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P R I M E M I N I S T E R 

1980-81 C a s h L i m i t s and P a y 

(E(79) 23) 

B A C K G R O U N D 

T h i s i s the paper w h i c h you c o m m i s s i o n e d at the l a s t E C o m m i t t e e 

d i s c u s s i o n on pay - E(79) 4th M e e t i n g on 9th J u l y . Y o u w i l l r e m e m b e r that the 

d i s c u s s i o n at the p r e v i o u s m e e t i n g c o n c e n t r a t e d on the d i f f e r ence between 

" O p t i o n  A " and " O p t i o n B " . The f i r s t i n v o l v e d , c r u d e l y , s e t t ing c a s h l i m i t s i n 

advance and u s i n g t h e m to i n f luence pay n e g o t i a t i o n s . The s e cond i n v o l v e d 

b l u r r i n g c a s h l i m i t s , o r ad jus t i ng them a f te r the event , so that they f o l l owed 

r a t h e r than p r e c e d e d pay n e g o t i a t i o n s . The second c o u r s e d i d not e xc lude a 

s e a r c h for o f f se t t ing s a v i n g s , but mean t that i t c ou ld not be d ep l o y ed i n advance . 

2. The paper i s u n s a t i s f a c t o r y i n two r e s p e c t s . It does not p r o v i d e the 

d e t a i l e d e x a m p l e s for w h i c h the C o m m i t t e e a s k e d , and i t does not d ea l w i th the 

p a r a l l e l and i m p o r t a n t ques t i on of n a t i o n a l i s e d i n d u s t r i e s (desp i t e , i f I m a y say 

so , a c l e a r i n d i c a t i o n f r o m the C a b i n e t Of f i ce that th i s was what M i n i s t e r s wou ld 

need) . H o w e v e r , the who le o p e r a t i o n has been v e r y r u s h e d , and i n t e r n a l 

d i f f e r e n c e s w i t h i n the T r e a s u r y , and between T r e a s u r y and o the r M i n i s t e r s , has 

c o n t r i b u t e d to the d e l a y . It i s now v e r y i m p o r t a n t that M i n i s t e r s shou ld g ive 

r e a s o n a b l y c l e a r i n s t r u c t i o n s , so that w o r k c a n p r o c e e d d u r i n g the s u m m e r on 

p r e p a r a t i o n of c a s h l i m i t s , no tab l y because the R S G nego t i a t i ons w i l l be under 

way e a r l y i n S e p t e m b e r . You w i l l not, on p r e s e n t p l a n s , have t i m e for ano the r 

d i s c u s s i o n on pay i n th is C o m m i t t e e o r i n C a b i n e t be fore the R e c e s s . 

H A N D L I N G 

3. Y o u w i l l want to c a l l on the C h a n c e l l o r to i n t r o d u c e h i s p a p e r , and then 

seek c o m m e n t s b r i e f l y f r o m the L o r d P r e s i d e n t , the S e c r e t a r y of State for 

I ndus t r y (whose m inu t e to you of 11th J u l y i s h i g h l y r e l e van t ) , the S e c r e t a r y of 

State for E d u c a t i o n and S c i e n c e , the S e c r e t a r y of State for S o c i a l S e r v i c e s , the 

S e c r e t a r y of State f o r the E n v i r o n m e n t and any o the r M i n i s t e r s , i n c l u d i n g the 

S e c r e t a r y of State for E m p l o y m e n t , who m a y want to j o i n i n a g e n e r a l 

- 1 ­



d i s c u s s i o n . B u t the C o m m i t t e e has a l r e a d y had i t s "Second R e a d i n g " debate of 

th i s p r o b l e m , and you m a y want to keep s u c h c o m m e n t s b r i e f and r e t u r n to these 

s p e c i f i c i s s u e s q u i c k l y . The pape r i s a d i f f i c u l t one to d i s c u s s , because i t i s 

d i v i d e d both h o r i z o n t a l l y - between the d i f f e r en t p r o b l e m s i n v o l v e d - and 

v e r t i c a l l y - be tween the d i f f e r en t s e r v i c e s . I th ink the h o r i z o n t a l c l a s s i f i c a t i o n i s 

the e a s i e r one on w h i c h to s t r u c t u r e d i s c u s s i o n . In that c a s e , i t f a l l s in to four 

pa r t s : 

A . P a y and P r i c e A s s u m p t i o n s ( p a r a g r a p h s 4-10) 

A s	 the C o m m i t t e e r e c o g n i s e d be f o r e , the m a i n p r o b l e m i s how to a v o i d 

e s t a b l i s h i n g an i n f o r m a l " n o r m " , whose e x i s t enc e w i l l r a p i d l y b ecome 

known to the u n i o n s . The p r o b l e m i s even m o r e acute i n the p u b l i c 

s e r v i c e s , w h i c h a re a l l b r o a d l y s i m i l a r , than i n the n a t i o n a l i s e d 

i n d u s t r i e s , w h e r e there a r e d i f f e r e n c e s i n m a r k e t c o n d i t i o n s . The paper 

t r i e s to d ea l w i t h the a r g u m e n t that c a s h l i m i t s w i l l d e r i v e f r o m the 

G o v e r n m e n t ' s m o n e t a r y o b j e c t i v e s : but the a r g u m e n t i s c i r c u l a r , as 

those ob j e c t i v e s t h e m s e l v e s a re d e r i v e d f r o m a v i e w of the future ra te of 

i n f l a t i o n i n the p u b l i c s e c t o r next y e a r , as the paper shows . M o s t of 

that i s a l r e a d y p r e d e t e r m i n e d , by e x i s t i n g c o m m i t m e n t s to b r i n g i n 

" c o m p a r a b i l i t y " a w a r d s by s t a g i n g . The r e s t i s an a t t empt to f o r e c a s t 

the l i k e l y upda t ing n e c e s s a r y - for e x a m p l e , i n the C i v i l S e r v i c e P a y 

R e s e a r c h s e t t l e m e n t next A p r i l . A n d the cho i c e for M i n i s t e r s , 

c r u d e l y , i s whe the r to a c c ep t the bes t f o r e c a s t that can be made now of 

that update , o r whe the r to seek to i n f luence i t . ( Th i s t i e s up w i t h the 

s e p a r a t e pape r on pay r e s e a r c h . ) I do not th ink that M i n i s t e r s can take 

a f i n a l v i ew on th i s u n t i l they see s ome c o s t e d e x a m p l e s , w i th the 

e l e m e n t s for e x i s t i n g c o m m i t m e n t s and fo r e s t i m a t e d " u p d a t e " shown 

s e p a r a t e l y , w h i c h i s why th i s pape r i s so u n s a t i s f a c t o r y . It w i l l t h e r e ­

fore be i m p o r t a n t to e n s u r e that the f u r t h e r paper w h i c h the C h a n c e l l o r 

p r o m i s e s to b r i n g f o r w a r d i n the a u t u m n shou ld d ea l w i th th is i n d e t a i l . 

A t that s tage , the cho i c e w i l l be between se t t ing c a s h l i m i t s w h i c h o v e r ­

shoot the expec t ed o u t t u r n , so as to a v o i d put t ing too m u c h s t r a i n on the 

c a s h l i m i t s s y s t e m , or c a s h l i m i t s w h i c h f a l l a l i t t l e short of the 
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expec ted o u t t u r n , so as to put p r e s s u r e on the n e g o t i a t o r s . It w i l l be 

p o s s i b l e to b l u r the i s s u e s i n o ther ways too - d i s c u s s e d be low - but th i s 

w i l l be the m o s t d i f f i c u l t s ing l e d e c i s i o n . 

B . T i m i n g ( p a r a g r a p h s 11-15) 

A n o t h e r	 way of b l u r r i n g the d e c i s i o n - i . e . o p e r a t i n g c a s h l i m i t s f l e x i b l y ­

i s to de fer the se t t ing of c a s h l i m i t s u n t i l a po in t one o r two mon ths into 

the pay r o u n d . The pape r sugges ts l e a v i n g i t t i l l the N e w Y e a r . ( Pas t 

p r a c t i c e has i n v o l v e d l e a v i n g c a s h l i m i t s u n t i l F e b r u a r y o r M a r c h . ) 

Once a g a i n , the p r o b l e m i s that t h i s c o u r s e puts i n s u f f i c i e n t p r e s s u r e on 

n e g o t i a t o r s . F o r th i s p u r p o s e , the k ey nego t i a t i ons a r e p r o b a b l y those 

f o r the l o c a l a u t h o r i t y m a n u a l s and the N H S a n c i l l a r i e s and a m b u l a n c e m e n , 

both of w h i c h have a s e t t l emen t date of N o v e m b e r or D e c e m b e r . In 

p r a c t i c e , nego t i a t i ons often d r a g on a bit beyond t h i s , but the n e g o t i a t o r s 

need a c l e a r l e a d f r o m an e a r l i e r s tage. P a r a g r a p h s 24 -27 suggest that 

the c a s h l i m i t s for the C i v i l S e r v i c e c o u l d be le f t even l a t e r , u n t i l 

p r e l i m i n a r y r e s u l t s on pay r e s e a r c h fo r the v e r y l a r g e g r oup of n o n ­

i n d u s t r i a l s who se t t l e i n A p r i l w e r e a v a i l a b l e . Bu t th i s too puts v e r y 

l i t t l e p r e s s u r e on un i on n e g o t i a t o r s . The R S G cannot be d e f e r r e d i n 

th i s way u n l e s s a d i f f e r en t f o r m u l a , l i k e the p r o p o s e d t ape r r e f e r r e d to 

u n d e r D be low , i s i n t r o d u c e d . 

C . A d a p t i n g the C o v e r a g e of C a s h L i m i t s ( pa rag raphs 16-18) 

The	 o v e r r i d i n g p r i n c i p l e has been , so f a r as p o s s i b l e , that c a s h l i m i t s 

shou ld c o i n c i d e w i t h b l o c k s of m a n a g e r i a l o r M i n i s t e r i a l r e s p o n s i b i l i t y . 
— -

In th i s way the " p r o g r a m m e m a n a g e r " c a n shi f t r e s o u r c e s a r o u n d w i t h i n 

h i s e m p i r e . B u t f o r m o s t s e r v i c e s , there a r e s epa ra t e c a s h l i m i t s f o r 

pay : th i s p a r t l y r e f l e c t s t r a d i t i o n a l P a r l i a m e n t a r y r e q u i r e m e n t s (now 

that c a s h l i m i t s a r e a l i g n e d w i t h P a r l i a m e n t a r y vo tes ) and p a r t l y the 

s epa ra t e c o n t r o l s e x e r c i s e d by the T r e a s u r y and the C S D . T h e r e i s a 

l o t to be s a i d for a m a l g a m a t i n g these : the S e c r e t a r y of State for De f ence , 

f o r e x a m p l e , a l r e a d y has i n p r a c t i c e power to " v i r e " between one 

head ing and ano ther so that the de fence budget i s for p r a c t i c a l p u r p o s e s 

as a s ing l e c a s h l i m i t . ( E v e n then , he c o m p l a i n s that the squeeze on h i s 
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budget , and the r e l a t i v e f l e x i b i l i t y of h i s m a n p o w e r , i s such that the who le 

s t r a i n f a l l s on h a r d w a r e : but he p r o b a b l y e xagge ra t e s t h i s . ) The 

a l t e r n a t i v e ( c anvassed i n p a r a g r a p h 27) i s to c r e a t e a s ing l e h o r i z o n t a l 

c a s h l i m i t for a l l C i v i l S e r v i c e m a n p o w e r : th i s r e f l e c t s the r e a l i t i e s of 

the nego t i a t i ng s y s t e m , w h e r e b y C S D negot iate on beha l f of a l l 

D e p a r t m e n t s , but i t s e p a r a t e s c a s h l i m i t s f r o m M i n i s t e r i a l r e s p o n s i b i l i t y 

for i n d i v i d u a l p r o g r a m m e s . If the C S D we r e r e s p o n s i b l e for a d m i n i s ­

t e r i n g a s ing l e c a s h l i m i t b l o c k , and then squeezed i t to m a k e r o o m for 

" e x c e s s i v e " c e n t r a l pay s e t t l e m e n t s , there w o u l d be e n d l e s s r o w s w i t h 

i n d i v i d u a l spend ing M i n i s t e r s about the way i n w h i c h t h e i r i n d i v i d u a l b i t s of 

the c e n t r a l c a s h b l o ck shou ld be t r i m m e d to f i t the new t o t a l . On b a l a n c e , 

the p r e s e n t s y s t e m s e e m s best . 

D .	 O f fse ts 

T h i s i s the m o s t i m p o r t a n t and the w e a k e s t p a r t of the p a p e r . The who le 

po int of the " O p t i o n A " a p p r o a c h i s to set c a s h l i m i t s i n advance , and then 

to seek o f fsets f o r any pay s e t t l e m e n t w h i c h exceeds the p r o v i s i o n m a d e . 

On ly i n th i s way can p r e s s u r e be a p p l i e d i n the c o u r s e of n e go t i a t i ons : 

vague and u n s p e c i f i e d t h r e a t s , such as M i n i s t e r s have had to use th i s y e a r , 

a r e m u c h l e s s s a t i s f a c t o r y . B u t to be c r e d i b l e , these o f fse ts have got to 

be w o r k e d out i n advance and dep l oyed d u r i n g the nego t i a t i ons . Tha t i n 

t u r n m e a n s that they p r o b a b l y have to be a g r e e d by M i n i s t e r s i n a d v a n c e : 

i t i s no use c o m i n g back to the Cab ine t and c o m p l a i n i n g , a f t e r the event , 

that the re i s no p r o s p e c t of s q u e e z i n g (say) the s o c i a l s e c u r i t y c a s h b l o c k 

to a c c o m m o d a t e the e x t r a c o s t of the s e t t l emen t for C i v i l S e r v i c e c l e r i c a l 

staf f , a v e r y h i gh p r o p o r t i o n of w h o m w o r k i n s o c i a l s e c u r i t y o f f i c e s . 

T h u s , the " m a n p o w e r con t ingency p l a n s " r e f e r r e d to i n p a r a g r a p h 28 wou ld 

need to be w o r k e d out and a p p r o v e d be f o r ehand . The a l t e r n a t i v e s , of 

r e c o u r s e to a v e r y s m a l l c on t ingency r e s e r v e a l r e a d y unde r s t r a i n , o r of 

cuts i n o ther non -pay b i t s of p u b l i c e x p e n d i t u r e , a r e e q u a l l y i m p l a u s i b l e 

u n l e s s w o r k e d out i n advance and dep l o y ed i n n e g o t i a t i o n s . ( Th i s i s the 

l i n e w h i c h the S e c r e t a r y of State for I ndus t r y has c o n s i s t e n t l y been t a k i n g , 

and has a lot of f o r c e . ) If that f a i l s , and i f the G o v e r n m e n t i s d e t e r m i n e d 
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not to i n c r e a s e net b o r r o w i n g , then the on l y a l t e r n a t i v e i s f u r the r 

t a x a t i o n . If th is i ndeed w e r e the s o l u t i o n , the re w o u l d be a lot to be s a i d 

for t y i ng s p e c i f i c tax i n c r e a s e s to s p e c i f i c pay s e t t l e m e n t s : for e x a m p l e , 

the N a t i o n a l H e a l t h e l e m e n t of the i n s u r a n c e ' s t a m p c o u l d be i n c r e a s e d to 

c o v e r the c o s t of N H S pay s e t t l emen t . O r an i n c r e a s e i n i n d i r e c t taxes o r 

e ven i n V A T c o u l d be qu i te s p e c i f i c a l l y r e l a t e d to the nex t C i v i l S e r v i c e 

pay s e t t l e m e n t . T h i s wou ld s e r v e to d e m o n s t r a t e the l a s t G o v e r n m e n t ' s 

m a x i m that "one m a n ' s pay r i s e i s ano ther m a n ' s p r i c e r i s e " . A n o t h e r 

d e v i c e , sugges ted i n p a r a g r a p h s 33 and 34, c o u l d be to i n t r o d u c e a 

" t a p e r i n g " R S G f o r m u l a . T h i s p r o p o s a l , new i n i t s p r e s e n t f o r m , has a 

l o t of a p p e a l , and c o m e s c l o s e to y o u r own v i e w that i t m a y be n e c e s s a r y 

to take p o w e r s d i r e c t l y to c o n t r o l r a t e s . It thus has a p p l i c a t i o n s i n o the r 

a r e a s i n the i m m e d i a t e p r o b l e m of pay. It wou ld there fore be use fu l for 

the C o m m i t t e e to have a d e t a i l e d s c h e m e w o r k e d out when i t r e t u r n s to 

th i s q u e s t i o n : the s c h e m e c ou ld a l s o be brought in to p l ay when C a b i n e t 

r e t u r n s to the pub l i c e xpend i tu r e d i s c u s s i o n s i n the a u t u m n . 

4. The pape r says no th ing about n a t i o n a l i s e d i n d u s t r i e s , and I th ink you w i l l 

need to take that as a s epa ra t e i t e m of the agenda . I a m s u b m i t t i n g a s epa ra t e 

b r i e f a c c o r d i n g l y . 

5. Wha t eve r the d e c i s i o n , you w i l l want to r e c a l l the M a n i f e s t o c o m m i t m e n t 

" i n c o n s u l t a t i o n w i t h the u n i o n s , we w i l l r e c o n c i l e these / i . e . pay r e s e a r c h e t c . / 

w i th the c a s h l i m i t s u s e d to c o n t r o l p u b l i c e x p e n d i t u r e " (page 12). In contex t , th i s 

went m u c h w i d e r than c e n t r a l g o v e r n m e n t , and i n c l u d e d l o c a l g o v e r n m e n t , h ea l th 

and e d u c a t i o n . Y o u w i l l want to r e t u r n to th is q u e s t i o n , and dec ide how to hand le 

th i s c o m m i t m e n t , at the next d i s c u s s i o n of pay . If there i s to be t i m e fo r 

c o n s u l t a t i o n , th i s w i l l have to be f a i r l y soon a f t e r the s u m m e r h o l i d a y s . 

C O N C L U S I O N S 

6. I th ink you m i g h t a i m to r e c o r d t h r e e c o n c l u s i o n s f r o m th i s d i s c u s s i o n , 

w h i c h w i l l be su f f i c i en t to h o l d the p o s i t i o n d u r i n g the s u m m e r m o n t h s : 

(i)	 T o endo r s e Opt ion A of the C h a n c e l l o r ' s e a r l i e r pape r E (79) 15, w i th s ome 

of the m o d i f i c a t i o n s d e s c r i b e d i n the p r e s e n t paper E (79 ) 2 3 . 

- 5 ­



C O N F I D E N T I A L 


( i i )	 To i n v i t e the C h a n c e l l o r to p r oduce p r o p o s a l s for c a s h l i m i t s for c e n t r a l 

g o v e r n m e n t , N H S , and , i n c o n s u l t a t i o n w i t h the S e c r e t a r y of StaU^fcnr the 

E n v i r o n m e n t , l o c a l a u t h o r i t y R S G , for the C o m m i t t e e ' s c o n s i d e r a t i o n i n 

S e p t e m b e r . 

( i i i )	 To i n v i t e the S u b - C o m m i t t e e on E c o n o m i c A f f a i r s ( E ( E A ) ) , i n c o n s i d e r i n g 

pay s e t t l e m e n t s i n the r e m a i n d e r of the 1978-79 pay r o u n d , to seek off­

s e t t ing sav ings w h e r e v e r th i s i s n e c e s s a r y to a vo i d e x c e ed ing the p r e s e n t 

c a s h l i m i t s , but to app l y th i s p o l i c y f l e x i b l y and not s p e c i f i c a l l y to seek 

off^^tTlng s a v i n g s i n 1980-81 u n t i l the C o m m i t t e e has r e s u m e d i t s 

d i s c u s s i o n i n S e p t e m b e r . 

J O H N	 H U N T 

16th J u l y , 1979 


