MO 21/8/11

PRIME MINLISTER
TACKLING YOUTH UNEMPLOYMENT

T have read with great interest Alan Walters'! paper on youth
unemployment, circulated by your office on Friday. I am sure
it is correct that the institutions of our labour market are

E————

not well adapted to adjusting pay rises to what employers can

afford to pay young people and that the failure of the real wage
to fall is resulting in higher levels of youth unemployment. 1
believe that more money for the MSC and extending the level of
joint subsidised state training for unempE;;;E_;EESET_T;;;;;E

is the wrong way of tackling the fundamental problems of the

labour market.
M

2 T would support, therefore, more direct and effective measures

of reducing unemploxgent in _young persons. The most cost-effective

immediate step that I can suggest would be to remove young persons

from the scope of the Wages Councils, for an experimental period
g ————
of, say 3 years. We would thus remove the barrier to employment

L e ———
arising from the obligation to pay minimum wages. There would
be no net cost to the Exchequer - even a small reduction,
following a cut in the amount of inspection required to enforce

minimum wages.

3. The effects would be far reaching. Some 15% of the working
population are covered by Wages Councils. I do not have the
precise figures for young people but on a pro rata basis some
200,000 youths may currently be affected by Wages Councils'

regulations.

4, T would also support the idea put forward by Alan Walters

for lowering the real price of young labour through changing
R ———

the National Insurance arrangements. His scheme seems

L
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unnecessarily complex, and it might be simpler to base it on
age rather than on income (applying to all youths aged 16,
'—".I'-7-§nd 18). As with-m=y idea on the Wages Councils, the
National Insurance change could apply for an experimental

period of 35 years.

R et |
Dia I attach a letter which I wrote on 11th April 1980 which

D e T ———"
sets out my thinking more fully.

‘_—_

6. I am copying this minute to the members of E Committee,

the Chancellor of the Duchy of Lancaster, the Secretaries of
State for Scotland, Wales, Northern Ireland, Social Services,
Education and Science, the Chief Whip and to Sir Robert Armstrong.

Ministry of Defence

13th July 1981

2
CONFIDENTIAL




lﬂr
B o il o Pl m'll

—_ L o ., - = ok - - e ———— :
‘l w. L ] ""- W w X 3 L - .|l|l-‘-ll--.i-----*--n-hlll“ 'ﬂ.'ﬁ-—-—-i““-l i e 1 -h.-lr-.-. -y W LT T R e~ a— L T S = L NE o -.—ih—-.m A s @ el el g B ey

(ENT OF TRADE 1 VICTORIA STREET LONDON SWIILOET  "CelephoneOL-215 7677

L

Fromthe Secretary of Sta te

. The RU Hon SlI' Keith dJoseph Bt MP-

Szcretary of State for Industry

Department of Industry

Ashdovm House E | |

12% Victoria Street ‘ R By |
Tondon, SWI1E GRB o , e -1l April 1980

~ Dear Secrekory o Staka
WAGES COUNCILS

Jim'Pr;ior sent me a 'gopy of his letter on this* subject of 2o March to'
vou, and I have seen the report of the review by officials. Thig
issue has far-reaching implications for our economic strategy, and I
hope we can discuss Jim's proposals collectively, either in E(EA), if

=

~oyou judged that to be t‘.{le approPriaté forum, or in E 1f the Prime
Minister wished to take 1t there. | arpa °

I agree with Jim Prior that we should rule out any form of national.

minimun wage, and that we have to choose between abolishing the Wage

P o e M

Councils (or at least their statutory powers) and reformlno them. In

Wy view the economlc arguments are decisively in fa'r'our of abolition.
We need to see this 'éue'stion 1IL perépective. We all recognise thab
the main threat to our economic strategy of squeezing inflation out
of the system is that the institutions of our labour market are not
w@well adapted to addust ing pay rises to what employers can afford to
pay: and hence that we may see a dangerous rise in unemployment berlore
the strategy succeeds. This means that one of our most urgent Tasks

L

is to remove the sources of "stickiness" in the labour market wherever

L

we can, so that pay is more responsive to competitive and monetary
| I

developnents.
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Wages Councils, with theirp statutor

to fix minimun wages forp
5 million workers, are only one aspect of thls task, but an important
\____________—-'—__\__

- on that does lie in Government control. I do not believe Their

1nfluﬂnce 1s confined to those workers who are paid the s statutory

minima. Ewen.though L accept that the Vages Councils follow rather
than lead collectlvely'bargalned1paJ

settlements, they'nevertheless
tend to raise the floor

on.whlch the structure of differentials is
oullt: and they tend, as! the officials' review hints (

paragraphs 27-23),
to underwrlte excessive collectlve1V'bar#alnpd'waWﬂ rates in inhibiting
comDetltlon.whlch

might Ouherwlse'undarnlne the market power of trade
unions.,

oy

ignore that some of the industries which are prevwntedﬂhj

viese arrangements from adapting their costs to what their markets
_ x . S m . = } .
w1lll bear are those which are under the greatest comnetitive

even now. For éxample L receive repmated.rbquests ror the 1ntroduCulon

I Trade prOUectlon for the clothing industry, whose employees are

covered by the wage determinations of Vage Councils.

sucn requests and have to tell those vno make them
wn responsibility to keep their cos
customers will pay;

L cannot grant
that it.is_their
€s 1n line with the prices their

But when we ourselves are sponsoring statutory
arranﬁementv which inhibit them from doing SO ,

our position is not
easy to dmieﬂd. '

protect workers who
O & competitive market for labour. But this looks like:

34 Justification: it can hardly be the explanation for
¢ Collection of sectors which Vages

Wnich X am the Sponsoring Minister,
hot2ls and. catering

the industries in

4.
"
cT

£

Councils now cover (for most

""'l
O .

eg distribution, retailing,
and high street services).

These are far fron
vhich local monopolies of employment exlst, or

lack access to 2 large and competitive labour market
(there is no shortage of shovs, or clothing firrs). The problem in
many of these indus stries 1s that the rumber of jobs is declining:

whos 2 WO rkbro




'eason why we must avold measures

whilch
&4 restrict their ability to adjust their costs to what their markets
Wwill bear. = e < e
oreover I sece that the Officials? report finds Ehat Wages Councils
ar '

Qﬂm@ the main support for poor

househdlds,
ginéfto households in wilch no

1 —0ne 1is going
out to work. '

_ | riously the danger
that statutory'wage-fixing reduces the numbers of employment

réport says (paragraph’#B)
‘Thus tends %o eéXxacerbate the problems

Wnlch we are likely to face in the future.

Clearly we face a dllemna, arising

keep real wages and hence unemployzm
unionised industries.

out of the power o the unions %o
ent higher than we vould wish i

This means that in non-unionised industri

» and thus making ourselves directly
,keeping'unemployment SO high.

T,
vl

1atever the econonic arguments,

I can see the
that_abolition would entail.

It is the
eniorceable minimag + 2t I think w
rather tha

—ab necessarily the Wages Councils thewselves, which could

political difficulty
statutory powers to set
€ should be nos

have a continuing role as cons
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Fromthe Secretary of State

industries and hence to take account of market forces rather than to
 trv to work against them. If we are to keep the statulory powers |
T am sure wenced something on these lines.

T an copying this letter to the Prime Minister, the other members
of E and E(EA), and Sir Robert Armstrong. '

(Leholas MCLanes

JO:IN NOTT

(Approved by the Secretary of

L 8
State and signed in his absence.)
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