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Fromthe Secretary of Stale

The Rt Hon Sir Keith Joseph Bt MP
Secretary of State for Industry
Department of Industry

Ashdown House

123 Victoria Street

Iondon, SW1E 6RB
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WAGES COUNCILS

Jim Prior sent me a copy of his letter on this subject of 26 March %o
vou, and I have seen the report of the review by officials. This
jssue has far-reaching implications for our economic strategy, and T
hope we can discuss Jim's proposals collectively, either in E(EA), if
you judged that to be the appropriate forum, or in E if the Prime
Minister wished to take it there.

I agree with Jim Prior that we should rule out any form of national
minimum wage, and that we have to choose between abg;iggigg the Wages
Councils (or at least their statutory powers) aqgﬂgggggggggLfgfﬁrﬂifh
my view the economic arguments are decisively in favour of abolition.
e N T T e |
We need to see this'quéstion in perspective. We all recognise that
the main threat to our economic strategy of squeezing inflation out
of the system is that the institutions of our labour market are not
well adapted to adjusting pay rises tc what employers can afford to
—~ay: and hence that we may see a dangerous rise in unemployment before
wztrategy succee This means that one of our most urgent tasks
is to remove the sources of “"stickiness™ in the labour market wherever
we can, so that pay is more responsive to competitive and monetary

T
i
-’

developnents.




Fromthe Secretary of State

Wages Councils, with their statutory power to fix minimum wages for

%3 million workers, are only one aspect of this task, but an important
one, that does lie in Government control. I do not believe their
influence is confined to those workers who are paid the statutory
minima. Even though I accept that the Wages Councils follow rather
than lead collectively bargained pay settlements, they nevertheless
tend to raise the floor on which the structure of differentials is
built: and they tend, as’'the officials' review hints (paragraphs 27—2’),
to underwrite excessive collectively bargained wage rates in inhibiting

competition which might otherwise undermine the market power of trade

unions.

We cannot ignore that some of the industries which are prevented by
these arrangements from adapting their costs to what their markets

will bear are those which are under the greatest competitive pressure
even now. For example I receive repeated requests for the introduction
of trade protection'for the clothing industry, whose employees are
covered by the wage determinations of Wage Councils. I cannot grant
such requests and have to tell those who make them that it is their
own responsibility to keep their costs in line with the priceé their
customers will pay. But when we ourselves are sponsoring statutory

arrangements which inhibit them from doing so, our position is not

easy to defend.

It is argued that Wages Councils are there to protect workers who
lack access to a competitive market for labour. But this looks like
a mere post hoc Jjustification: it can hardly be the explanation for
the collection of sectors which Wages Councils now cover (for most
of which I am the sponsoring Minister, eg distribution, retailing,
hotels and catgziyg and high_§§gg§§ﬁgsfziges). These areh§£;‘from
the industries in which local monopolies of employment exist, or
whose workers lack access to a large and competitive labour market
(there is no shortage of shops, or clothing firms). The problem in

many of these industries is that the number of jobs is declining
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Fromthe Secretary of State

but this is precisely the reason why we must avoid measures which
restrict their ability to adjust their costs to what their markets
will bear.

Moreover I see that the officials' report finds that Wages Councils
are not an effective means of tackling poverty: only a - small proportion
of the low paid are covered by Wages Councils, and only'a small

proportion even of these:are the main support for poor households,
IV
most of the poor belonging to households in which no-one is going

out to work. This means we must take even more seriously the danger
thaf statutory wage-fixing reduces the numbers of employment
opportunities (especially, as the officials' report says (paragraph 43)
for the young and unskilled) and thus tends to exacerbate the problems
of unemployment and poverty which we are likely to face in the future.
Clearly we face a dilemma, arising out of the power of the unions to
keep real wages and hence unemployment higher than we would wish in
unionised industries. This means that in non-unionised industries
there is a choice between either letting wages be established at
levels that will seem by comparison to be inequitably low, or
sponsoring administrative arrangements such as Wages Councils to

act as surrogates for trade unions, and thus making ourselves directly
responsible for some of the forces keeping unemployment so high.

Wnatever the economic arguments, I can see the political difficulty
that abolition would entail. It is the statutory powers to set
enforceable minima that I think we should be most concerned to abolish,
rather than necessarily the Wages Councils themselves, which could
have a continuing role as consultative and advisory bodies. But if
we conclude that we cannot at this stage remove the statutory powers,
then I think we must go for a radical reforam of the way they are used,
designed to avoid adding to the pressures forcing up unemployment.
Option 6 1n the officials' report suggests giving Wages Councils an

overriding duty to fix wages so as to maximise employment in their
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Fromthe Secretary o f State

industries and hence to take account of market forces rather than to
try to work against them. If we are to keep the statutory powers

I am sure weneed something on these lines.

I am copying this letter to the Prime Minister, the other members
of E and E(EA), and Sir Robert Armstrong.

g AT Swcerely ,

lLcholas Mlunes .

JOHN NOTT

(Approved by the Secretary of
State and signed in his absence.)
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10 DOWNING STREET

From the Private Secretary 15 April 1980

Wages Councils

The Prime Minister has seen a copy of
Mr. Nott's letter of 11 April to your Secretary
of State. She is entirely content that this
matter should be discussed in E(EA) rather
than in E,

I am copying this letter to Stuart
Hampson (Department of Trade), John Wiggins
(H.M. Treasury), Richard Dykes (Department of
Employment) and David Wright (Cabinet Office).

N. J. SANDERS

1.K.C. Ellison, Esq.,
Department of Industry.
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WAGEES COURCLLS

Your letter of %1 October 19 )79 supported John Biffen's c:

that there should be 2 review by officials of the weses council
This re:; swnxr})ﬁs now been complebed by ()“Ii(,ia}t“ from a nuober of
interested depvartnents and their repoxrt has been circulated. A
been sent to Petor Valker who drew attention on 8 llovember Lo the
interests of himsclf and other agricultural Minisi

11

4t

texrs in relation
Agricultural Vages Boards.
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Although the report ma%es no specific recommendations it is clear

there are three main possible courses of action. I shall deal wiin
n tum.

The first option is to ebolish the Vages council system without v Soe il
nment. The argument of principle for this is that iﬁ e fisrirsiof v
under statute is incompatibdle with our baosic attitude to pey delo--in.
ation. Ve neced, however, to look at things as thﬂv ere; end al the

Practical and political JLpLJc tions of such a course.,
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Ihe VWagzes Council system has operated for some 70
governiments, and with all iL imperfections pr oijxa;

G = lon workers in sectors where collee?
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of ?Houcvu;r. for about ‘% mililion

bargaining arr angenents are otherwise weok or virtually non--exis

It is a fact thaf all western cowntries provide some form of stabi:-

wage protection for workers who lack access to a Compctit:"c 53 ks Bt

their labour and vho are unszble to bargzin effcetively. Wholesal
oy - -

abolition at a time of high inflation would present ouxr onp;“,ul; ri.L

a nmajor UppO“tuﬁij To nisrepresent our attitude Lo the lower-pair
is no evidence o
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more vulnerable members of the cormuniud. There

any general support for ity indeed, it would be opnoscd by vi: ;

the many cmnlovﬁrr "“OClubLOﬂ who are Icprc;cnbed on the Councilsz

vell as by the 1r 2de unions.

As ageinst the cerbaint oy of wide-ranging opposition, what are the
i e 1 R R (l_f_'i -'~~"r )

potential gains? There are no grounds io“ believirs that ab

have more than a marginal effect on emnployment opnor 1&ﬁit?ﬁ:%,
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I am copying thir letter to other members
and to Sir »ert Armstrong.
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WAGES COUNCILS

Thank you for your letter of ¥il -L_; to mine f?/}r”(‘
the future of Wages Councils. rave alsc en. the lvuvo'

Prime Minister's Private Secretary hx ”"“~ Jonn Biffen

Edwards.

It is clear that although we are all agreed gbout the Uﬂ”C”iPﬁhiliﬂJ
of any form of national minimum wage, there are considerable differe:
of view about reform or vavraW abolition of the Wages vOdn01¢ systen
A number of argusble points have been made and is apparent that it

be unprofitablo to try to deal with these in further correspondence.
should be glad to discuss in E(EA) on the basis of our exchange of
correspondence, with the report by officials as background. This will
give us an opportunity to rehearse collectively not only the economic
argunents but also the political considerations which I think we all
agree are of considerable importance and sensitivity.

I assume that Peter Walker will be invited to take part in the disc

for my part I cannot see that it would be possible to sustain a case
general abolition of Wages Councils on grounds of economic principle

at the same time depart from the principle in order to treat the
Agricultural Wages Boards differently.

I am copying this letter to the Prime Minister, other members of E(EA)
Peter Walker and Sir Robert Armstrong.
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