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Treasury C h a m b e r s , Par l i ament Street . S W 1 P 3 A G 
01-233 rSOOO 


PRIME MINISTER 


1980-81 RATE SUPPORT GRANT CASH LIMIT 


PAY AND PRICE ASSUMPTIONS 


We face a d i f f i c u l t d e c i s i o n on the pay and p r i c e 


assumptions t o be used i n s e t t i n g the cash l i m i t on the I98O-8I 


Rate Support Grant (RSG). I would welcome the o p p o r t u n i t y o f 


d i s c u s s i n g t h i s w i t h you at our meeting on 18th October. 

T h i s minute o u t l i n e s the i s s u e s . 


2. The RSG i s due to be announced on 16th November f o r 

S c o t l a n d and 20th November f o r England and Wales. I t i s planned 

t h a t Cabinet s h o u l d take the key d e c i s i o n s on the RSG, i n c l u d i n g 


the cash l i m i t , on 25th October. I understand t h a t the l a t e s t 


date f o r C a b i n e t ' s d e c i s i o n s , i f the RSG i s t o be announced 


on the proposed d a t e s , i s 1st November. 


3. The RSG cash l i m i t w i l l i n c o r p o r a t e C a b i n e t ' s d e c i s i o n on 


l o c a l a u t h o r i t y c u r r e n t e x p e n d i t u r e and p r o v i d e f o r pay and p r i c e 


i n c r e a s e s d u r i n g 1980-81. E Committee agreed - E(7 9 ) 1 0 t h meeting 


- t h a t p r o v i s i o n f o r these i n c r e a s e s s h o u l d be " r e a l i s t i c , not 

e x t r a v a g a n t " . 


4. The pay and p r i c e assumptions w i l l become known when the RSG 

i s announced. The assumptions are c r i t i c a l f o r the RSG and 


f o r p u b l i c s e r v i c e cash l i m i t s g e n e r a l l y . On the RSG, l o c a l 


a u t h o r i t i e s w i l l tend t o make l a r g e r r a t e i n c r e a s e s i  f they do 


not t h i n k the pay and p r i c e assumptions are r e a l i s t i c . 


/On cash l i m i t s g e n e r a l l y , 
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On cash l i m i t s g e n e r a l l y , the d e c i s i o n s on the assumptions 


f o r the RSG cash l i m i t w i l l have a p o w e r f u l i n f l u e n c e on 


d e c i s i o n s which w i l l be r e q u i r e d l a t e r f o r o t h e r p u b l i c s e r v i c e 


cash l i m i t s . More immediately the n a t i o n a l i s e d i n d u s t r i e s 

w i l l have a g r i e v a n c e i f t h e i r cash l i m i t s , which are a l s o 


P u b l i s h e d i n November, are i n c o n s i s t e n t w i t h the RSG. 


5. A c o m p l i c a t i n g f a c t o r i s t h a t no d e c i s i o n has yet been taken 


on the p r i c e f o r e c a s t s we w i l l p u b l i s h i n November i n the 

I n d u s t r y Act f o r e c a s t . 


6. I t i s s i m p l e s t to c o n s i d e r the pay assumptions s e p a r a t e l y 


from p r i c e s . On pay t h e r e are t h r e e components - the o u t s t a n d i n g 


c o m p a r a b i l i t y awards, s e t t l e m e n t s i n the c u r r e n t pay round and 


s e t t l e m e n t s i n the pay round s t a r t i n g on 1st August 1980. 


7. A l l t h r e e are u n c e r t a i n . Treasury o f f i c i a l s c o n s i d e r the 


f o l l o w i n g a r e a l i s t i c assessment f o r i n c r e a s e s i n e a r n i n g s from 


the due s e t t l e m e n t dates :-


O u t s t a n d i n g c o m p a r a b i l i t y awards 


f o r t e a c h e r s 15? - 20? 


f o r l o c a l a u t h o r i t y APT & 

C S t a f f 12? 


f o r c r a f t s m e n 10? - 12? 


New s e t t l e m e n t s i n t h i s pay 

round up to 31st J u l y I98O 14? 


New s e t t l e m e n t s i n the next 

pay round s t a r t i n g from 

1st August 1980 121* 


/8. On p r i c e s 
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8. On p r i c e s t h e i r assessment i s t h a t the RPI w i l l i n c r e a s e by 


about 14|$ from November 1979, the RSG base d a t e , t o the average 


of 1980-81. ~ — 


9. I would not propose to s p e l l out the d e t a i l e d f i g u r e s above t o 


the l o c a l a u t h o r i t i e s . What ma t t e r s t o them i s the o v e r a l l i n c r e a s e 


i n c o s t s f o r which we are p r o v i d i n g , r a t h e r than i t s breakdown. 


I f we used the f i g u r e s above, they work out at an i n c r e a s e o f 


14.7 per cent f o r i n c r e a s e s i n l o c a l a u t h o r i t y c o s t s between 


1979-80 and 198O-8I as a r e s u l t o f new pay awards and p r i c e i n c r e a s e s , 


p l u s a f u r t h e r 6 per cent f o r o u t s t a n d i n g c o m p a r a b i l i t y awards. 


I would g i v e o n l y these aggregate f i g u r e s r a t h e r than the d e t a i l s i n 


paragraphs 7 and 8, both i n p u b l i c and i n the papers c i r c u l a t e d 


t o C a b i n e t , g i v e n t h e i r wide d i s t r i b u t i o n , a l t h o u g h I would ensure 


t h a t the M i n i s t e r s d i r e c t l y concerned w i t h l o c a l a u t h o r i t i e s know 


how the f i g u r e s are b u i l t up. 


10. There are two immediate q u e s t i o n s : ­
(a) i s t h i s assessment r e a l i s t i c ? 


(b) whatever we t h i n k r e a l i s t i c , s h o u l d cash l i m i t s 


be	 s e t u s i n g lower f i g u r e s ? 

f ­

11. I would not argue w i t h the r e a l i s m o f the assessment, and as 


a g e n e r a l p r i n c i p l e I t h i n k t h a t we must s e t cash l i m i t s on a 


r e a s o n a b l y r e a l i s t i c b a s i s , as the E Committee d e c i d e d . U n r e a l i s t i c 


f i g u r e s would q u i c k l y be shown up as s uch, and i  t c o u l d become 


i m p o s s i b l e t o a v o i d making many i n c r e a s e s i n cash l i m i t s , as 


happened t h i s year. The l o c a l a u t h o r i t i e s would d i s c o u n t our 


assessment of i n f l a t i o n , and make h i g h e r i n c r e a s e s i n r a t e s . 


12. But I t h i n k we s h o u l d round the f i g u r e s down a b i t . In 
any case 14.7 per cent l o o k s u n n e c e s s a r i l y p r e c i s e . 

/ For my p a r t 
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For my p a r t I would go f o r 13 per cent and put a f u r t h e r 


s m a l l squeeze on l o c a l a u t h o r i t y c u r r e n t spending which I 


b e l i e v e they c o u l d a c c e p t . T h i s f i g u r e would look w e l l 


p r e s e n t a t i o n a l l y as i  t would appear t o be w e l l below the 


c u r r e n t f i g u r e f o r the i n c r e a s e i n earnifTgs and i n the r . p . i . 


And i  t would do something to make good the harm t h a t has been 


done by the c i r c u l a t i o n by the press t h i s week of the 


f i g u r e o f 171 per cent which they are t r e a t i n g as the g o i n g 


r a t e of p u b l i c s e c t o r s e t t l e m e n t s . 


13- I would welcome the o p p o r t u n i t y to d i s c u s s these i s s u e s 


w i t h you on Thursday. 


(G.H. ) 


17th October 1979 
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