
p, 

Ref. A09536 

PRIME MINISTER 

Pay and Cash Limits 

In my introductory brief on this subject, I suggested that you might want 

to have a general discussion in Cabinet, for which purpose we could produce an 

"annotated agenda" for you to circulate to your colleagues. You agreed to this 

suggestion. We have therefore prepared the attached: draft, which you may care 

to consider. If you approve this, or any amended version you prefer, it might 

then serve as the basis for a general discussion in Cabinet next week to precede 

discussion on related subjects (e.g. cash l imits in 1979-80, the Standing 

Commission) which your colleagues wil l be bringing forward for decision. It 

may also be a useful background to subsequent discussion in the relevant 

Committees on particular cases. 

JOHN HtfNT 

11th May , 1979 



CONFIDENTIAL 

PAY AND CASH LIMITS 

Memorandum by the Prime M i n i s t e r 

We face a s e r i e s o f d e c i s i o n s over the coming months on pay and 

r e l a t e d cash l i m i t problems. I t may he lp i f we f i r s t have a more 

genera l d i s c u s s i o n . T h i s note i s in tended t o focus such a 

d i s c u s s i o n , not as a v e h i c l e f o r d e c i s i o n s about i n d i v i d u a l cases . 

The P r i v a t e Sector 

2 . We aim t o leave t h i s t o the companies and workers concerned. 

As the Mani f es to put i t  , 'no one should or can pro tec t them from 

the r e s u l t s o f the agreements they make ' . B u t : 

a . the a t t i t u d e o f both s ides and p a r t i c u l a r l y of management, 

w i l l be i n f l u e n c e d by our monetary p o l i c y and i n the short 

term by the s t a t e o f company l i q u i d i t y (which i s not 

p a r t i c u l a r l y t i g h t at p r e s e n t ) . We cannot yet f o recas t how 

companies w i l  l act i n the next wage round. I t w i l  l depend 

on the genera l s i t u a t i o n at the t ime as w e l l as on the 

c i rcumstances o f i n d i v i d u a l employers. But we can generate 

a c l ima te through our p o l i c i e s and a c t i ons and through informed 

p u b l i c debate. The case f o r en l i gh tened se l f—in te res t i n 

pay matters should not go by d e f a u l t . I n t h i s connect ion we 

w i l l need t o c a r r y forward our Mani festo proposa l f o r 

"more open and informed d i s c u s s i o n o f the Government's economic 

o b j e c t i v e s " . I r e t u r n to t h i s below. 

b . Our p o l i c y depends on ' s t r i k i n g a f a i r balance between 

the r i g h t s and d u t i e s o f the t rade un ion movement'. We are 

committed t o three immediate changes i n t rade un ion law, 

a f t e r d i s c u s s i o n s w i th the u n i o n s . I f t h i s i s t o a f f e c t the 

1979—80 pay round, the l e g i s l a t i o n must be i n t r oduced t h i s 

summer. Can t h i s be done? Are there o ther aspects o f t r ade 

un ion reform which we should be c ons i d e r i ng on a cont ingent bas i s ? 
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c . We must w i ths tand demands fo r Government funding from 

companies which run i n t o d i f f i c u l t y by g r an t i ng excess ive 

pay i n c r e a s e s . How best can we make t h i s c l e a r i n advance 

i f p o s s i b l e before the f i r s t case h i t s us? And do we need a 

working d e f i n i t i o n o f ' e x c e s s i v e ' ? 

The P u b l i c Sec tor 

3. Our p o l i c y i s f o r pay b a r g a i n i n g i n the p u b l i c co rpo ra t i ons 

to "be governed by what each can a f f o r d " and i n c e n t r a l and l o c a l 

government to " t ake p lace w i t h i n the l i m i t s o f what the t a x payer 

and ra t e payer can a f f o r d " . However i n our f i r s t year o f o f f i ce :— 

a . We have i n h e r i t e d cash l i m i t s (set out i n Cmnd 7515) 

which make i n s u f f i c i e n t a l lowance f o r the promises our 

predecessors made but which we have to honour. F requent l y 

these promises r e l a t e t o the 1 catching—up' o f pay i n the 

p u b l i c sec tor which f o l l ows i n e v i t a b l y from three years o f 

r i g i d pay r e s t r a i n t . To t h i s extent they represent a 

temporary r a t h e r than a permanent problem. Do we accept tha t 

we must act w i t h i n the l i m i t s of the p o s s i b l e t h i s year and 

cons ider each case on i t s me r i t s and subject t o our p r i o r 

commitments? 

b . The most important o f these commitments r e l a t e t o the 

armed fo rces and p o l i c e where we have a l r eady taken our 

d e c i s i o n s which r equ i r e expenditure go ing beyond the 

p r o v i s i o n made by our predecessors . 

c . Dur ing the e l e c t i o n campaign we d e l i b e r a t e l y exempted 

c e r t a i n pa r t s of the p u b l i c s e c t o r (eg the N a t i o n a l Hea l th 

Serv i ce ) from major c u t s . We must never the l ess seek 

v i g o r o u s l y f o r s ens i b l e economies. 

4* W i t h i n t h i s genera l framework we w i l l need t o cons ider s eve ra l 

d i f f e r e n t ca t egor i es o f p u b l i c s ec to r cases:— 
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a . N a t i o n a l i s e d i n d u s t r i e s : The c i rcumstances o f i n d i v i d u a l 

p u b l i c co rpo ra t i ons vary w ide ly and d i f f e r e n t c ons id e ra t i ons 

and i s s u e s a r i s e on each. Thus the " p u b l i c u t i l i t y  " 

c o rpo ra t i ons ( e l e c t r i c i t y , water , gas and the Post O f f i c e ) 

are a b l e , w i t h i n l i m i t s , t o set t h e i r p r i c e s at whatever l e v e l 

i s necessary to achieve p r o f i t a b i l i t y . Are we prepared to 

leave them t h i s freedom? I f so, what steps are open t o us to 

impose other d i s c i p l i n e s which w i l l prov ide the necessary 

i n c e n t i v e s f o r e f f i c i e n t operat ion? Then there are i n d u s t r i e s 

such as B r i t i s h R a i l where i t i s u n r e a l i s t i c t o expect t h e i r 

charges ever t o cover t h e i r c o s t s . Obv ious ly cash l i m i t s impos 

a u s e f u l d i s c i p l i n e but our d e c i s i o n s on BR f i n a n c i n g w i l l 

e f f e c t i v e l y set the l i m i t o f pay inc reases they can grant or 

the volume o f s e r v i c e s they can p rov i d e . The problem of 

u n p r o f i t a b l e r a i lways which never the l ess prov ide an e s s e n t i a l 

s e r v i c e (eg f o r the London commuters) i s common throughout 

the w o r l d . How f a r are we prepared t o leave de c i s i ons o f t h i s 

k i n d to the Rai lway Board alone? The heavy b a s i c i n d u s t r i e s , 

such as s t e e l and s h i p b u i l d i n g , form yet another group. 

They face , i n common w i th t h e i r overseas compet i t o rs , very 

depressed markets and are i n e v i t a b l y pass ing through an 

expensive phase o f c o n t r a c t i o n . Here, t o o , we w i l l need to 

s t r i k e the r i g h t ba lance between the l ong term and the s h o r t . 

Next , i n a category o f i t s own, comes the N a t i o n a l Coa l Board , 

which ought t o be p r o f i t a b l e — the r i s i n g p r i c e o f o i l 

b e n e f i t s i t as much as OPEC — and whose product i s o f 

cons ide rab l e long—term importance t o our energy s u p p l i e s and 

the ba lance o f payments, but which appears t o be heading f o r 

s e r i ous d e f i c i t s . Do we ask them t o take the whole s t r a i n on 

p r i c e s , investment and p i t c l osures? Or do we seek some 

in te rmed ia te p o s i t i o n knowing tha t t h i s w i l l i n e v i t a b l y draw 

us i n t o the i n d u s t r i e s ' management dec i s i ons? F i n a l l y the r e 

are the main ly manufactur ing p u b l i c i n d u s t r i e s rang ing from 

B r i t i s h Aerospace t o B r i t i s h Ley l and where our b a s i c cash 

l i m i t s do c t r i n e can probably be a p p l i e d without very great 

d i f f i c u l t y . M i n i s t e r s concerned must i n v e s t i g a t e the s i t u a t i o n 

i n the i n d u s t r i e s and co rpo ra t i ons f o r which they are 

r e s p o n s i b l e . Our b a s i c aim should be t o minimise the out f low 

o f c e n t r a l Government funds t o the n a t i o n a l i s e d i n d u s t r i e s and, 

where a p p r o p r i a t e , t o maximise the i n f l o w . 
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b . L o c a l Government: The l a s t Government made v a r i o u s promises 

about pay and Rate Support Grant which w i l  l take expendi ture 

t h i s year beyond the pub l i shed l e v e l s . We cannot go back on 

these and we have added our own promises on p o l i c e pay. 

But many l o c a l a u t h o r i t i e s seem t o have budgeted f o r qu i t e 

l a rge cash ba lances , and we should not accept that any f u r the r 

pay se t t l ements should a u t o m a t i c a l l y a t t r a c t RSG suppor t . 

I f necessary they can draw t h e i r ba lances down, or t r i m t h e i r 

s e r v i c e s : and they must be made t o take r e s p o n s i b i l i t y f o r the 

consequences of t h e i r d e c i s i o n s . Look ing ahead, we may w e l l 

want t o t r i m the l e v e l o f RSG support we o f f e r f o r next and 

subsequent years i n order to encourage the a u t h o r i t i e s t o 

exe r c i s e r e s t r a i n t i n t h e i r expend i ture . We w i l l a l s o need to 

cons ider what o ther means are a v a i l a b l e t o us to promote 

economy and e f f i c i e n c y i n l o c a l government s e r v i c es , some of 

which are extravagant and w a s t e f u l . 

c . The N a t i o n a l Hea l th S e r v i c e : The Government f inances 

v i r t u a l l y the whole cost o f the NHS. The Hea l th A u t h o r i t i e s 

were t o l d by the l a s t Government that t h e i r cash l i m i t would 

be inc r eased to f inance t h i s y e a r ' s pay se t t l ements f o r nurses , 

NHS a n c i l l a r i e s and ambulancemen (and some other r e l a t e d groupsT: 

and we conf irmed i n the e l e c t i o n campaign that i t was not our 

i n t e n t i o n to look f o r major cu ts i n NHS s e r v i c e s . We need 

neve r the l ess to f i n d ways o f improv ing the cost—ef fect iveness 

o f the NHS where we are l i k e l y s h o r t l y t o face even b i gge r wage 

b i l l s f o l l o w i n g the Report o f the Doctors and D e n t i s t s Review 

Body. 

d . C e n t r a l Government: The main sett lement f o r the non

i n d u s t r i a l C i v i l S e r v i c e , based on pay r e sea r ch , was reached 

jus t before the e l e c t i o n . The e x i s t i n g cash l i m i t covers on ly 

about one—third o f the c o s t . A research—based sett lement f o r 

the i n d u s t r i a l C i v i l S e r v i c e i s due i n J u l y ; i t i s l i k e l y t o 

put f u r the r pressure on cash l i m i t s . Other se t t l ements t o 

come — f o r the P r i s o n O f f i c e r s and the TSRB grades — are l i k e l y 

t o be o f l e s s s i g n i f i c a n c e i n cash terms. None o f us i s f u l l y 

s a t i s f i e d w i th the ope ra t i on o f pay r e s ea r ch , and we w i l l need 

- 4 
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t o look at i t a ga in . But d e t a i l e d improvements i n the pay 

de te rminat ion mechanism are not enough. We w i l l need 

s u b s t a n t i a l sav ings to o f f s e ^ ^ ^ l e i a s ^ j p a r t of the c o s t . ^ ^ 

Of course the 'catching—up 1 element i n present pay se t t l ements 

poses a once f o r a l  l problem t h i s year o f e xcep t i ona l magnitude 

Once we are back to a cyc l e o f annual se t t l ements the sca l e o f 

our t a sk w i l l be reduced. Neve r the l ess , i t i s c l e a r that we 

need a sus ta ined and c o n t i n u i n g e f f o r t t o cut out waste , f i n d 

more c o s t - e f f e c t i v e means o f c a r r y i n g out our p o l i c i e s and a 

s t rong ope ra t i on o f p r i o r i t i e s i n Government expend i ture . 

Departmental M i n i s t e r s must g ive t h i s e f f o r t the impetus i t 

needs. 

5» Comparab i l i t y : We i n h e r i t e d a growing system f o r de termin ing 

pay i n the p u b l i c s e r v i c e s on the b a s i s o f c o m p a r a b i l i t y . For the 

n o n - i n d u s t r i a l C i v i l S e r v i c e the system has i t s o r i g i n s i n the 

P r i e s t l e y Royal Commission of 1953—1955 and has evolved i n t o a 

s t r u c t u r e d arrangement w i th the Pay Research Un i t (PRU) t o prov ide 

da ta ; a Pay Research Un i t Board (o f which S i r Derek Rayner i s Deputy 

Chairman) t o prov ide independent s u p e r v i s i o n of the PRU's a c t i v i t i e s 

and complex pay agreements between the C i v i l S e r v i c e un ions and 

management governing the pay n e g o t i a t i o n s which are based on the 

PRU ev idence. Do co l l eagues agree t h a t , whatever view we take on 

the subsequent spread o f c ompa rab i l i t y beyond the non—indus t r i a l 

C i v i l S e r v i c e , we should not over turn t h i s s t r u c t u r e : and that our 

e f f o r t s must be concentrated on improv ing i t on the l i n e s set out 

i n our Mani festo? 

6. S i m i l a r l y would i t be counte r -produc t i ve t o seek t o change the 

th ree Review Bodies (Armed Forces , Doctors and D e n t i s t s and Top 

S a l a r i e s ) which have e x i s t e d f o r some t ime and which have gained a 

wide measure of acceptance? In the longer term we may need t o 

cons ider some r a t i o n a l i s a t i o n but i t i s o f great va lue t o have 

a u t h o r i t a t i v e and independent means f o r determining s a l a r i e s i n 

these areas - i n c l u d i n g o f course the s a l a r i e s o f MPs and M i n i s t e r s . 

- 5 
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7. Ex tend ing the c omparab i l i t y system through the Stand ing Commission 

on Pay Comparab i l i t y i s however a d i f f e r e n t mat t e r . I t can of course 

be argued that c omparab i l i t y prov ides a u s e f u l t o o l f o r de termin ing 

the proper ' r a t e f o r the j ob ' i n the p u b l i c s e r v i c e s (not the 

t r a d i n g co rpora t i ons ) and app l y i ng i t by a means which minimises 

the p o s s i b i l i t y of i n d u s t r i a l d i s p u t e s . And c l e a r l y there are a 

number o f groups - nurses f o r example - where independent assessment 

o f pay i s necessary and an exper ienced Standing Commission may have 

advantages f o r t h i s purpose over ad hoc i n q u i r i e s . The danger however 

i s that l i k e w i l l not be compared w i t h l i k e and that a system, 

apparent l y f a i r , w i l l i n fact become an engine f o r i n f l a t i o n . 

We w i l l need t o cons ider our a t t i t u d e t o the Standing Commission 

separa te l y on the b a s i s o f a paper which the Chance l l o r o f the 

Exchequer i s c i r c u l a t i n g . 

8 . The Ba rga in ing C l ima t e : Our c oun t e r— in f l a t i on p o l i c y r e s t s 

h e a v i l y on the r e s t o r a t i o n of f i r m monetary p o l i c i e s , i n c l u d i n g 

cash l i m i t s , and on a new approach to t rade un ion power. But we 

want t o encourage r e spons ib l e c o l l e c t i v e b a r g a i n i n g , and our 

Mani fes to the r e f o r e prov ides f o r 'open and informed d i s c u s s i o n o f 

the Government's economic ob j e c t i v e s . . . so that there i s wider 

unders tand ing of the consequences o f u n r e a l i s t i c b a r g a i n i n g and 

i n d u s t r i a l a c t i o n * . T h i s w i l l r e q u i r e a resumed d ia logue w i t h both 

s i d e s of i n d u s t r y as w e l l as i n Par l i ament and more w i d e l y . I n the 

case o f the unions should we seek t o h o l d them t o the t a rge t they 

accepted j o i n t l y w i th the l a s t Government o f r educ ing i n f l a t i o n 

below 5 per cent by 1982? Or do we have a d i f f e r e n t approach? 

Conc lus i on 

9. Vie do not want t o run an i n t e r v e n t i o n i s t pay p o l i c y but we have 

genera l r e s p o n s i b i l i t i e s f o r the hea l th of the economy and s p e c i f i c 

r e s p o n s i b i l i t i e s i n the p u b l i c s e c t o r . The main l i n e s o f our p o l i c i e s 

are a l r eady c l e a r . We must now work t o apply them i n d e t a i l so as t o 

achieve our common o b j e c t i v e . I hope tha t the genera l d i s c u s s i o n we 

are t o have i n Cabinet w i l l he lp us a l l i n t h i s t a s k . 
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10 D O W N I N G S T R E E T 


From the Private Secretary 

MR. V I L E 

C A B I N E T O F F I C E 


PAY AND CASH L I M I T S 

S i r J o h n H u n t s e n t t h e P r i m e M i n i s t e r w i t h h i s m i n u t e o f 

I I May a d r a f t " a n n o t a t e d a g e n d a " f o r h e r t o c i r c u l a t e t o 

C a b i n e t . 

The P r i m e M i n i s t e r h a s c o n s i d e r e d t h e d r a f t , a n d h a s now 

d e c i d e d t h a t s h e d o e s n o t w a n t an " a n n o t a t e d a g e n d a " o f t h e 

k i n d w h i c h S i r J o h n h a d i n m i n d , d i s c u s s e d i n C a b i n e t . 

H e r comment on t h e d r a f t i s a s f o l l o w s : 

" D i s c u s s i o n on t h i s p a p e r i n C a b i n e t w o u l d be f u t i l e 

a n d on any o t h e r p a p e r w h i c h r a i s e s s u c h e n o r m o u s 

q u e s t i o n s a n d s u p p l i e s s o f ew a n s w e r s . I t w o u l d 

w e a k e n o u r h a n d - n o t s t r e n g t h e n i t .  " 

T. P. EANKESTER 

14 May 1979 




