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PRTME MINISTER 

Cash L i m i t s f o r 1 9 8 0 - 8 1 and P u b l i c Sector Pay 

( E ( 7 9 ) 15) 

BACKGROUND 

1. I have se t out the main i s sues i n my b r i e f on the f i r s t i t em. 

2 . There i s however one s p e c i f i c problem. I t concerns the i n t e r p r e t a t i o n 

of d e c i s i o n s a l r eady taken about pay and cash l i m i t s dur ing the cur r en t 

f i n a n c i a l year and the present wage round. There has been confus ion about 

t h i s i n success i ve d i s c u s s i o n s i n E ( E A ) . The Secre tary of State f o r Indus t r y , 

as Chairman, has commissioned a paper on the background, which I hope w i l l 

c i r c u l a t e to E ( E A ) before t h i s meet ing . H i s u n d e r l y i n g worry seems to be 

tha t the present system puts no d i s c i p l i n e on nego t i a t o r s to seek o f f s e t t i n g 

savings f o r ' e x c e s s i v e ' pay se t t l ements ( i e those h igher than the ra t e 

a l lowed fo r i n the prev ious Government's cash l i m i t s ) . He i s p a r t i c u l a r l y 

concerned about the way i n which staged set t l ements are p i l i n g up la rge 

commitments f o r 1 9 8 0 - 8 1 , f o r which cash l i m i t s have not y e t been s e t , so 

tha t i t i s not p o s s i b l e to use cash l i m i t s to enforce o f f s e t t i n g sav ings a t 

the time the se t t l ements are made. The Treasury/CSD l i n e has been tha t these 

are matters best - and indeed can on ly be - cons idered when Cabinet has taken 

i t s d e c i s i o n on the volume of p u b l i c expenditure i n 1980—81 (which i t i s due 

to s t a r t on 1 2 J u l y ) and when t h i s Committee has cons idered the r i g h t approach 

to cash l i m i t s i n tha t y ea r . He i s l i k e l y to mention t h i s problem. I f he 

does, the r i g h t response, I suggest , i s to i n v i t e him to r e cons ide r the matter 

i n E(EA) once he has a c l e a r l ead from t h i s Committee about 1 9 8 0 — 8 1 . 

3 . For 1 9 8 0 — 8 1 , the choice posed i n t h i s paper i s a c l e a r one: 

Opt ion A : to f i x cash l i m i t s i n advance, to r e f l e c t an a p r i o r i v iew of 

'what the Government can a f f o r d ' i n money as w e l l as volume terms, 

imp ly ing some view about the appropr ia t e l e v e l of wage se t t l ements . 

Th is means us ing cash l i m i t s to enforce d i s c i p l i n e i n pay nego t i a t i ons 

and be ing w i l l i n g to accept i n advance tha t i f a c t u a l pay set t lements 

go above the assumed l e v e l s , o f f s e t t i n g cuts i n s e r v i c e s w i l l be found 

by one means or another . 
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Option B: to set cash l i m i t s to r e f l e c t d ec i s i ons on volume and on 

p r i c e changes on l y ; l e a v ing them to be ad justed f o r pay i n the l i g h t 

of the outcome of wage se t t l ements , but w i th the op t i on of imposing 

a f u r t h e r volume squeeze i f the pay se t t l ements prove excess i ve . 

HANDLING 

k. You might c a l l the Chance l l o r of the Exchequer ( o r , i f he p r e f e r s , the 

Chie f Secre tary ) to in t roduce the paper, and then seek comments from the 

Lord P r e s i d e n t , the Secre tary of Sta te f o r Indust ry (both as Chairman of the 

E(EA) , and as a la rge ' n a t i o n a l i s e d i n d u s t r y 1 M i n i s t e r ) ; the S o c i a l Serv i ces 

Sec re ta ry ; the Environment Sec r e ta ry ; and any others who wish to comment. 

You might leave the Secre tary of State f o r Employment to the end. 

5. There i s a c l e a r cho ice f o r the Committee between Course A and Course B, 

and not much room f o r b l u r r i n g a t the edges. 

(•>. Course A comes c l o s e r to the sense of the P a r t y Mani festo and the l i n e 

you and the Chance l l o r have taken i n p u b l i c statements so f a r . I t means 

cash l i m i t s would be used to bu t t r e s s r e s t r a i n t on pay se t t l ements i n the 

p u b l i c s e c t o r . But i t r i s k s the breakdown of the cash l i m i t s system i f pay 

se t t l ements run very f a r ahead of expec ta t i ons . Th is cou ld mean throwing 

the baby out w i th the bath water by r i s k i n g d i s c r e d i t i n g the whole cash l i m i t 

system i  f the 'volume' savings r equ i r ed to balance the books proved p o l i t i c a l l y 

unnacceptable . I n d i v i d u a l sponsor ing and employing M i n i s t e r s w i l l a l so see 

d i f f i c u l t i e s i n Course A, because of the t h r ea t of automatic volume squeezes 

which i t i m p l i e s . They can be expected to shy away from the u n c e r t a i n t i e s 

f o r t h e i r p o l i c i e s which Course A i m p l i e s . I f Course A i s fo l l owed cash 

l i m i t s w i l l need to be r e a l i s t i c . 

7. Course B means r e l y i n g on the p r i v a t e s e c t o r ( w i t h i n the c o n s t r a i n t s of 

f i s c a l and monetary p o l i c y ) to d i s c i p l i n e i t s e l f and e s t a b l i s h a going r a t e . 

The p u b l i c s ec to r would then f o l l ow s u i t . However i t leaves open the 

p o s s i b i l i t y of a volume squeeze i f th ings get out of hand. In t h i s i t i s 

very c l ose to the l i n e taken so f a r i n t h i s round by both Governments. Th is 

gets the Government out o f the f i r i n g l i n e f o r a b i t , but the open-ended 

th r ea t of volume cuts ' i n due course 1 may sound l i k e b l u f f and be ignored 

by the un i ons . The d i s c i p l i n e i s l e s s automatic a l though the Government's 

response i s more f l e x i b l e . 
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8. I t i s d i f f i c u l t to argue the choice between these courses i n a b s t r a c t . 

I f the Committee i s to have a f u r t h e r d i s c u s s i o n on pay (and the l i m i t e d time 

a v a i l a b l e makes t h i s almost i n e v i t a b l e ) i t might be worth c a l l i n g f o r some 

costed examples of how Opt ion A would work out i n p r a c t i c e f o r a couple of 

c e n t r a l Government Departments; f o r the Rate Support Grant ; f o r the key 

n a t i o n a l i s e d i n d u s t r i e s - as suggested i n my b r i e f on the next i t em; and f o r 

/	 the NHS. Th is would i l l u s t r a t e the d i f f i c u l t i e s of app l y ing t h i s p o l i c y to 

concrete s i t u a t i o n s - eg the next Loca l A u t h o r i t y manual workers se t t l ement , 

the Clegg Commission r epo r t on nurses , or the f i n d i n g s of next y e a r ' s PRU. 

I f Cab inet reaches f i r m d e c i s i o n s on the l e v e l of p u b l i c expenditure 

1980—81 on Thursday, those f i gu r e s cou ld be used as a bas i c example. I f no t , 

then i l l u s t r a t i v e f i g u r e s cou ld be used. 

CONCLUSIONS 

9 . I f you accept t h i s sugges t ion , then the c onc lus i on might s imply be a 

remit to the Chance l l o r of the Exchequer, i n c o n s u l t a t i o n w i th the 

Lord P r e s i d e n t , the Secre tary o f State f o r the Environment, the Secre tary of 

State f o r Indust ry and the Sec re ta ry of S^.ate f o r S o c i a l S e r v i c e s , to produce 

u paper about how Opt ion A might work on v a r y i n g assumptions about the gap 

between the l e v e l of pay inco rpora t ed i n cash l i m i t s and a c t u a l pay out turns 

t a k i n g i n t o account the d e c i s i o n s on the volume of p u b l i c expenditure which 

the Cabinet w i l l be t a k i n g l a t e r t h i s month. 

10. I f however the Committee r u l e s out Opt ion A, then a l l t h a t i s needed i s 

a d e c i s i o n i n p r i n c i p l e i n favour of Opt ion B, together w i th a request to the 

Chance l l o r to c i r c u l a t e a t the appropr ia t e time the form of words w i th which 

he would accompany the announcement of Cash L i m i t s f o r 1980-81, so tha t o ther 

M i n i s t e r s can see the terms of the imp l i ed t h r e a t . 

JOHN HUNT 

6	 J u l y 1979 
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