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ARY OF STATE FOR INDUSTRY said that the Opposition had put down

‘
nv
B tor] & supply day debate on 18 June on the disposal of the
a M : p 4 -
yational Enterprise Board's holding in Ferranti. The terms of the motion
sonld pe read as implying a commi tment to ensure that, following the sale ,
-

the 17,000 employees
sider the case for a reasoned amendment to this. In the debate he

of Ferranti should have security of employment. He

would com
yould leave open the options for disposing of the shareholding.

THE PRIME MINISTER, summing up a short discussion, said that she would discuss

later with the Secretary of State for Industry and the other Ministers 39
concerned his proposals for a reasoned amendment. Proposals for the sale ]
would be discussed by the Sub-Committee on Disposal of Public Sector Assets 4|

on the basis of E(DL)(80) 8. In the meantime in the debate on 18 June the
—
Secretary of State should make clear that the options for the method of il

disposal were still open. 4
The Comnmittee —

Tool.( note, with approval, of the Prime Minister's summing up of (i
their discussion. ‘

Cabinet 0ffjice
19 June 1989

2

I CONFIDENTIAL |




CONFIDENTIAL

1S THE PROPERTY OF HER BRITANNIC MAJESTY'S GOVERNMENT
| 90
\ COPY NO ;U

CABINET

-
3
-
L
-
MINISTERIAL COMMITTEE ON ECONOMIC STRATEGY ,
3
-

LIMITED CIRCULATION ANNEX
E(80) 20th Meeting Minutes, Item 1
TUESDAY 17 JUNE 1980 at 9.45 am

SECRET : 39
PUBLIC SECTOR PAY ‘- -
Previous Reference E(80) 18th Meeting Minutes 4
The Committee considered memoranda by the Central Policy Review Staff (cems) —

sumarising the main issues (E(80) 55) and discussing possible approaches to
the 1980-81 pay round in the public sector (E(80) 49 and 54); by the Lord
President of the Council (E(80) 48 and 53) on Civil Service pay and his 7
proposals for improvements in the pay research system; and by the Chancellor : 4
of the Exchequer (E(80) 46)on public sector pay generally; and a Note by 3

the Secretaries (E(80) 56) covering a Note by Officials on the factual
background to the next pay round in the public sector.

PRIME MINISTER said that it was essential to take decisions on public
sect,
P ' Pay settlements in the coming round against the background of the
To ’ .
Spects forp- industrial output. The latest index of industrial production

shoy, .
*l decreases in the manufacturing sector at a time when average earnings

Vere g ;
1+2 per cent higher over the year. Such increases in vages were at el

€ ey £ic8 i
Pense of profits, and of the capital investment necessary to improve
tion of savings.

and the resulting inflation led to the devalus i
could only be at the

roment had to have regard

Producit iVity \

1s sy { 1
Xpengq b high public sector pay increases

of
Yo the the proquctive private sector. The Gove

Ve A
on the A considerable resentment in the privnte sector,
recent public sector

and particularly

Part
aettlements sl Tl firms, to a number of the

1
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MR IBBS said that the CPRS advised that the Government's Objective sho

- ® .4 X \t
be to achieve the lowest possible settlements in the coming round vy, 14
: . lch
would avoid unsuccessful confrontations and which did not create Subsy
antia}

catching-up problems later. It might be possible to achieve thjg by the
declaration of tight cash limits and the determination to stick to they,
Indeed, if Ministers thought that such a policy could succeed, it woulq y,

best course. If it were judged to carry too high a risk the CPRS SUggeste i

the alternative for the public service set out in E(80) 54 whereby, ag

— a ‘temporary arrangement in the next round, groups would be given intepiy
awards at the time of their total settlement dates. followed by final Settley
in July 1981 which would at most match the actual increases in earnings

—

achieved by their pay research analogues or comparable groups in the Pay year
1980-81. The settlements would thus reflect any deceleration in earnings
over the next year in the private sector rather than the higher earnings in
the period preceding the public sector settlement dates. In this way it
would deal with the present problems of the time lag in pay research and

L Clegg-type comparability and of the uncertainty of the course of private
sector settlements over the coming year. By tying public sector pay increase:
closely to the success or failure of the private sector it would also remove
any possibility of the private sector claiming that the Government was

i} elevating the level of public sector settlements at their expense. But the

l cash limits for pay would have to be set subject to later ad justment in the
light of final settlements.

L THE LORD PRESIDENT OF THE COUNCIL said that he remained of the view th2° 5"!
far as the non-industrial Civil Service - where the Government was the dire
employer as well as the paymaster - was concerned, the Government should

improve the pay research system and then set ca;h limits to reflect vhe

2 X red
had set out in E(80) 53 his recommendations for improvements in the P87

y an
system. Some of these changes called for consultations with the union®

B £ ure!
others for negotiation. His proposed improvements were designed to ens

no
and to be seen to be ensuring, that Civil Service pay settlements were

1 : k jght
eading those in the private sector, The alternative of imposingi& Ao
.cash limit,

3 ; well below the likely outcome which these revised arrané®
might indicate,

pest?

g f
would be highly damaging and costly. Small numbers °

3 g 2

hard in whi : ;dences
est bargain which could be negotiated on the pay research evidence o

orvants were able to take industrial action which could, for example
’

family allowances and of pensions, Even if Civil Servants

uld be kept down in the next round, past experience showed that
co gt A
Y. e limits led within two or three years to irresistible pressure

sajor catching up settlement. In this situation it was not worth
a

r :
fo e e losing battle in order to reduce settlements by perhaps
fig

201 2 3 =
D the pay research system if he had to tell the unions that, whatever
c

the outcome of the pay research on the revised basis, the settlement would

pe determined by 2 tight cash limit and that they would be denied the right

5 percentage points. Moreover; he could mot negotiate the proposed

to arbitration.

THE CHANCELLOR OF THE EXCHEQUER said that he disagreed with the proposals

put forward by the Lord President and by the CPRS, The Government could not

allow comparability, even if the system were to be improved, to remain

entrenched as the decisive factor in reaching settlements on public sector

pay. It should continue to be taken into account in negotiations, but

settlements ought to be determined by the cash limits. In the coming pay

round the Government had to bring about a major change in expectations and

a substantial downward step in public sector pay beyond what might be achieved

fron relying on comparability. The private sector could not be left to bear

the whole brunt of the attack on inflation. Cash limits in the order of

15-20 per cent would not be acceptable: the limit had to be lower than the

1 per cent on Civil Service pay settlements in the 1979-80 round. If the

:::rm:nt could not contain public sector pay at levels consistex.ﬁ: with

ho,-r;‘;. e alternative was further cuts in public expendii.;m.'e and mc;‘eé:eto

EeriO“:n:am? taxation, He recognised that tight cash limits could lea
ifficulties and confrontations, but the Government had to be

Preparaq %
o fight in defence of its economic strategy.

iscus 5
*1on the following points were made -

a
. § ; i ted
The CPRstq proposal in E(80) 54 was atttractive in that it relate

Pub] §
¢ sector pay to current rather than past 2 ke B

It ni

qu;ght, however, be criticised as discriminating against those groups,
i "

oo, Ularly in the National Health Service (NES) which bad early

ettlement

dates and so would have ho wait.a& relatively long time for

3




for their final settlements. In any case it would probably p,

impracticable to negotiate a scheme on these lines in time fop 9
neral

adoption this year. But it should not be ruled out for considergy;
ion

in the future, and need not be excluded as a potentially usefy] e
Pon

for some parts of the public sector - for example, the nationaljgeq

industries - to use in their negotiations in the coming round,

b. The Lord President's proposals for improvements to the pay Teseargy

system would be most useful and should be pursued. In addition the

Lord President should consider how best to impart increased flexibiljt,
into the system to reflect supply and demand in the public sector
labour market. He should also give favourable consideration to the
proposals made by Lord Shepherd, Chairman of the Pay Research Unit
Board (PRUB), that the Board should be given unqualified access to all
PRU material, ‘and should have a role in supervising the preparation of

data by the PRU and its use in subsequent negotiations. The system
anAlokues

should also take into account, in the selection of anmalyees or by other

means, the greater job security in the Civil Service: at present the
pA AL FyEs
anal;cs;d selected were by definition those in employment, and the systel

did not take account of the risks and implications of redundancies i

the private sector.

c. If cash limits, which had yet to be set, had to be the decisive

. ) . ooitably
factor in determining public sector pay, the Government would inevita!

ettlements

be faced with the problem of bridging the gap between the S "
1d 1%

possible under this constraint and those for which the unions ¥

1 > d
following pay resear_ch or comparability. To some extent the gap woul 2
be reduced by improvements in the PRU system which were now to Pe 50u8

There was also some scope for bridging it by further reductions in
. he
manning though the scope for the latter might well be limited by £
1ready
tnoﬂﬂbl
pledged. But the actual level of pay would also be at issué’ it

substantial manpower reductions to which the Government was a

was t isi "

phee ot;de:rly to come to decisions about the actual level ol the?
oul i y

1 e_very important to set them at levels which were o e

ast year; it would also be important to take realistic accoun®

problems of negotiating settlements

4

deration should be given to the possibility of distributing

s geent 4

she cash 1imits on Civil Service pay generally between individual 31
Departments. Ministers would then be better able to manage their own ~ i
Depal"’aﬂlef-‘ts effectively and to choose their own priorities. But care =)

Jould pave to be taken to avoid indefensible inconsistencies between %’

Departments and, if the idea were to be pursued, Ministers would need -"')

to consider it on the basis of a full analysis.

e, Although the Government had to take some general decisions on its

broad approach to public sector pay it would be necessary to look \
at each case on its merits and to be prepared to operate flexibly. There
was no point in fighting cases where there was no prospect of winning,

or the costs were too high. 39

£. If there were to be any further increases in the price of North Sea
0il the proceeds to the Government might be used to offset increases in 4|
Value Added Tax which would feed through to the RPI and so to wages.
However, since the Government had already accelerated the Petroleum
Revenue tax payments due to it, it was most unlikely that there could be 3

any VAT reductions on this account.

TE PRIME MINISTER, in suming up this part of the discussion, said d
that the Committee ‘Ii:.? not M‘Mlﬂp” to adopt the CPRS's proposed approach

*et out in E(80) 54 as a general basis for dealing with the coming pay round.

It A
vas, however, an interesting idea, and might be considered again before a

in securing settlements

lat L
°f round; it might even prove to be a useful weapon
in this round.

in g 4 ’
It ome parts of the public sector, other than the Civil Service,
the improvements

wa
® generally agreed that the Lord President should pursue

t0 the (i i |
® Civil Service pay research system set out in E(80) 53, In doing so e

shoulq :
al s . in di e« The
C S0 take into account the further suggestions made in discussion g

O, -
voulq h:e Yere agreed that public sector pay settlements in the next round 2l
Ve to be subject to cash limits, which should not be changed once

they 1,
d
been set, although the exact levels at which they should be set

verg 4
0 .
¥ later consideration. Within this framework the Committee would need
The

the proposals for each major settlement as it came along.
with the Lord President, should e

0 look at

j ncellox_

°f the Exchequer, in consultation

5




consider further the pos

on Civil Service Pay between Departments, but it was unlikely that it
1s

change, even if it prov

sibility of splitting the present cash R

ed practicable, could be implemented in the g
Omillg

year.

The Committee -

1. Took note, with approval, of the Prime Minister's summing il
this part of their discussion.

2, Invited the Lord President of the Council, in pursuing the Propou;
in his memorandum E(80) 53, to take account of the further suggestioy
made in discussion for improvements to the pay research system.

3. Invited the Chancellor of the Exchequer, in consultation with the
Lord President of the Council, to report in due course to the Committee
on the possibility of splitting the present cash limit on Civil Service
pay between Departments.

THE PRIME MINISTER, summing up a short discussion on the pay of the Armed fore
said that the Committee agreed that the Government's commitment to maintain
Armed Forces' pay at comparable levels with their civilian counterparts shoul

stand. However, it might be possible, without reneging from this commitmest

to tighten the terms of reference of the Armed Forces' Pay Review Board. L
Committee would consider this further in the light of the memorandum vhich
BHE Lae PUIRI el 0P 'the iCouned) vould e ¢irculating on the terms of
reference of the various pay review bodies.
The Committee -
\ ] {
14.. Took note, with approval, of the Prime Minister's summing upel
this part of their discussion.
o 00
THE SECRETARY OF STATE FOR SOCIAL SERVICES said that the admi"“trﬂtlvesev
he®

clerical, and scientific and technical, groups in the NHS regarded 3
: . ? I{
as firmly linked for pay purposes with groups inithe Civil Services men(v

- : < Leqy PRS0
Civil Service settlements were brought down, they would accept Like * o
though th ot

ere would be problems about translating into the NHS nad'd a8

manpower i f e
agreed or imposed in order to bring a pay increase within Boﬂ’d

o jeW
limit, He recommended keeping the Doctors' and Dentists' PaY Revie

6

though perhaps with amended terms of reference. At present there

in e comparab“”'y arrangements for nurses or midwives. The Clegg Commission
ere nocl,mparabili“ was now examining the possibility of constructing a basis
on Pazmparison which could be used to satisfy them that they were not falling
i:;izd_ fven if the Clegg Commission were to be disbanded it was important

that this work should continue.

A PRIME MINISTER, summing up this part of the discussion, said that the
Committee agreed that, as with the Civil Service, pay in the NHS would have
40 be subject to cash limits. The Committee agreed that the present work on
a system of comparability for considering nurses' pay should continue; they
would consider the outcome when it was available. The Committee would
consider the terms of reference of the Doctors' and Dentists' Pay Review Board
in the light of the Lord President's memorandum, Before the Committee

resumed their discussion at a later meeting it would be helpful if the

Home Secretary could discuss the pay of Prison Officers and of the Police

vith the Chancellor of the Exchequer.
The Committee -

5. Took note, with approval, of the Prime Minister's summing up of this
part of their discussion.

6. Invited the Home Secretary to discuss with the Chancellor of the
CI.leq“?r the pay of Prison Officers and the Police before they resumed
eir discussion of public sector pay genmerally.

Cabinet gppy
1 June 1980
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