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Civil Service Department
Whitehall London SW1A 2AZ

01-273 4400

John Wiggins Esq
Private Secretary to the Chancellor of the
Exchequer W“]
HM Treasury
Parliament Street
LONDON SW1P 3AG 27 January 1981
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ECONOMIC EVIDENCE TO THE TOP SALARIES REVIEW BODY

The Top Sclaries Review Body have asked for any further Government
evidence to be submitted to them by Thursday, 29 January. I
therefore attach a draft of the economic evidence we propose to
submit, in accordance with the conclusions of E Committee. This
closely follows the evidence which has been submitted to the Doctors?
and Dentists' Review Body, with minimum changes reflecting the

different circumstances of the TSRB groups.

I am afraid time is very short: I would be grateful to know by
tomorrow whether the Chancellor is content with this evidence.

I am copying this letter to the Private Secretaries to the Prime
Minister, the Lord Chancellor, the Secretary of State for Defence,
the Secretary of State for Social Services and Sir Robert Armstrong.

(/f,«m /O&;ccszgﬁl

CONFIDENTIAL




CONFIDENTTAL

THE ECONOMIC FACTORS

The Govermnment invites the Review Body,

in framing its recommendations, to

take account of current economic circumstances. Partly
because of world recessidn, but also because of very high
public sector pay incfeases in the last two years
(exceeding those in the private sector), financial pressﬁres
on employers in both the public and private sectors are
severe. Profit margins have been particularly affected in
sectors that eiportor compete against imports, wheére the
strong exchange rate has added to the problems of poor
competitiveness caused by excessive unit labour costs, but
other sectors are also experiencing a tight squeeze.
Moreover at the same time real incomes and 1iving'§tandards

have risen very substantially (largely because of the

effect of North Sea 0il on the exchange rate) without a

:;r:matching'increase in output or productivity. 'Given the
further need for continu;ng firm monetary and fiscal
restraint to combat inflation, unrealistic pay increases
anywhere in the economy will reduce competitiverness and
lead to losses of jobs. 90 1t is crucially important that
public services pay settlements should be reached at levels
taxpayers and the economy can afford, because of their
direct impact on public expenditure, and bécause of their
effect on expectations from others. The change in settlement 1
levels since the summer of 1980 is already elear: these,

rather than historical data, are what is important. *

*The year on year increase in the published Index of Average
Earnings provides no guide .to current settlement levels as
it 1s so heavily influenced by events in the last "pay

- round". The changes in earnings reported in the New Earnings
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Survey (NES), while indicative of the general historical
trend, also need very careful interpretation. In
particular, the populations represented in the various
centiles may vary considerably from year to year, and
1increasing unemployment, if unduly concentrated at the
lower end of the earnings distribution, may also lead to
an exaggeration of year on year increases at particular
centile points. The changes in earnings of particular
NES centiles do not, therefore, measure directly the
changes in earnings of partlcular groups in emplovment
from year to vear.

P In order to ensure that the burden of economic

ad justment does not continue to fall almost exclﬁsively
on the private sector, public borrowing and expenditure
mist be held back.. A key parf of the mechanism for
controlling'sﬁending'in the public services is cash limits.
In setting cash limits for the public services, ‘the
Government has to decide how much can be afforded, given
the severe problems of many sectors of industiry, the
commitment to monectary control and falling inflation, and
the need for a sustained reduction in the Public Sector
Borrowing Requirement. There are strict limits on what
can be provided for increases in public gervices pay in
1981-82. Comsiderations such as comparability have to
take second placé. No groups, ﬁhether in the public or
the private sector, can be insulated from the current
difficulties which limit the ability of employers to
finance’ increases. The decisioh to suspend- pay research
for the non-industrial Civil Service is one reflection of

these changed circumstances.

3. The Government has announced that the RSG cash limit

for 1981-82 will provide for increases ih earnings of 6
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per cent from due seitlement dates, &nd that oiher cach
1lmits will be set within broadly ihe same Tinzncial

disciplines,

4. The Chancellor of the Excheguer made clear on

24 November 1980 that the Government {hinks it desirable
for the future to avoid the delay or staging of pay awards
and will avoid it where it is 1tself the employer. The

Treasury and Civil Service Committce have taken the same

of pay being carried forward into sutsequent years than

would otherwise have been consistent with the cash 11mit,

sector and can therefore have a subsisntial indirect effect

on public spending. | The Government therefore beljieve 155

restraint. The Government thus hopes that the Review

Body willlfake full account of the level of cash liﬁits

being:set for the public services.
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Private Secretary to the Lord PPBSldent
of the Council,

Civil Service Department
Whitehall

LONDON SW1A 2AZ
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ECONOMIC EVIDENCE TO THE TOP SALARIES REVIEW BODY

You wrote to me on 27é§ﬁé:ary attaching draft evidence
to the Top Salaries Review Body. The Chancellor has

considered this draft, and feels that a rather sharper
presentation of the economic situation is desirable,

making more, in partlcular, of the declining levels
: of recent settlements in the private sector. I attach-
S a draft which he has approved.

I am copying this letter to the recipients of yours.

A.de WIGGINS




THE ECONOMIC FACTORS

1 There is no disguising that the current economic climate

18 severe., Its impact on the level of pay settlements is
already clear. The Government is confident that the Review
Body, in framing its recommendations, will wish to recognise

_these_Factors.'

25 severe financial pressures have been placed on employers

by a combination of the world recession and by pay increases

over the past few years higher than could be afforded. Because
these pay increases have been nowhere near matched by
productivity increases, they have sharply reduced our internationa
competitiveness. In the private sector, the result has been

both to squeeze profit margins severely, and to force

redundancies and short-time working. The unemployment figures
show this only too clearly. Unrealistic pay increases

anywhere in the economy will further reduce our competitiveness,

and lead to further - and unnecessary - job losses.

35 This situation is rebognised in many recent private

sector pay settlements. In road haulage, settlements so far

have ranged from 3.0 per cent to 6.8 per cent; BL have settled

at 6.8 per cent; Rolls-Royce range between 5% per cent and

8 per cent; the National Engineering Agreement is for 8.2 per cent
and some settlements, for example in the textile industry

have " provided for no increase at all. The latest figures for
the CBI Databank show that the average for settlements in
manufacturing industry is now into single figures, and the

level is still declining.

4. Equally important is the evidence about unemployment,
resulting from widespread plant closures and redundancies in
the private sector. This highlights the importance in
current circumstances of job security in the public sector.
For example, of 1.4 million redundancy payments between 1975
and 1378, only 7,800 went to Bovernment employees (including
the NHS), and 11,600 to others in public administration.
These two together account for less than l.5-per'cent of the




redundancy payments but well over 10 per cent of total employment.
Recent unemployment figures show a similar picture. The

August 1980 fligures, classified by last recorded job, show an
unemployment rate of 3.0 per cent for central and local
government, compared with 6.7 per cent for the private sector.
Finally, redundancies in the private sector are not confined

.to mahual grades or non-manual grades up to lower managerial
level. They have affected the equivalents of the top salaries
group as well. Where major workforce slimming has taken place
management has not been exempt.

O's The financial pressures on the public sector are also
important. The PSBR must be reduced if the Government's

monetary aims are to be achieved without placing an intolerable

burden on industry through high interest rates. The task of
reducing the PSBR is made more difficult by the fact that the
recession has inevitably pushed up borrowing requ1rements.

The Government has announced cuts in the volume of spending

and increases in revenue, but these by themselves are not

enough. Over half of central government cash limited
expenditure and 70 per cent of local authority current
expenditure, goes on wages and salaries: and between last.
Financial year and this, the public sector'’'s wage and salary

bill will have risen twice as fast as the pfivate sector’'s.  This
rapidly rising public sector pay bill inevitably put an increasing

burden on the rates and taxes paid by the private sector.

Gl A key part of the mechanism for eontrelling spending in
the'public services 1s cash limits. In setting cash limits
for the public services, the Government has to decide how much
can be afforded in the light of the facts set out above.

The inevitable conclusion is that there are very strict limits
on what can be provided for increases in public service pay in
1981=-82., Considerations such as comparability have to take
second place. No group,whether in the public or the private
sector, can be insulated from the current difficulties which

limit the ability of employers to finance increases. Probably




the most important comparison to make is with the steadily
declining level of pay settlements. The suspension of pay

research for the non-industrial Civil Service is one reflection

of these changed circumstances.

Yis The Government has announced that the RSG cash limit for
1881-82 will provide for increases in earnings of 6 per cent
from due settlement dates, and that other cash limits will

be set within broadly the same financial disciplines.

8% The Chancellor of the Exchequer made clear on 24 November
1880 that the Government'thinks 1t desirable for the future to
avoid the delay or staging of pay awards and will avoid it where
it is itself the employer. The Treasury and Civil Service
Committee have taken the same view in their Fifth Report
(Session 1979-80). In the past, staging has sometimes fesulted
in a higher rate of pay being carried forward into sdbsequent
years than would otherwise have been consistent with tha'cash
limit, so eroding the effectiveness of the cash limit system.

g. As far as the particular group within the TSRB's remit

are concerned, their small size means that their pay does not
have a large direct impact on expenditure. . But this cannot
itself justify more genEPOUs treatment. Increases for these
groups influence expectations elsewhere in the public sector

and can therefore have a substantial indirect effect on public
spending. The Government hopes therefore to be able to

look to these people in positions of high responsibility to
continue to recognize the need for very real moderation, and

believes it is right to do so.

10. The Government therefore asks the Review Body, in reaching
their recommendations, to take full account of the level of
cash limits being set for the public services; of current

settlements levels in the private sector; of the favourable

position of the public sector on job security; and of the

impact of any excessive settlement on expectations and

employment throughout the economy.




