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NTRODUCTION

me purpose of this p
siied the Government are likely to face i
period ahead. Although the Government hay
apprOaCh to pay in both the private and public
of his approach in detail will be Tequired in
+he need for specific decisions, particularly j
1imits, arises. With the current pay

sectors, interpretation
the couing months as
n relation to cagh

' . round due to end in less than
a month's time, now is not too soon for more detailed consideration.
7o some degree, however, this paper, which should be read in con-

junction with the separate and more detailed papers on cash limits,
a national forum etc, is still perforce more of a signpost to further

consideration than a prescription for action.

GOVERNMENT 'S APPROACH

2. The Budget Statement sets out the essence of the Government's
approach. In the context of the overriding need to "squeeze inflation
out of the system", it stressed in particular that financial
responsibility on the Government's part should be matched by
responsibility in the field of pay bargaining. In the public sector,
this requires full account to be taken of "what the ratepayer and
taxpayer can afford"; in industry, it demands recognition of "what the
Customer is prepared to pay, what the firm needs to invest, and what
the pressure of competition demands", and, in the econouy as & whole,
it Tequires acknowledgement of "the limits imposed by the need to

The Prime HMinister has also spoken in
on 19 June when

ople to face

c‘.’ntI‘Ol the woney supply".
Sinilar terms on a number occasions - for example,
She referred in the House of Commons to the nmeed for pe

% +
4 Consequences of their own wage clalmS.

5,
all oy

exible one, designed to

trict monetary framework.
conseguences

The Government's approach is thus & :
the market economy to work within & 8 f the
Ceesg Tests critically on individual awareness O
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.Of irrC
ility on the one hand

Sponsiblo action. This has
flexib
for policy on the other. Howevepr
1abouT market, it is clear that ¢
Govel'nmontls approach in the Privat

employer .

4. The following paragraphs therefore seek
questions that are likely to arige and sugges
gtudy. They deal first with the Private sect
public trading and the public services sector

to identify the main

OT, and then with the
S in.turn.

mHE PRIVATE SECTOR

5. The Government have made it clear that it is strongly in the
interest of private sector employees and employers not to press or
concede large pay increases: given the Government's intention to
adhere to strict fiscal and monetary policies, and not to subsidise
eiling companies, this could only be at the expense of already declin-
ing profitability and competitiveness and jeopardise future viability
further. The hope is therefore that private sector negotiators will
identify where ‘their interests lie, and conduct pay negotiations
accordingly. A great deal will depend on expectations - particularly
about the extent to which the Government will in practice stick to

its monetary and fiscal policies if and when the going begins to get
Tough. The initial response from the CBI at least has been very
ficouraging; they have stressed the responsibility that mow r‘_*StS

"ith management. Moreover, the poor outlook for company ;‘u‘oflts
Should itself strengthen the resolve of management to resist large

P8y increases.

S But in addition to any failure of inflationary expect::z;’:: ::ere
*00ust quickly to the tightening of monetary and ﬁscai z:er than can
ire a Dumber of other reasons why earnings el e, -

tid-
® Accommodateq within the Government's monetary taree .
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) rly i
SeCtor Settlements, particularly if they occurfeaayyne’
an Pose Substantial dangers for the conduct of P

(i) Soume euployers may 55111 gee;

under pressure and concede

This coulg

f 9
OT' example (as with the roag

naulage dispute at the beginning of the year) indi
pay be prepared to take a sypps.s 10 1ndivigual

1likely to cause a loss . of narket
that the immediate retention of that
take precedence over longer-

share ma&y conclude
market share should
term Competitivenesg,

(ii) Some companies enjoy a monopoly or quasi

g monopoly
position in the market and

» in the absence of price control,
may feel able to pass the cost of Pay settlements directly

on to the consumer. Others may occupy a key strategic
position in the economy (eg British Oxygen, whose settle-
uent date falls early in the round), the implications of
which would make it difficult to contemplate withstanding
industrial action for any more than the shortest period.
In such cases high settlements would be bound to affect the
domestic price level and the 'tone' of the pay round, and
the Governwent way find itself under pressure to intervene.

(iii) There are also some capital intensive industries
where pay only constitutes a small proportion‘of total
costs. Here large pay rises may well have relatively little
impact on the company's operations, and employers may
consider accordingly that they have little to lose by taking
& soft line. Although this may be true in relation.to such
Companies in isolation (although there are man}" g
intensive companies that suffer from over-manning an: o
Pl‘ofitability), the possible spillover effects on other
Companies could be serious.

fact that large private
n the pay round,
gotiations in

This jast consideration underlines the
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£9 1, even where thoge Settlepe
7 ral,
ené

g s can ip Some g
ms of what the indivigy

i terms

in

Sense bpe justified
afforq, Encouraging
theip Company 'g Tinanciay Position

» BlvVen the tight Tonetary context the
her Sug,

te for negotiation ang Naking i+t
climé

fectively are also discussed ip Paragraphs g ¢, 32., But it ig
ef ely unavoidable that negotiators y3 Teacheq
lafiier as a reference point, ang ap
ear

'expectations effect' cap
11d up as the pay round develops (fop example
pui

y & clear DProgression
observable in the 1970-7) P&y round),
was

al company can

riators to take full account of
b

nefo

14 help to reduce thig risk
ghot

. - Q 3
‘ vernment will set. Some fypt Bestions fop
0

easily

8 A further important consideration is
éttlements in the private sector can be e
of the 'going rate', to set the 'tope!
sector. This risk may in some cases be

that at least some of the
Xpected, through the concept
for negotiations in the public

increased by the formal
lationship created through the establishment of the Standing
rela

Commission on Pay Comparability. This is discussed further in
E graphs 19-22 below and leads directly to consideration of the
parsg g ; .

main potential problems in the public sector.

PUBLIC TRADING SECTOR

9. The Chancellor's paper for E Committee (E(?9X ?dz:;dnzzjzn:;-
principle the Government should disengage from ;nd;::Ch SR e
ised industry negotiations, leaving ma?agement t: PR Y UL RP
it o ree T finsszlzir:a:f:eral principle in the

' i round o Pes 5
izzzf:::oa§Z;:s§Izhih:a;::at public corporations P:Zfzzzﬁflnlng s
be Boverned, as in private ones, by what each can

Smi ssarily involves
1% The paper recognised that fixing caShhl;:it:n::::ry can and
*he Government ip taking & view OnEgWpRse sm;uld iy 2gcording bo
U4 0110w for st PuimeleusiEEN m-u: jgueh Fheve, could be g9
the commercig] position of each corp?ratlomonopoly position in the
Westion of those public utilities WltPtait for the benefit of t?e
Gomest market being allowed to eXPIO; that in any event it was -
Yoxk force, mpe paper also point‘"d ouhis risk whether by some mo
Urgent to explore ways of preventing b




£ constraints on the y

: age bill ¢
dlrec s 4 . or each ing
» improving unit g ustry op
s S0 T costs op efficiency, 1 O by setting
gne paper identified the two cpitsga) issues op. o, 00ft, therefors,
A 8§

¢ cash limits and the basi
0

nsider alternatives
co

tiveness of Cash Timits ip th A .
e € Public %Sector

e A general point on effectiveness stem
cash limit for nationalised industrieg is
a trading concern. The requirement for sy
petween large flows: turnover on the one n

€ produced wid-point
In aggregate the shortfall -

al terms, though it has been
falling in recent years. In 1978-79 it vas over £600 million - large

in relation to aggregate cash limits of about £2 billion but much

less in relation to aggregate turnover of the order of £30 billion.
Nevertheless the past experience of shortfall, and the scope for
determined industries to provide what amount to contingency allowances
whose existence it is hard for Departments to demonstrate conclusively,"
cast a general doubt on the effectiveness of cash limits.

estimates as the basis for cash limits,
has been large in absolute and proportion

12. The scope for making the cash limit an effective constraint on
Pay - in the sense that an 'excessive' settlement puts a squeeze on
eployment and/or investment - will also vary greatly with the circum-
stances of different industries. It will be relatively large where
labour costs are a big share of total costs (the share ranges froum
Bout 15% €0 65%) and where prices are constrained by the market or
fixeq before the pay settlement and the industry is a net borrower.
Fost nationalised industry pay settlements are in the m?nths ?e;ween
J&nuary and April and price increases for those industries whic

have 8 repular date fall within the same period so that both

1 ; But
decigyg he coming financial year.
ns ar importance for the :
N actice have been finally set by

and there may be advantage 'in |
t the cash limit is set |

the tash lipit will not on present DT
coz;ime'of the earlier negotiations, e
earliderlng the scope for change here SO

er eg for steel.

-



subject to these Teservationg j
13. iple to set relatively effective ca
0881 airways and, provideq the o011 pr
steel’om for coal (in the latter case
headr:s \;ould be an added constraint
il.np::z have public expenditure cogtg t
wig

n
. However,}:zome of these ingy
pri

1ce does not Provide tgq much

Bpeition frop coal
On pay ang Prices,
0 the ext
stri

ket conditions can change gq much ap,
i limit may become much more or less
caSI.] aped. The main industrieg
i::ii a‘n effective constraint

though it

a given
Severe thap originally

where it ig difficult to make the cagh
sy either because wages are a smalj

e they are monopolies ang can raise

fas, post and telecommunications.
these industries are in most Jears net repayers of debt so t
Government are in a weak position to enforce !

portion of costs or becaus
pro

: 2lectricit
prices, are e T Moreover

hat the
negative' cash limits.

Other means of influencing settlements in the public tradinz sector

14. Three possible alternatives or supplements to cash limits or
financial targets for these industries might be considered:-

(a) An efficiency or cost target (such as the pl‘zblished aim
that overall real unit costs for the postal service sho1.11c.1 be
kept constant) ought to help, but is unlikely to‘be deu;l;‘;;d
First, such a target is more natural and m?re'fz'nrlilmon

OVEr a period of years than for each ye?r md:.vtl;duaS }’-Tbirdly,
Secondly, it is understandably defined in rea.il t;ermc(;:.Lvably
there is no financial sanction, though one migh Conduced o
be devised. These weaknesses might, however, be r:ould 5
Ministers made it clear to the ChaiT‘meltl th:et::det in

beld Personally accountable for af:hlev1ng PAGTE Gt v 4
individual years. There is certainly 5°°P:e oot
targets since so far none have been set :x Mznopolies

Office. It is Qoubtful if scrutiny by the osed to the
Counission would add much on the pay as oPP

®fficiency front.

, wage
nnual limit on the
(b) Ministers could also set an @ al

5 the
) eave it to
bi1y or the increase in ite inis would 1
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jndustries to decide the balance betye

: €0 pay increaseg and
Pl.oductivit.y lncrea

ses but woulg necessarily imply a fipure

for pay increases that would be acceptable if Productivity

did not rise at all.

(¢) A third pPossibility

would be to set limits in advance of
pay nepgotiations for

the price increases that

would be accept-
able to the Government.

e to compel the
ay by productivity
ting investment.

g objectives. On the one
hand Ministers may wish to prevent the exploitation of moncpoly

power for the benefit of the work force of the industries.

But on the other, it could seriously compromise the Government's
overriding PSBR objective. Irf higher (or second) price
increases were ruled out as a way of dealing with unexpected
cost increases or revenue shortfalls, there could be a major
threat to the PSBR, since it is common for price increases

in the major fuel industries and Post Office to be worth some-
thing of the order of £500 willion a year each. This would be
a slippery slope and is not recommended.

The intention would b
et any excessive increase in ho)
increases or other current economies or by cut
But this would expose two conflictin

industry to offs

15. Assuming that the course in paragraph 14(c) is nllle(.l ?:t;lthere
night be advantage in. exploring further in regard to 1nd1v? u A
industries the suggestions at the end of paragrap‘r.x 12 and 1:52) th:
14(a) and 14(b). But both these last two suggeftlons, asize e
setting of cash limits themselves, would effectively re(';'t:: < W
Governrﬁent to form a view (though it would not nec;s:r;.ny S

be published) on the appropriate figurt.e for Pay.unrzlazioi ey

Or target in question. The position w111.var,7 in i A
different industries and the Government will nohdo:st e
from the general proposition that incomes growth m

i 1lso likely
7 figure chosen 1s 2 !
il e Mol ]?::n:?yof the round is established by

to be conditioned by whatever In the past

ments.
the first wave of key private e re that their proposed
Departments have asked the industries to enS: are compatible with
°4h limits are based on pay assumptions tha

Government policy.
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 pUBLIC SERVICES

16. For part of the public services (civil
the Health Services) the Government are the

only source of finance. For other

service, armed forces,

direct employers and the

services local authorities are
the employer (teachers, firemen, police, local

white collar workers) but th
The local authorities

authority manuals and
e Government provide most of the finance.
prefer to run their own negotiations at arms
length from the Government, but, particularly if the Government

intervene, will expect the Government to meet their share of the
settlement.

17. There is a tradition of negotiation over pay in the public
services - at least apart from the grades covered by the three Review
Bodies - which it would be difficult if not impossible to break.

The question for the Government is therefore what constraints should
be placed on negotiators and on what criteria those constraints
should be founded. There seem to be two broad approaches.

Percentage Figure

18. One possibility would be for the Government to announce a per-
centage figure for pay increases in the public services, around which
adegotiators will be expected to bargain. Experience suggests that
such a figure can rapidly become a minimum settlement figure. Any
attempt to set a figure which applied only to the public services
could in any case lead to widespread industrial action under the
banner of "unfair discrimination", which would have full TUC support.
It is assumed that Ministers will prefer not to adopt this course
which seems so explicitly contrary to their basic approach.

Fair Comparisons

19.  Another course would be to reinforce the "fair comparisons"

System that already exists, if Ministers decide that it should'
Continue. Until recently this applied only to the non-industrial .
point, to the Armed Forces rankc covered

Clvil service (and, up to a : ; &
by the Armed Forces Pay Review Body). The previous Goyernmen ) '}
ervice; and \

however, agreed to extend it to the industrial civil s

CONFIDENTIAL




5

Subsequontly extended it %o virtually all t
gervices by establishing the Clege Commi
of a number of groups to it.

he rest of the public
ssion and referring the pay
; : . The terms of reference in each case
require the Commission to "assess the appropriate form of comparisons

with terms and conditions in other sections of the economy, and to
b

identify relative comparators".

20. A potential advantage of "fair comparisons" is that it can
restrict the area for negotiation of the quantum of

i p a2 pay increase.
An immediate disadvantage,

however, is that since it is being applied
for the first time to a large part of the public services Just
the sector as a whole has fallen well behind the rest of the economy
in pay terms, large increases will inevitably ensue. But once the
catching up this year has taken place, and provided the system is
rigorously and consistently applied in future years, it might, if
continued, nelp to restrain bay negotiators and ensure that the
public services do not move ahead of the rest of the economy. Indeed
it could wmean that for most of the year the public services were

kept behind. This consideration has in fact made some of the public
service unions chary of accepting the system as a permanent feature
of their pay determination system.

when

2l. Ministers will, however, need to consider whether the present
system, or something similar to it, should be maintained. If it is,
it will be necessary to ensure that the mechanism for determining
"fair comparisons" is applied with the utmost rigour. It should, for
example, take accouat of factors such as labour supply and demand
which may not always appear to be consistent with the application of
strict comparability as at present perceived. It.will also be
necessary to insist that it is used as the basis for determining pay
in the public services in each pay round - use at longer intervals
is likely to produce inconveniently large pay figures which coul<'1
upset the tone of the round in which they appeared; and to restrict
Severely, if not abolish altogether, the scope for subsequent
tegotiation on the basis of fair comparison results.

%2. In the immediate future this means making sure that the Clegr
Comnission behaves in this way in relation'ﬁo‘itﬁ gxigt;ng r:Ui:;.
For the slightly longer term, whatever the @?;re‘of Clegg itself,




consideration will need to be given to the ¢
getermination systems in the public s
be made tauter and more rational. Th

omplex of other pay
ervices to see whether they can
ese include the three Review

Bodies, the Whitley Council bar;{aining system, and LACSAB in tha

1ocal authority field.
Cash Limits |
A ———SSmSGSES

23. The choice of methods for determining pay in the public services

- whether related to "fair comparisons"” or derived from some other
basis - is closely connected with provision in cash limits. This is
discussed separately in E(79) which considers in more detail the
issues that are likely to face Ministers.

24. A key question that arises is whether cash limits should include
provision for future settlements. If, as the Treasury think right,
they do, so that cash limits in effect determine pay settlements
rather than the reverse, the following problems will arise. Since the
cash limits for the most part will have to be set before settlements
have been reached and evidence about the results of pay research or
"fair comparisons" is available, the Government will have to make
their own assumption about the appropriate pay increase to build into
the cash limit. Such an assumption, which it will not be possible
entirely to conceal, could become regarded as the Government's view
of the acceptable level of settlements generally and set a floor,

not a ceiling, to the outcome of pay negotiations.

25. To some extent this difficulty is inherent in any cash limits
that include provision for pay from the outset. It might, hcwever,
be minimised if the Government made it clear that the dominant con-
sideration was not any specific assumption about particular pay
settlements, but a broader view of the quantum of cash limited
expenditure that would be consistent with the Governument's overall'
financial objectives. If this approach were adopted, further consider-
&tion would need to be given to how cash limits figures cox‘xld be
derived not only from the Government's planning deci?ions in the
Publie Expenditure Survey but also from their objectives for the
PSBR ang rate of increase of the money SUPPly. The Government would
8150 need to make it clear that if in practice any settlements
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' exceeded the provision ip the cash lipitg
74

there woulg
) k]
correspondlng econom BBkl b

i s d Minic ers
: 8 ould ha e & 7 1
o és : . 7eS ar nl I's w 4 (o] accept tnemselves

approved Programmes mygt be cut.

be consistent with the
to the private sector which will cons

framework within which Tesponsible ba
take place.

This general
Government 's broad approach
ist of setting a tight monetary
rgaining will be expected to

approach would thus

RESPONSIBLE PAY BARGAINING: POINTS FOR FURTHER CONSIDERATION
26. The public sector issues referred to g

. : bove, and in particular
the basis on which cash limitsg

should be set, will need further

he industries ang services concerned.
Some more general points which it would be useful
particularly given the overriding need to improve the
general tenor of pay bargai ning and to Temove as far as is possible
within the Government's own competence obstacles to the
of an effective labour market.

There are, however,

to identify,

functioning
The following Paragraphs therefore
list a nuuwber of questions to which further consideration might be
given.

What should we do to improve education and awareness of the
consequences of different levels of pay settlements?

27. At very least, the Government need to get across firmly and
clearly to both unions and management the central thrust of the
Budget, with all that it implies not just for the retail price index
8s a result of the once-and-for-all price increases but for take-home
Pay as a result of the large income tax reductions. In this context
the work on the proposed new standard of living index may have an
important role to play.

. . 2
Is there any message specifically on pay that we should aim to convey?
=8 there any S

205 NGR Paramount importance is projecting the credibility of th?
G°Vel‘nment's determination to stick to their firm monetary and fiscal
Policies ang not to be deflected from these by any short-ter? adverse
%evelopments on the pay front. Only this can generate the right
*Xpectations - and action based on thed ~ and make it poss?ble to
°Wince both sides of industry that excessive pay rises will result
in increaseq bankruptcies and unemployment. The Government will also
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need to support this

vene when companies find thems s ouble as a result of havi
e s 5 aving
grantcd excessive pay settlements., At the same time, it would be
I

nelpful to dispel the belier (now growing in some guarters) that
there will be a pay freeze some time in the near future. Although
the expectation of a freeze might induce so :

me negotiators to settle
earlier and more moderately,

there is perhaps the greater risk that

and accelerate the Pace of pay demands,
and also lead to anticipatory Price increases.

it would serve to exaggerate

What role should there be for the proposed National Forum?

29. E(79) discusses the possibility of a Forum. The wider dissemi-
nation of facts and informed opinion is clearly one of its major
objectives. It would be unwise to expect too much of it, especially
in the short-term, but it could help in securing greater awareness
and acceptance of the underlying state of the economy, including the
long term trend of productivity and competitiveness.

Is there any specific action we might take to improve the operation
of market forces, with a view to restraining pay settlements?

20. TFurther consideration might be given to the general field of
competition policy. This is relevant both to the behaviour of private
companies enjoying a very strong market position (as noted in para-
graph € above) and to the nationalised industries. So far as the
latter are concerned, freer coal imports and other forms of enhanced
competition may increase pressure on some nationalised industries to
keep costs down. A second area is the operation of the labour market
generally. A good deal might be done to lubricate the supply of
labour - including for example improvement in council housing
allocation procedures, adapting housing and other policies so as t?
encourage greater mobility of labour, the operation of the apprentice-
ship system and so on. The proposals for the ?eform of the closed

Shop may also be relevant here.

2o what hould we iock to_reform of indus?rial‘re1§t§ong_§§
a Correcg§$§n§ostgg curront imbalance in collective bargaining?

5L, Above all it is necessary to correct the present bias in fa?our
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of the union side. The Proposals on g
shop and trade union ballotg
Employment will shortly be pu
steps. Further meas

econdary picketing, closed
which the Secretary of State for

tting out to cbnsultation are first
ures are under consideration, including sub

i loyment Protection Act and possible measur
oblige trade unions to bear wore of the costs of
all this takes time an

stantial
es to

strikes. However,
d changes in even the first three are

amenduent of the Eup

as are
next year. The coming
the imbalance as severe

a case for examining the scope for
non-strike agreements. The Manifesto said:

as ever. In addition, there is

"In consultation with the unions, we will ... seek to
conclude no-strike agreements in a few essential services."

Again, it would be a mistake to expect too much. The unions are
likely to offer such agreements freely only in areas where strikes
would be unlikely anyway: in other areas experience suggests they
would be reluctant to control their members and indeed may not be
able to do so. In any case they would demand a price for an agree-
ment, probably in the form of specially advantageous treatment on
pay. It will be necessary to weigh very carefully whether the price
set is worth paying.

Should we be doing anything more by way of contingency planning?

52 Finally, the Government need to ensure that plans are fully laid
for any industrial disruption in the coming winter. Departmental
contingency plans will no doubt be under review following the
eXperiences of this pay round, but the importance of this planning
cannot be overstressed. All necessary precautionary measures, such
8s building up stocks of coal at power stations, must be completed as
Soon as possible. The Civil Contingencies Unit might be asked to
furnish an early report on the state of preparedness.
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