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CONFIDENTTAL
ga0-81 CASH LIMITS AND PAY
1
previous Reference: E(79) 5th Meeting, Item 1

The Commi ttee considered a memorandum by the Chancellor of the Exchequer (E(79)34)

about ways of setting cash limits for the financial year 1980-81 to co
ver pa

plic services including the National Health Service ( Yy in

the PUOS ) NES) and Local
juthorities. They also had before them a further Paper by the Chancellor of th
i o e

gechequer, E(79) 39, on 'Handling Public Sector Pay in the Context of Cash Lj its!
- 1mits’,

[6E CHANCELLOR OF THE EXCHEQUER said that the Committee had already agreed to
establish cash limits for 1980-81 in advance of the relevant pay negotiatio
ns so

as to impose discipline upon pay negotiators, but in a flexible and realistic

| panner which took full account of current conditions, They had rejected the

alternative of cash limits set after the event which merely ratified settlements
reached with the unions. His paper demonstrated how the approved approach would
apply to Central Government, to the NHS and to Local Authorities. It proposed
that the first limit to be set should apply to local authorities, and might take
the form of a sliding scale of Rate Support Grant (RSG) which would penalise those
authorities which raised their rates by excessive amounts. The precise formla
vas a matter for further discussion. The paper also suggested that cash limits
:1::? ::S:eriuf:z :lome :hHS in the ij- Yeal.*,.and tht‘at there Shfmld be a single
. = Researc: .e whole of the C.1v11 Serv.rlf:e, determined in March in the
» . evidence, before final decisions were reached on pay
:::e::::r:':raa non-industrial civil-service. The papc;.r also suggested that if
s ¢ PPI"O?ch‘were adopted, it would be impossible to prevent the pay
mplicit in these cash limits becoming public knowledge.

In disc“ision' th
flexihle a
It

ére was general agreement that cash limits should be used in the
Y Proposed by the Chancellor to exert pressure on wage negotiationms.

Wst he

leag 4, made clear to the negotiators that excessive pay settlements would
’ Teductj
Wortan

lr(,m
p&ssin
Youly be & on excessive wage settlements in rate demands. To do this, it
ne
a““mx‘itr.i fessary for the Chancellor's proposals to apply to individual
es
b #0d not to the overall RSG settlement. But there were several

’ “nl‘
elateq tq pay, why particular authorities might need large rate

Ons in service and loss of jobs. It would be particularly

» for Political reasons, to find ways of preventing Local Authorities

il
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increases in 1980-8l. Some authorities might deliberately have hejqg bl

increases in 1979-80 and it would be unfair to penalise them for doing Ji

Chancellor's proposals would also penalise twice over those a“th°1‘ities 2
0 o

lose RSG as a result of likely changes in the distribution formula o 1980.8 1
1,
The scheme in its pres

encourage Local Authority
ssible loss of Support Grant by budgeting for Wnnece
8

ent form might have perverse effects. It could ey,
n

Treasurers to insure against the costs of _—
Siye

wage demands and of po .
Rarj),

already being considered by Ministe“l
I,

high rate increases in 1980-81. For these reasons it might be better ol

the new arrangements for unitary grant,

which would be based entirely on the needs of local authorities without oy
b

their resources. Al though the legislation would not be enacted until the iy
it would be possible to announce in advance that the Rate Support Grant IMr.asel
Order in November 1980 would embody retrospectively changes which would have ¢,
desired effect on wage negotiations at the end of 1979. A further possihilj;Y
would be to impose individual cash limits on the overall expenditure of partialy
authorities. All these measures involved a degree of intervention with loca]
government which might seem contrary to the Government's-policy of giving the
authorities greater freedom. But it was arguable that the greater freedommw
being given to local authorities justified an overall control on the level of
their expenditure and rate demands. Whichever route was chosen, it was necess
to find a way of commnicating the financial discipline to those responsible fir
wage negotiations. Some Local Authorities and their Associations were alresy
seeking ways of improving their control over the Local Authority Conditions of
Service Advisory Board (LACSAB) which would have this effect. It was also
necessary to set cash limits which made realistic allo;vance for expected vef*
increases, and would not automatically produce further and undesired reducti®®

in the volume of local government expenditure.

g was e
put P
e

negotiations would spread over several months, beginning in Decembers o
Local
¢

i ") tov“’s
manual workers, and it was probably sufficient to rely on the RSG 1imit ¥

discipline into the NHS negotiations. The cash limit for the Health Serﬂdi;cﬁ'
then be set in the light of these negotiations in a way which would Bppli'-
to the remaining NHS pay negotiations. But the consequences of &7
estimate could be very serious, ;ince 70 per cent or more of total .o oth® '

was on pay, with correspondingly little room for offsetting savings *
expenditure. l

& v

In discussion of cash limits for the NHS it was suggested that timin

A single cash limit for the whole NHS would be set in the early spring:

group of NHS ancillaries normally followed the rates negotiated for




. discugsion of Civil Service Pay, there on the proposal

I
fo

¢ pargaining in the civil service continueqd
pa .

b single global limit, at least while ) nts for centralised

as noted that Cabinet had

: - t ’ 5 :
already commissioned a study of the Sc¢ope for decentralisation of public service

e bargaining, particularly for the industria) civil service.

gE PRIME MINISTER, summing up the discussion, said that the Committee approved

the main lines of the approach to pay ang cash limits set out in E(79) 34, except
for the proposals on the RSG. They were not satistied that the 'sliding scale’
arrangements proposed for the RSG would work fairly as between Local Authorities,
or would apply sufficient discipline on pay negotiations, The Chancellor of the
Exchequer should arrange for officials of the Treasury and of beparamenr,a concerned
vith Local Authority expenditure to Prepare fresh Proposals, taking account of the
points made in discussion, which Ministers could consider early in October. The
Chancellor of the Exchequer should also bring forward proposals for individual

cash limits in the timescale proposed in paragraph 11 of E(79) 34.
The Committee -

Took note, with approval, of the Prime Minister's summing up of their
discussion, and invited the Chancellor of the Exchequer and the other
Ministers concerned to proceed accordingly.
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NATTONALISED INDUSTRIES' CASH LIMITS AND PERFORMANCE 1

g8 ARGETS FOR 1980-81
ference: E(79) 5th Meeting, Ttem 2

previous Re
THE COMMITTEE considered a memorandum by the Chancellor of the Exchequer, E(79)35,
covering a paper by officials on the application of cash limits to the external

tinance of nationalised industries in 1980-81 in ways which would

for responsible pay bargaining.

exert pressure

THE CHANCELLOR OF THE EXCHEQUER said that the Government's relationship with the
nationalised industries was ambivalent, In principle they would prefer to stand

back and behave like bankers, setting a maximum to the amount of Government

finance available and leaving the industries to meet their own pay settlements
consistent with this. But this left the Government with the problem of fixing

the sum concerned, and making this consistent with its' overall policies. There

vere some industries where market forces could be left to determine the outcome.

There were others, like the Railways, where the Government was the effective paymaster
and could not detach itself completely from negotiations. In any case, the

monopoly position of many of the industries made it important to supplement cash
limits with performance targets, otherwise wage settlements would simply be passed

°0 in prices. The officials' note attached to his paper proposed a fairly crude
*Proach, under which cash limits would include provision for wage increases somewhat
less than the expected movement in retail prices, thus giving some incentive for
lmproveq efficiency. This broad rule of thumb would be applied to the individual

ldustries ip a way which took account of their differing circumstances. Even
then

» it would not be possible for the Government to disengage completely, because
of ¢

he Tepercussive effect of wage negotiations in one industry as those in others.

In g . . .
dlscu“mﬂy there was broad support for the general principles embodied in

the
Challcellor's Paper. It was however argued that the Government should avoid

lnters . :
frence jp individual wage negotiations, relying so far as possible on

Eeney, 3
al tinanciq) disciplines.

4
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It was also argued that more worl
for individual industries, to rei
industries exploiting their monop

and Mergers Commission would help

k must be done quickly on performangg tag
nforce the discipline of cash limjygq Mdletg

oly positions. Further references torky oy
on,

in the search for greater Efficiency Do},

THE PRIME MINISTER, summing up the discussion, said that the Commi ttege apy
the proposals set out in E(79)35. In particular they agreed that SPonsogy

Departments and Treasury should no

X‘oVQE

w begin discussions with the i“dustries Ko
makeup of the 1980-81 cash limits on the lines proposed in the paper; iﬂvit,d &
the Chancellor of the Exchequer to bring forward proposals for cash Limitg
for individual nationalised industries in October; agreed that the Nati"n&lim
Industry Chairman should be asked to ensure that sponsoring Departments Were
consulted before commitments were entered into in any major pay negotiatiog,
and noted that improvements might be needed, with the support of &Wninis;w
in the arrangements for maintaining the performance of the industries in rel“:;
to cash limits and otherwise. In addition the committee would need to pay speciy
attention to the difficult problems of the coal industry, and would return t,
these at the next meeting on the basis of a paper about to be circulated by th

Secretary of State for Energy.

The Committee -

Took note with approval of the Prime Minister's summing up of their
discussion, and invited the Chancellor of the Exchequer and the other
Ministers concerned to proceed accordingly.

5
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The Committee's

separatel}’-
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CONFIDENTTAL

CURRENT INDUSTRIAL DISPUTES .

discussio an i
n and the CODClusloﬂS Treached are recorded
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CONFIDENTIAL

5. CURRENT INDUSTRIAL DISPUTES

TEE PRIME MINISTER said that recent developments in Civil Service pay
negotiations had revealed a weakness in managerial response to selective
industrial action. Under the law as it now stood, it appeared impossible

for Departments to lay-off non-industrial staff who were unable to work as
aresult of selective action undertaken by a small number of key people. This
made it impossible to put pressure on unions and strikers through the majority
of their members. It seemed probable that, depending on the terms of

contracts of employment, there were similar difficulties in many private
sector employments.  She had already asked for the position as it affected

the civil service to be investigated urgently.

UE SECRETARY OF STATE FOR EMPLOYMENT said that the current dispute over the
Nationa) Engineering Agreement was developing in a very dangerous way and no
tarly solution was in sight. Rolls Royce, with the support of other members
e~ Engineering Employers Federation, had taken the extreme step of laying
% “Tloyees involved in the recent two-day a week strikes. There was a
"0t that other major companies would follow their lead and that, despite

2 pery " .
1Dermd of disruption, this would prove to be the correct solution in the
°n€ Tun
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In discussion, there was considerable criticism of the reported actioy
of

1th and Social Security, in making special “rl‘&ng
en

the Department of Hea
benefit to the families of the strik
erg

for the payment of supplementary
locked-out by Rolls Royce. It was argued strongly that the Deparﬁnent K
pate a long strike in this way, OT to make special &rrange:
as pointed out that the preSen:n"

ent,

wrong to antici

to help those affected. Against this, it w

law had to be administered fairly, and that the families of strikerg vorg

entitled to supplementary benefit once they had exhausted their immediatg

resources. The object of the special arrangements made was to ensure g
strikers and their families did not crowd out other and more deserving )
at local social security offices. It was also suggested that polls hag ol
that the strike action did not command general support among the workfore,

who were being intimidated by the threat of losing union membership., Ty,

Government's proposal for dealing with the closed shop would help to solye
this problem in the longer term but meanwhile there was a case for Challenm‘
the union to say whether they intended to penalise any members who refused

to take part in strike action.

THE PRIME MINISTER, summing up a brief discussion, said that the Committee
invited the Secretary of State for Social Services to review the special
arrangements being made for the families of strikers at Rolls Royce and in
other locations. The Secretary of State for Fmployment should consider, in
consultation with the Attorney General, what might be said publicly to reassut
those members of the workforce at Rolls Royce who wished to continue workin
without the risk of losing their union membership. The Commi ttee noted that
a new Ministerial Sub-Committee had been established to consider the threst ¢
industrial action in the civil service, including the state of physical
preparedness in Departments. The Secretary of State for Employment At
consultation with the Secretary of State for Social Services, should brizé
forvard urgently his paper on Supplementary Bemefits for Strikers:

The Committee —

¢ thei’
ordingl?’

2‘* note, with approval, of the Prime Minister's summing UP
scussion and invited the Ministers concerned to proceed accor!

Cabinet Office
21 September 1979
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