c t o r . While you w i l l want to avo id any 

impress ion of i n t e r v e n t i o n or s t r u c t u r e d pay p o l i c i e s , I 'm sure tha t both 

of these proposa ls are s e n s i b l e . 
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CONCLUSIONS 

9. Subject to the course of the d i s c u s s i o n , I t h i n k you may be able to 

guide the Committee to agree to the f i v e conc lus i ons set out at the end of the 

C h a n c e l l o r ' s paper, and i n a d d i t i o n ­

( v i )	 to i n v i t e the Sec re ta ry of State f o r Employment to come forward 

w i th h i s proposa ls f o r i n d u s t r i a l r e l a t i o n s reform as soon as 

p o s s i b l e ; 

( v i i )	 to agree t h a t sponsored departments should ma in ta in c l ose 

l i a i s o n w i th p u b l i c co rpo ra t i ons on pay n e g o t i a t i o n s ; 

( v i i i )	 to agree tha t the Department of Employment should cont inue 

in formal mon i to r ing of p r i v a t e s e c t o r s . You may a l s o care to 

suggest t h a t thought be g i ven to the t e c h n i c a l problem of 

improving the pay f o r ecas t s on which cash l i m i t s have to be 

s e t ; and of any changes, eg i n the t im ing of n ego t i a t i ons which 

would	 enable g rea te r r e a l i s m to be ach ieved . 

^ j o | JOHN HUNT 

31 May 1979 

5 


