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PAY IN THE COMING YEAR

Note by the Chancellor of the Exchequer
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3. After an average rise in earnings of 22 Per cepn
the period began with minor settlements
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of about 14 Pe

cent, though there was a wide scatter and ng cleap »

in 1979.50
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Thereafter the trend came down sharply, helpeqd by 1o e,
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at Vauxhalls (8.4 per cent) and British Leyland (6.8 pery EMentg
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by the agreement on minimum rates for engineer

4, On 24 November 1980, after some public indications of the g
Irect

the Government was going, it was announced t
the RSG cash limit in 1981-82 would be 6 per

factor 11 per cent, and that broadly similar

hat the Pay factor g,
cent and the non-pay
financial disciplines
would apply elsewhere in the public services. After the early

setback of the firemen's 18 per cent, the local authority manyals
settled unexpectedly quickly for 7} per cent; and this was eventually
followed by school and university teachers and NHS ancillaries at

comparable or lower levels. The Civil Service and most NHS grades,

however, have yet to settle.

i The public trading sector has divided into two broad groups.
The pace for the monopoly utilities has been set by the miners'
settlement of 1 January 1981; this produced an earnings increasé »
of 8.8 per cent, but it ran for only ten months and was widely regars
as worth about 13 per cent. This was broadly the subseguent Level
in water, gas and electricity. Other industries have settled at. £
lower levels, down to § per cent in the case of the National Fré
Corporation.
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outcome for 1980-81 as a whole

;) Likel x arter of 1l
i) = the third quarter of 1881 it jig likely that average eap,
s ings
b1 for drift, will be perhaps 10 pgp cent higher tp g8
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an a year
and the tax and pricg index
es 11 4 ’
a fall ip average rea] take-hon
over a year earliep,

1 prices up 11 per cent;

cent. This
Partly ag a consequence
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below the rate of inflation,

changes,

This fall
a 12 per cent rise over the three ye

jii) Lessons to

te of increase (both settlements and total

the previous year, was no doubt the result

The halving of

=

sarnings) compared w
of a combination of economic factors and other influences on
expectations. Monetary policy was acting as a national cash limit
and contributing to the maintenance of a high real exchange rate,
while the effects on costs and profits from previous excessive pay
increases were still coming through. The rise in unemployment in

the year to April 1981 was over a million, which will have weakened
pressure to maintain real take-home pay. The exchange rate and the
Sueeze on margins helped to curb price increases more shanply than
Expected so that the prospective loss of purchasing power did not

The rapid deceleration of pay increases in the
Plic services may also have influenced the private sector result.

A £ 1980
The efforts of the Government and CBI in the summer and autumn ©

imediately occur.

. uld occur
4 much g create a public belief that (a) such a change co

and () that the Government was determined to promote it.

Y The following points emerge:- ts
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with the first big clutch of SEtf-leer.‘ts il the
While those settlements are not decisive fﬂ:rom sarlier
year, the possibility of getting them down
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(b) It has been demonstrated that Such a down
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above the average

the monopoly nationalised industries remain a p

problem with a tendency to be well

B. Aims and expectations for the year ahead

(i) Policy aims

10. What general level of pay settlements is it desirable to aim

in 1981-82? One approach is to start from the monetary target
to be in the region of 7 per cent next year) and see what that im
in terms of the growth of money GDP (say 8 per cent - g per cent),
This constitutes a sort of national cash limit, combining both real
growth and price changes. Unless there is a better outcome than in
the recent past cost and price increases will erode almost all the
scope for real growth. 0On the other hand, lower wage increases -

associated within the national cash limit with an improvement in

profits - would, after a short time lag, permit higher output and
enable people to be priced back into employment.

11. One can also look at competitiveness. The loss of Cc'mpetimajy
in manufacturing in the last three years (1978-1981), as a rgslultC

movements in the exchange rate on the one hand and relative un;;s

labour costs on the other, is of the order of 60 per cent. i
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reduction in labour costs (not just a reduction in the re jvenest
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would be needed to restore a significant part of the comP®
lost over recent years.
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The CBI are working towards an objective of this kind,

1n some cases. Any implied £aTlin

also on the behaviour of prices ap

isions next Springs; should be less than ove

ii) Prospects

~ Pay settlements will continue to be affected by the tight profit
and cash position of many companies, the high level of unemployment
and the declining rate of price inflation. Some early private sector
settlements (Vauxhalls, BL, Fords, Road Haulage and the National
Engineering Agreement) are in sectors under continuing financial

pressure.

15, On the other hand the reduction in real take-home pay may stiffen
wage claims; company profitability may be recoverings; and, while
nemployment will be rising and price rises declining, both will be
¢urring more slowly than in the 1980-81 round. Moreover the

Anls 3 i Te r
pPolice settlement in September (linked to average earnings) will appea
high,

o s i ions
Political changes in local authorities will make their ?C:mn
un:renictable, and the tone for the Nationalised Industries wil
%Rain pg set by the settlement for the miners (now advanced to

1 Novemner 1981).,
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C Action required by the Government

(i) Public presentation of objective

17. There needs to be an early opening up of the N
op
getty,

ation that g,

pay settlements down and creation of expect

and that the Government will play its part.
has used a 6 per cent factor for pay in

cash limits in the current financial year wherg the Pay ang
hdoe
N,

be pp

years do not coincide), this was expressly stated tq

OVisiy,

The new 7 per cent general price/pay factor for use i, the pyp
Ul

expenditure survey has rightly been seen as indicating JoWan
I

in latep

We shoulq i,

for pay alone; and the assumed further deceleratiop
has been noted. When things are next said in publig,
to lead opinion in the direction of low single figures (ileying i
average nearer to zero than to ten), and the maximum Coverage of 4,

increases by productivity improvement.

18. This carries the danger of confusion with an explicit pay polig,

It is important, therefore, that the task of setting the scene, in
which the level of expectations steadily falls, is shared by others,
13. Deceleration in the past year owes something to the CBI's

conferences with employers in the middle of 1980 and speeches by

Sir Raymond Pennock.
25 June this year. If they achieve consensus, as they hope to 6o
on the sort of objective in paragraph 13, this could form the b

of a valuable campaign, as last year.

. +o messaEt

20. A plan therefore needs to be prepared for getting this NEDe if

disseminated on the broadest front, through government, thetc) allo¥
d

Possible, and othep channels. The theme would be the nee

the economy to grow within the national cash limit.

(i1) Publie Services
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Comparisgng
te so long
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Spending authorities must be
so as to get the best outcome in terms
to finish up at less that 5 per cent,

25 . do see a lead towards lower settlements com
if w . ~
. or, it is vital that the public sectaor rej

at least as strong.

of volume.

ints will to be very low indeed to allow room for
jation. A method of handling this will have to be worked out;
negotiat

he best context is probably the Ministerial Committee on Public

tarting PO

S

services Pay.

(iii) Nationalised industries

ot

22. The nationalised in ries, especially those with monopaly

dus
power, pose exceptional difficulties, in the light of their above-

average settlemenbts, the concessions made to the miners and the
strategic advancement of the miners' settlement date by two months.
financial pressure is not holding down labour costs as in the private
sector (or even the public services). The bargaining positions of
the unions are strong, and preventive measures (eg.coal stockpiling)
difficult to take on a significant scale. Nationalised industry
*ettlements are highly visible and influential.

B A plan is therefore needed for handling critical ?ssuas ==
% arise ip the next nine months. The Official Committse o:al‘
f\‘ationauseq Industry Policy (NIP) could provide an umbrella
SIKon thig,
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N "Urther deceleration of pay increases is V?ckly - after years
Petity ul

fintltl"e“ESS is to be restored reasonably @ should theoretically

: here
Cl-‘eases that were far too high - then : A programme of action

n
Shayy Ncreases at all, even in money terms.
¥ b8 worked gy, including the followin &
i ni
Public opinion nesds to be conditio

g elements:-

(a) increases
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substantially lower than in the Current

o ROundy

suggesting a norm, opinion shoylg be focuss Lthyy,
ed 2

single figures”, as necessary tg allc loy

ol Ow thg &congy
This implies work by officials tg Prepare ¢

or;

(i) a sequence of Min sterial speechgs
ches,
(ii) liaison with CBI;
(iii) other forms of publicity

to emphasise the

y for E”‘ploymem,
failing to achieve a furthe

cansequences, especiall

of
r decelepatmn

(b) A plan for handling public service pay negotiatmnsi
n

the next round, iﬂclucing; the timing and nature of

statements about cash limits; this might be handleg by

the Ministerial Committee on Public Service Pay,

(c) A review by officials of the prospects for Pay settleme:

in the nationalised industries and the means available
for influencing them.

(G.H.)

H.M. TREASURY
12 June 1981
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