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MISC 66 (82) 4 27.1.82
MISC 66 (82) 5 | 29.1.82
MISC 66 (82) 6 29.1.82
MISC 66 (82) 3™ Meeting, Minutes 4.2.82

The documents listed above, which were enclosed on this file, have been
removed and destroyed. Such documents are the responsibility of the
Cabinet Office. When released they are available in the appropriate CAB
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LOCAL PAY

(1)4,

tion whether Civil Service rates for
if not all

to the Inguiry

the Government said

grades,
more closely."

This paper examines the case for a change in the present system of
national pay rates and London Weighting; and discusses possible
options for introducing gr sreater geographical variation into Civil

Service paye.

Backeround

2. At present, pay in the non—-industrial Civil Service is set at
national rates and these are negotiated at national level. Vhen pay
research operated, the Pa ay Agreements provided for comparisons to be
made where possible with national rates outside, discounting any
aGditional payments by the analogue employers such as London Weighting
or large town allowances. In reporting on organisations outside
London or those which operated different pay rates in different areas,
the Pay Research Unit provided information where it could about the
distribution of staff receiving the different rates or allowances.

3. London Weighting is paid as a supplementy in the Civil Servic

and is the only significant element of the pay bill which is relat

to gecgraphical location. The present basis on which 1% is pald
(related to the cost of living in T.ondon and not to the pay rates of
other employers) was described in the ctual Background Memorandum

th %)

submitied to the Inquiry

Memorandum on Future I Arrangements for the Non-Indust
Civil Service, Octob: 681, paragraph 1le.

-

FPactual Background Memorandum, Chapter 7, Section IV,
7536
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s 4. The present system of national pay rates supplemented by London
Weighting was introduced into the Civil Service in 1958, folloviing
the recommendations of the Priestley Royal Commission.(3 Befo
then pay rates were on a three-tier basis applying in London, large
towns and provincial areas. A brief history of "provincial
differentiation" as the system was known is at Annex 1 to this paper.
The system was based on setting a *London' rate and making a series of

flat-rate deductions from it.

5e Annex 2 shows the current distribution of Civil Service staff in

the United Kingdom economic planning regions.

The case for a change

b The main arguments for introducing greater geographical variation
in pay rates than at present are threefold. First, the Civil Service
is probably paying more than it needs to do in some areas 1o recruit
and retain staff of adequate quality. As a large employer it may
accordingly force up 6ther employers® pay rates in the locality
unnecessarily, or alternatively cream off the best available staff.
Second, the Civil Service may be paying too little in other areas. |
Particular difficulties have arisen in recent years in some areas,’
especially in London, in recruiting enough staff of adequate quality
for some grades although in current economic circumsténces these
difficulties have eased.‘ (Examples of the difficulties which have
been encountered in the past have been given in evidence by individual
Departments, including Inland Revenue, Customs and Excise and the
Department of Hezlth and Social Security.) These considerations would
weigh particularly strongly in any pay system which gave direct weight
to the Civil Service's ability %o recruit and retain staff. Third,
if a new pay system were to include comparisons with outside rates
these should be as accurate and wide-ranging as possible and should
in principle therefore reflect geographical differences where these
are significant. All three considerations apply with particular
force to the pay of staff vho are Eecruited locally rather than
nationally, and who are no%l in practice required to move outside theil

home area.

(3) Report of the Priestley Royal Commission; 1959 paragraphs
292-308
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MANAGEMENT : IN CONFIDENCE-

7 Outside practice varies. A number of other large employers of

white collar staff also rely on national rates with variations for
London and sometimes for one or two other large cities. The Civil
Service practice is not unigue. We understand for example that 101,
Shell and a number of the nationalised industries have pay scales whi
apply nationally, with an additional London allowance. Some other
organisations (eg the Clearing Banks j Marks and Spencer) have
London rates, & standard provincial rate and higher rates in some

urban areas where recruitment considerations require these. But the
Committee mzay wish T0 obtain more information on the practices of

other employers generallye.

8 . 1f a change were to be made to greater geographical differentia-
tion in Civil Service-pay rates a practical cost-effective system

would be required vihich would not only be genuinely sensitive Yo loc
market variations (whilst continuing also to provide for differentia:
tion by occupational groups of staff) but which would in practice hei
rather than hinder the efficient management of the Service. . The i
following sections of this-paper examine evidence of regional pay

variations, possible ways of determining more localised rates in the

Civil Service, and the management implications of these.

Evidence of pay variations
HVLGEL

9 , The case for moving to local pay in the Civil Service rests on
the extent to which there are geographical variations both in the pa
rates of comparable employers generally, and in the ease with which

staff can be recruited aﬂd'retained.

10; The main @ifficulty in making an accurate assessment of the cai

for change is the lack of detailed and reliable figures, Ihe

statistical material which is available is described in the‘fcllowir

paragraphse. The Government‘suggests, however, that the Committee‘

3
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may wish to commission further work not only on the practice of
other employers but also on the evidence of geographical variatit.
in non-manual pay generally 'n a more disaggregated basis than is
available at present.

~11. The best source of published information about geographical
variations in earnings (rather than pay rates) amongst non-manual
employees generally is the Department of Employment's New Earnings
Survey (NES). The NES data on the category of clerical and related
staff is one of the more closely maiched groups to Civil Service work,
although it covers a large range of jobs, some of which are undertaken
by staff whom the Civil Service would not classify as 'clerical!
(including telephonists and data processors). Additionally, within
it returns show a marked dispariiy between the earnings of males and
females, However, it can be used for illustrative purposes to give a
broad-based indication of geographical variations in pay for this

type of work. ,

12. Annex 3 shows variations in clerical earnings for male and female
adult workers at regional and county level in 1980, weighted according |
to their participation rates in the relevant labour markets,
It shows that:i:-

. in four of the 10 main regions (East Anglia, East
Midlands, Yorkshire and Humberside, and Scotland)
average clerical earnings are more than £5.00 a
week below the national average, although in no case
is the difference more than £7.00 per week. National
average earnings are heavily weighted by relatively
high earnings in London, so no regional average is
higher than the national average. If a comparison
is made between average earnings excluding London, ‘the
bigzest regional difference is only £3.00 a week.
Thus, London apart, there is relatively little variation
between regions and such variation is in many cases
within the confidence limits of the sample.

MANAGEL
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There are wider variations at county ievel.

Average earnings between individual counties vary
significantly, the range from top to bottom of the
county data being as much as £20 a week. In many
cases county earnings also vary considerably from the
average for the region which contains them. It
should be noted, however, that because of the small
sample sizes the NES data are much less reliable at
this level.

18. The picture presented by this analys is perhaps not surprising.
The NES standard regions do not,correspond to any pay bargaining level
and vrima facie the region is a doubtful level of disaggregation to
reflect the pay market. The evidence indicates more variation in
earnings at county level, but more data are needed to test whether

the more significant differences between counties are due mainly to
the presence of the larger towns within them or as much to urban/rural

differences as 1o geo"*aunlcaT variations, - L Yo, TP

The existencd

of high pay counties in otherwise low pay regions may be due %o the
influence of individual cities (Bristol in Avon, Cardiff in South
Glamorgen, Edinburgh in Lothian and Aberdeen in Grampian n). Taking
Great Britain as a whole, however, (and leaving London to one side)
there is no significant difference between earnings in the
"metropolitan" counties and the rest.

14, It is not clear how >e0 g ariations in pay rates are
linked to other factors such as local living costs, local differences

»

in the ease with which staff can be recruited, o the presence within
an area of large high-—or-low-paying -snisations., Nor is it clear
how far geogrunhlcal variations a 1) me way to different
groups of staff. The patiern of mar] >s for specialist staff,
for exemple, may be very different from that for general clerical and
administrative sta f, and this would need to be taken into account '
in devising any local pay scheme.

-~ v

Determination of local rates

15. There would be three main options for fixing the new pattern

of rates on the basis of greater veorranhlcal differentiation in pay:




a. Distribution of a "national pay kitty"

On a relatively mechanistic basis data from, for example, .
the New Earnings Survey could be used to establish a
"regional index" reflecting relative pay levels in

different parts of the country, but weighted to take account
of the geographical distribution of Civil Service staff.

The total money available for Civil Service pay, however
this was to be determined, would be distributed each year in
accordance with this index. Annex 4 illustirates how this
approach might work in practice for Clerical Officer pay.

This method could in theory have provided a relatively

simple, though crude, approach for introducing a degree of
geographical variation in the Civil Service rates which

were derived from the old pay research system without
jncreasing the overall pay bill in the process. For use in
the future it would have three main drawbacks. First,
statistics would almost certainly not be available to match
all the grades in the Civil Service pay structure and the
"index" would therefore be very rough and ready in its effect.

Second, the combination of the "pay kitty" and "geographlcal
index" could lead to modifications in the way pay varied
between different areas. Where the geographical distribution
of staff in a Civil Service grade was markedly different from
the distribution of employees at large covered by.the '
comparable NES category, this would influence the resulting
degree of variation in Civil Service pay rates.

Third, a mechanistic index approach of this kind, although
relatively simple and economical to operate, would be derived

entirely from statistical material on pay variations. It

would not necessarily reflect the actual local recruitment

and retention position either in the Civil Service or in other
- €s

organisavions.

b. .Use of Local Market Evidence

Under this option pay rates would continue to be negotiated
centrally, but evidence would -be collected about actual pay

6
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rates, together with information on the relative recruit-
ment and retention position in each locality separately.
Any significant variations in living costs might also

need to be assessed. The data would be used to determine
local pay rates for the Civil Service, at whatever level of

disaggregation were chosen.

This approach, if applied fully, would inevitably be
complicated and costly, involving in effect several parallel
pay determination exercises. The process could however be
simplified in a number of ways: for instance if local pay
was restricted to a limited number of grades, and if detailed
surveys were carried out only at intervals, even though
this would mean that the system would be unable to respond
to any rapid changes in geographical pay relativities. 1%
might also be possible to restrict the range of pay variations.
vthorities, ) ce, agree national salary
ontaining a spread neremental points, but for some
individual authorities have discretion to choose which
icular group of points within the scale to use. Their
rates can acco - e pitel higher or lower (within the
to local pay and other
market __ considerations. In the non-industrial
Civil Service it would be possible to use local evidence on
pay rates and other market conditions to assign office
locations to a number of band But this would be a

cruder approach, and would give a less accurate reflection

of local market conditions.

Ce Variations for speci

As an alternative, variations from & ional rate might be
introduced only in some areas outsid ndon -~ including some
large tovms and also other demarcated areas of exceptionally
low or high pay. The national rate applying outside London
and other designated areas could perhaps be relatively
lower than it is at present. To m special payments for

i would be in line with the practice of

some outside employers. Variations of this kind might be

caleulated in two ways. First, by local market surveys, as
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Decentralised Pay Bargaining

16. A much more far-reaching change in moving to greater_
geographical variation in pay rates would be to end the present
practice of centralised pay negotiations in the non-industrial
Civil Service and to delegate control over pay levels to local
(or to regional) managers who would take local market conditions
directly into account in negotiating pay rates for their staff.
The Govermment would welcome the Committee's general views on
this possibility.

17. The Government believes that it is important that managers
in the Civil Service should have greater discretion in control-
ling their'resource allocations perhaps within a framework of
local budgets, and departments are being encouraged to delegate
resource control down the management chain where this is
possible. To decentralise the determination of pay rates for a
manager's staff would, in principle, be consistent with this
approach. Pay could then be set in a way which took maximum °
account of variations in the managerial requirements of
different departments and of different functional activities
within them. Bargaining at local level would also be the most
direct way in which to take account of local employment '
conditions and other market factors in fixing Civil Service
pay rates.

18. Such a change, especially if introduced for the non-
industrial Civil Service as a whole, would have considerable
implications for the present financial and management structure.
The framework of financial control over the administrative
costs of central government rests on departmental cash limits
for which the Ministers in charge of Departments are account-
able to Parliament. It could~be difficult to give local
managers sufficient freedom of action, whilst-retaining the
degree of central financial control on which the present system
is based. Also, a high proportion of Civil Service offices in

MANAGEMENT: IN CONFIDENCE
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each locality are individually very small, and are part of
national networks (such as the Inland Revenue tax and
collection offices, the DHSS social security offices and the
local offices of the Department of Employment and Manpower
Services Commission). Most local offices are providing a
specified (often statutory) service, and local managers would
accordingly have only limited scope, if any, to vary the
scale of their activities as a means of adjusting the pay
levels they could afford from the budgets allocated to them
and would also have limited flexibility for changes in the
pattern of resources, particularly manpower, which they were
using. Greater flexibility could imply a willingness to
accept variations in the local operating standards of national
services such as those provided by DHSS and the Inland
Revenue. But this would be contrary to the policy approach
on which these services are based.

19. There could, therefore, be difficulties in local pay
bargaining at the office level. More generally, if decentral-
isation were on the basis of individual management units, this
could lead to different Civil Service pay rates for similar

jobs in the same locality and the risk of "leap-frogging"
claims. On the other hand, pay bargaining "cross—departmentally
at regional, or local, level would cut across departmental
responsibilities and would present problems given the

different departmental regional boundaries and departmentally

-~

based structure of financial control.

20. Decentralised pay bargaining for non-manual workers does
not appear to be a common practice in other large organisa-
tions. If it was applied in the Civil Service as a whole.it

would have implications for the whole framework of financial

and managerial control at departmental and sub-departmental

level.

MANAGEMENT: IN CONFIDENCE
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decentralised pay bargaining may be in a limited number of

21. . The main scope for considering the introduction of

areas where management operations are relatively self-
contained and where the existing financial and management
structure provides a better basis for delegating more
responsibility for setting pay levels. These include
establishments such as the Royal Ordnance Factories and the

Royal Mint which operate on commercial lines and whose costs

are controlled through Trading Funds. The Government would,
in any case, wish to examine the possibility of changes in
areas such as these in the light of the Inquiry's general
recommendations on this issue.

MANAGEMENT: IN CONFIDENCE




MANAGEMENT : IN CONFIDENCE

London Weighting or London vay

22. Since the 1967 Report of the National Board for Prices and
Incomes London Weighting has been based on compensation for the higher
costs of working and living in London. An approach based on relative
living costs has been seen as having the advantage of preventing '
rates of pay from becoming inflated as a result of competition for
staff between employers on the basic of straightforward pay differ-
entials for work in London. The Pay Board made recommendations in
1974 on the calculation of allowances based on this approach and the
method they proposed was subsequently widely adopted in both the
.public and private sectors. During periods of pay policy in recent
years increases in London Weighting had to conform %o limitations on
increases in pay. In 1981 the increase. in London Weighting for the
Civil Service was restricted to 7% to accommodate the cost within the
cash limits fixed for expenditure on Civil Service pay. Full
implementation of the increase indicated by the Department of
Employment's indices (available in June each year) would have involved
an increase of 12%%. No decision has yet been reached about the

basis -on which London Weighting should be settled this year for the
Civil Service. But the Government will take account of the present

9 N
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eport is available in time. ¢

ifferentials in pay for the Civil

23. 1If it were decided to introduce a new pay system for the Civil
Service based on geographical variations in pay rates in the couniry
as a2 wnole it would clearly be anomalous to maintain a separate
London Veighting a2llowance calculated on living costs. Instead the
new system could be applied in London as in all other partvs of the
country. zven if local pay variations were not to be introduced
generally it would be possible to consider moving London ‘eighting
from a living cost to- a pay market basis. There is, however, no
reason to suppose that London rates of pay based on evidence of pay
merket veriesti would be lower than the present combination of

national ' London Vel i 2d on living costs.

7. .

24. A separzte possibility for consideration would be to increase the
number of London Ve ng zones to reduce the size of the "cliff
edge" between themn _the national rate. But this would also

to the range of boundary problems.,

25. Any chen ! : ; n Weighting arrangements for the Civil
Service could wi percussi in view of the widespread use

of London Weighti eyments in public sector as a whole,

P

"[Tobile" znd “non-mobile"<grades

26. There is a stronger case on management grounds for local pay for
more junior staff, than for those above. Staff below Executive
fficer (E0) and eguivalent levels may not; under their conditions of
service, be moved beyond reasonable travelling distance of the home
2stablished in connection with the] iginal job; these are junior
"non-mobile" Prospective ruit or jobs at these levels
(such as ty
to be influenced by the current I

within their home area =nd less by longer-term career prospects.

recru
pists, dse processors, clerks szenge”s) are likely
B

ffered by employers

Rates offered by other employers in "each area are tbgreiore more

directly relevant in the case of more junior staff.
>7 . The more senior Civil Service staff are “"mobile" - that is, they
are expected to move their home if essary to meet the needs of
their work. In fect, a2 number of i the more junior management
levels (especizally Executive Officer and equivalent grades) join the
10 '
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. Civil Service in the hope of .continuing to work in their home area.
But other entrants at the same level join for career reasons and
readily accept moves to new locations. Departments with regional
and local office networks such as Inland Revenue, DhESS, Customs and
Excise and the Deparmbtents of Employment, Industiry and the Environ-
ment, do frequently need to move staff between locations at both
middle management and the most senior levels.

28. The Civil Service vecru“tg und mangges all its "mobile" staff
nationally. ¢ : Locel differences in

pay rates are accordingly less relevant at these levels, especially
ang

above the junior m ement grades at’ Executive Officer level.,

Administrative Concsiderations

29, ‘Vhether local pa
more junior grades, it would inevitably add to the complexity of the

were introduced at all levels, or only for the

g
v

pay sysiem, as followsa-

i. Cos

t is likely that any new system would add to the cost of
administering the pay system. As was found to be the case
vith the eesrlier system of provincial differentiaiion, the
pay negotigting process would itself become more complex and
provably more lengthy too. There could a2lso be a considerable
extra load on departmental personnel units, pay offices and
computer centres where the number of pay scales in use would .be
multiplied and disputes about the boundaries stemming frem pay
variation would have ©o be h The costs of admini-
stration would increase in proportion to the number of separate

pay zones rge tovn allowances).

VVhere depart onally, their regional
boundaries
or with , e 2 at both the regional and
more local levels it would be difficult to find boundaries which
met the management reguirements of all departments. Unless
agreement could be reached on
11
o AN OR

2 - 0]
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problems
/could occur for departments who needed to move

staff within a departmental region but across a

pay boundary. Staff would be reluctant to move from .
a high paying area to a lower paying one, expecially

if there were no noticeable difference in living

costs between the two. Boundary problems would
obviously be greatest if local pay were applied to

more senior as well as junior staff. The smaller

the unit of variation which was adopted in any scheme,
the greater the number of boundaries and therefore

the problems stemming from staff crossing boundaries.

"Tnterface" Problems

If local pay applied to non-mobile staff only, this
would give rise to difficulties at the "interface"
between grades whose pay was determined regionally and
those whose -pay was determined nationally. There could
be a squeezing of differentials in high pay areas, and
wide differentials in low pay areas. Apart from the
internal management difficulties this would cause,

there could be pressure to increase the national rates
in order to ensure reasonable differentials in all
areas. 1If geographical variations were introduced into
non—indusirial pay it would almost certainly be necessary
to make similar changes in the pay of industrial staff,
in order to avoid problems at the "interface" between

the two groups.

30. The Committee m ish to consider the case for tesiing the

management effects of more varied pay rates byl&gumchiné}a limited

experiment covering, for example, selected groups of staff such as

the typing grades and messengers who are generally non-mobile and

whom the Civil Service recruits locally, often in direct competition
with other employers. A decision ¢h whether to introduce variations
in pay more generally could be taken in the light of the outcome of

. B — — L -
this experiment.

12
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PROVINCIAL DIFFERENTIATION

1 A "three tier" system of provincial differentiztion was

introduced in 1920 in accordance with a2 recommendation of
on Committee of the National Vhitley

the Reorganisati

1
iy
-

Council. Only inburgh and Dublin were clzssified zs
intermediate, the rest of the count ry being treated as
provincial. This systenm involved different scales for
sezlaried staff mployed outside London; not more thaalloﬁ‘
less for provincial staff bub no more than 5% less for
intermedizte staff Not 21l grades were subject to
rrovincizl differentiztion znd in particular it was agreed
that mobile si would remain on undifferentiated rates.

2.  The Tomlin Royal Commission of 1929/31 recommended that a
system of provincisl differentiztion should be maintained
but that, for administrative convenience, provincial and
intermediate rates should be fixed by reducing the London
salaries by a series of flzt rate reductions. They also
recommended that exemption from differentiztion should
be continued for mobile classes. They further
recommended that infermediate classification should be
extended to : large towns. The substance of these
recommendati as put intvo effect in 1935 with 2 total of

intermediate category.

35 After the ~-45 war the system of provincizl differentiation

- s " ey . - "] - 2 -
monthly pez v2ff generally ndin

(g
L=

was extended to
those classified as mobile, =z in 1947 the system of
calculzting rates outside London had vecome virtually uvniform.

Thereafter, only one scale for each grade was produced -~ the
London scale. The pay for officers elsewhere was calculated
by a system of deductions »for“intermediate end provincial
officers, varying according to the London éalary band, as

-

shovm in the ati table.

s In 1951 the London zrez was tended to an area within a
12 mile radius n ing )SS The intermedizte rate

was exvended to S 3 g this 12 mile

s S

e T e s s s g
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.' radius but within 16 miles of Charing Cross and offices
within the boundaries of the following local authorities:-

Belfast = Leeds

Birmingnan Leicester

Bradford - Liverpool

Bristol Manchester

Cardiff Hewcastle-unon-Tyne
Coventry Nottingham
Edinburgh Portsmouth

Glasgow . oheffield

Hull : toke

The rough criterion was a population of 250,000 or more.

The Friestley Royal Commission (1953/55) concluded that some
form of provincial differentiation was necessary in view of
the a2lmost universal practice outside the Civil Service.
Outside comparisoﬁ had revealed that a two-tier system of
differentiation based on a nationzl rate with a London
allowence addition was the most common practice and it was
therefore recommended for the Civil Service. On 1 April 1956
higher rates of differentiation which had been recommended

2s an interim step by the Priestley Royal Commicssion were
implemented end on 1 January 1953 the present two-tier system
of London ¥eighting was introduced, progress irom the old
provincial rate to the intermediate (new national) ‘being
achieved in stages over four yeers. The London pay area was
redefined ‘on 1 January 1953 as a radius of 16 miles from |
Charing Cross plus the loczl authority areas of four
intersected tovms. Staff in the London area received a
Loadon Vieighting equal to the previous differentiation between
London and intermedizte rates.




PROVINCIAL DIFFERENTIATION .
Dcductions from London Annual Salzries for Interadiate and Provincial Offices: operative from 1947,

lolermediatle Offiess Provioaal Ofcees

Iotearmediate Offices Frovincial Offic

london ralary
{exclusive of
allowances)

Salary
-3

Salary
5

Logdon ralary
{cxclusive of
allowanpess)

1

Salary
3

£
=215

;¢
=210

-

-8
-265

276279
280-283 -
284-287
285-291
252-295
296-299
300-303
304-307
308-311

271-274
274-271
278-281
28]1-284
285-288
288-291
292-295
293-298
299-302

265-268
268-271
271-274
274-277
277-280
280-283

2E83-286 .

286-289
289-292

£
751-754
755-758
759-762
763-766
767-770
171-774
775778
779-782

£
136-739
- 739-742
743-746
F46-749
750-753
753-756
757-760
760-763
764-767

720-723
723-726
226-729
729-732
732-735
735-738
738-241
741-7%4
7447417

. 767-980

747-960

312450
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302440

292430

451454
455458
459462
463466
467470
471-474
475478
479482
453436

e
o

£4]1444
4)! “7
445451
45]-454
455458
458461
AG2-405
465168
469-472

430433
433436
436439
439442
442445
445448
448-451
451-454
454457

* 487-750

472-735

457-720

981-584

960-9R3
963-956
Pl
90N Y72
8 918
95-J78
978-9¢1
95i-954
9RL-987
987 4%
90 493
Y-8
YUl 999
999-1,002

)

london zalary
Hexclusive of
| aliowances)

Intermediate Officzs

Provincial Officss ~

Dedn,
2

Salary
)

"Dedn. -

4

London salary
(exclusive of
allowances)

Intermediate Ofic=s

Provincial Offices

Dedn.
2

Salary
3

Salary
5

Fd
1.057-1,050
1,001-1,064
1,065-1,068
1,069-1,072
1.073-1.076

£
21

£
030-1,033
033-1,036
,037-1,040
040-1.043
034-1047

1
|
1
!
1

£
>3
56
57

<o
-

£
1,273-1,276

L
39

£
1,234-1,237.

£
1,194-1,197

1,277-1,500

40

1,237-1,460

1,197-1,420

11.077-1,200

1,047-1,170

1,201-1,204

1,245-1,248
1,249-3.252
1,253-1,256
§,257-1,260
1.261-1,2

1,265 1,268
1.269-1272

1,171-1,174
1,174-1,177
1,176-1,181

1,181-1,184
1,0£5-1,188
1,188-1,15]

1,192-1,195
1,195-1,198
1,193-1,202
1,202-1,205
1206-1,209
1,209-1,212
1213-1,216
1.216-1,219
1.220-1,223
1.223-1,226
1227-1,230
1230-1.233

1,501~1,504
1,505-1,508
1.509-1.512
1,513-1,516
1,517-1,520
1,521-1,524
1,525-1,528
1,529-1,532
1,533-1,536
1,537-1,540
1,541-1,544

1,565-1,568
1,565-1,572
1,573-1,576

40
41
41
42
42
43
43
a4
44
45
45
45
46
47
47
48
48
49 -
49

1,461-1,464
1,464-1.467
1.468-1.471
1,471-1,474
1,475-1,478
1,475-1.481
1,482-1.485
1,485-1,488
1,489-1,492
1,492-1.495
1,496-1.499
1,499~1,502
1,503-1,506
1,506-1.509
1,510-1,513
1,513-1.516
1,517-1,520
1,520-1.523

1,523-1,521

1,420-1,423
1,423-1,426
1,426-1,429
1.429-1,432
1,432-1,435
1,435-1,438
1,438-1,441
1,441-1,444
14441247
1,447-1,450
1,450-1,453
1,453-1,456
1,456-1,459
1,458-1,462
1,462~1,465
1,465-1,468
1.468-1.47)
1,471-1,474
1,474-1,477

1571~

30

1,521-

1,471-




Non—-industrial) Civil Servi

Thousands Percenvage

South East 40.0
of which:

Inner London 15.6

ter London 8.4
South Wes 9.3
West Midlands Bis 3
North West - 10.0

Northern 6.6

Yorkshire & Humberside 5.6

Fast Midlands G 3.8
East Anglia 243
Wales - 546
Scotland 9.3

0.6

Elsevher 1.6
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Annex 3 ‘ .

Average clerical earninze chowing variations at regional and county level: 1980 New
Earnings Survey Data for "clerical and related" category (i? .

Average County variation Var:at%on Variation from
. - from national p
weekly from regional national average

earnings average . (incavi;igzn) (exc. london)

London £97.80 +£14.40 +£18.50

Rest of South East £81.90 - 4+ £ 1.50 +£ 2.60

Bedfordshire £82.80 +£0.90 —£.'0.60 +£ 3.50
Berkshire £86.50 +£4.60 3.10 +£ 7.20
Buckinghamehire £79.20 —£2.70 4.20 £ 0.10 -
Bzst Sussex £78.30 —£3.60 5.10 -£ 1.00
Essex £82.70 _ +£0.80 0.70 +£ 3.40
Hzmpshire £82.60 +£0.70 0.80 +£ 3.30
Hertfordshire £84.70 +£2.80 1.30 +£ 5.40
Isle of Wight £74.50 w~f7.40 8.90 4.80
Yent £78.10 -£3.80 5.30 1.20
Oxfordshire £78.10 ~£3.80 5430 1.20
Surrey . £84,00 +£2.10 0.60 4.70
Wesi Sussex £81.40 ~£0.50 2.00 2.10

+
h

+ 4+
™M

East Anglia £77.90 -

Cambridge £77.60 —£0.30
Norfolk = ETe00 £0.00
Suffolk £78.50 +£0.60

1.40

1.70
1.40
0.80

5.50
5.80

5.50
4.90

Lhtih il b bkblh

bbb b

South West ; £79.90

b
3
r’

3.50

Avon £83.20 -£ 0.20
Cornwall £71.50 ~£11.90
Devon £76.60 3 6.80
Dorset £76.50 6.90
Gloucestershire £88.30 4.90
Somerset £74.70 8.70
Wiltshire £78.50 4.90

L LR bk

o5
™

west Midlands £79.40 : 4.00

West FMidlands :
lietropolitan County £79.80 +£0,40
tereford & Worcester £76.80 —£2.60 .
Salop £77.90 =150
Stzffordshire £79.00 —£0.40
Warwickshire £72.00 —£7.40

East Midlands £76.30 -

Derbyshire £74.70 ~£1.60 8.70
leicestershire £76.20 —£0.10 7.20
Lincolnshire £73.60 —£2.70 9.80
Northampionshire £78.40 +£2.10 5.00
Nottinghamshire £77.40 +£1.10 ~£ 6.00

bhbhb b bhbbbs

'

- | .
( )Northern Ireland is not covered by the NES data and is therefore
excluded from Anmexes 3 and 4. However, as Annex 2 shows,

there is a2 small number of non-industrial home civil servants
in Northern Irelend. )




’or.ire % Humberside

South Yorkshire
Fetropolitan County
nest Yorkshire
Fietropolitan County
| Bumberside

North Yorkshire

lorth West

Creater Manchester
leiropolitan County

Merseyside Metropolitan
County

Cheshire

Ilancashire

orth

Tyme & Wear Meiropolitan
County

Cleveland

Cambria

“| Durham

Northumnberland

ales

Clwyd-Vest
Clwyd-Zast
Dyfed

Gwent

Gwynedd

Iid Glamorgesn
Powys

South Glzmorgan
dest Glzmorgan

totland

Borders

Central

Dunfries & Galloway
Fife

Grampian

Highlangd

Iothian

Strathclyde

Tayside

Islands
eat Britain

eat Britain, excluding
mdon

Average
weekly
earnings

£76.80

£76.70

£76.60

£74.90

£79.80

£79.90
£79.70

£80.70

£80.80
£79.00

£78.70
£80.40

£77.10
£79.70
£76.10
£68.90

£79.40

£71.40
£77.10
£76.70
£78.20
£82.40
£75.60
£74.50
£83.80
£80.70

£77.50
£68.20
£72.70
£68.70
£74.20
£81.50
£74.70
£80.90
£78.00
£68.50

£78.90
£83.40

£79.30

County variation
from regional
average

—£0. 10

-£0.20
~£1.90

+£1.70

—£1.60,
+£1.00
—£2.60
-£9.80

-£8.00
~-£2.30
-£2,70
-£1.20
+£3.00
-£3.80
—£4.90
+£4.40
+£1.30

—£9.30
~£4.80
—£8.80
—£3.30
+£4.00
~£2.80
+£3.40
+£0.50
_ —£9,00

+£1.40

Variation
from national

average
(inc. London)

£ 6.60

-£ 6,70

-£ 6.80
—£ 8.50
~L£ 3.60

3.50
3.70

2.70

2.50
4.40

4.?0
3.00

6.30
=E 2570,
£ T.30
—£14.50

~£ 4.00

-£12.00
£ 6430
~£ 6.70
~£ 5,20
£ 1.00
-£ 7.80
-£ 8.90
+£ 0.40
~£ 2.70

—£ 5.90
~£15.20
~£10.70
—£14.70
~£ 9,20
1490 -
8.70
2.50
5.40
—£14.90

~£ 4.50

Variation fro
rztional avera
(exc. london)

-L 2.50

o
—L
-
+L
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ANREX _4 . .

ILLUSTRATION OF THE "REGIONAL INDEX" .

Te This ennex illustrates the results of applying a "regional
index" to the 1.4.81 sczle maximum for clerical officers. It is
based on data on "clerical and related earnings" (males aged 21
years and over and females aged 18 years and over) from the
Department of Employment's annual New Earnings Survey (NES) for
1980. This is not entirely satisfactory since the “clerical and
related" category aggregates data on jobs which in the Civil Service
are carried out by separate and different grades. Moreover, the NES
"clerical and related" category includes civil servants, so there

is an element of circularity. However it is the best data available
at present and the results should give a reasonzble indication

of regional variztions. '

24 The "regional index" (column 1 of the table) is calculated

by dividing the gross weekly earnings of the "clerical and related™
category in each region and county by the national average for this
category, weighted by the numbers of Civil Service clerical officers
in each county or region. It shows in index form the variations

from a single national rate which would.result from pazying salaries

in line with the average in each region and county. The index
therefore reflects these relative earnings levels,Weighting the
national average by the geographical distribution of clerical officers
in the Civil Service would ensure that the ftotal wage bill for this
grade would be unzffected, since-the .cos? of fixing pay in accorqance
with this index would then be the same as having a national rate wit
an index value of one.

3 Column II shows the results of applying the "regional index" %o
the current clericzl officer meximum, .on the assumptiion that the '
amount of money aivailable for distriobution is the present pay bill
for clerical officers, including London Weighting. Regional rates
(and 2150 county rates although these are not shown in detzil) have
beer czlculzied by multiplying by the index given in-column 1 the
current clericzl officer maximum enhanced by an element for London
‘Weighting -equal to the average cost of London Weighting spread
throughout the grade. Column III shows the extent to which these
local refes -exceed or fall snort of current rates at the maximum
£5102 outside London, £6189 in Inner London and £5556 in Cuter
ILondon). The figures in brackets show the renge of county rates -
within each region.  The relatively large range of rates within

each region reflects the -considerable variation at county level

in the averege earnings of the "clerical and related" category
observed in Annex 3. i L%




ON IOCAL PAY

a. Should there be more varied geographical pay rates?

<
1)

The idea is attractive in principle. Outside pay rates do vary

end the Civil Service (in common with other DﬂﬁlOJerv) is nrooaoly
paying too much in some areas and too little in others. In practice,
however, local pay is likely to -be an expensive option for us partly
because of the large numbers of civil servents in London and the
South EBast 5encr“L and in urban centres elsewhere. Annex 3 of
the paper indicat (in its final column) the present range of
gGOTraTﬂﬁC 1]l vari Llons in clerical earnings. The London rate is
237% 2bove the national average (excluding London itself): 257 of
civil servants work there. Earnings are lowest in the East iiidlands
(4% below the national average):. only 3.8% of civil servants work
there,

Local pay would

for pay centres and 7 leWSIOﬂ% and nre sures (Irom managew.
ment as well 2s union : ge ies and improve difier-
entials. Presumably it i imilar factors that lead other large
employers of non-manual she to make only limite vaziations in
vay on grounds of localluy.

3
0
b
I__l

In their evidence to ldegaw the
on practical grcu:ds while reco
The CBI ask for the 305510111uy 0
to locel lazbour merkets to
of returning to the old
(abolished following Pri
“"wage-drift" as a res uT*
the higher the number of
the lower the basic (

Service the number

might well tead to-an i

the present national rat
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alised pay
in principle.
vels move responsive
to the possibility
erentiation
to the risk of
ng. In theory
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‘be If local pay were introduced what type of scheme should be
gopted?

The Coxcrﬁm
market
play a
Service
these
mechan1
par

dy made it clear to the Inquiry that it wants
the recruitment and retention position, to
any future system for determining Civil
cheme would need to take account of
refore little to be said for any
“nﬁvv" (on the lines discussed in
was an option put forward in
The use of local market
different pay rates (paragraph 16(b)
but also the most complex anyroach.
such as geographical "pay bands"
allowances supplementary to a
might in practice be the most
gra pnlcal variation., IHost other
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large employer
rate and make

s of non-manual staff appear to settle a national ;
addit .

ional payments in sne01f1eu localities.,

the administrative cost of
tlon up to 1953. But it is.
in assessments at the time. A
ferentiation involved at the time
The waln DPOblCﬂu were the
1
: = over
numb ers o¢ o oe 1ncluﬁed in uhe dlflerent
the growing inability of the unions to curd
members on tabling leap-frogging claims and
dJuSunentq and the creation of "special high
time the Treasury concluded that the nresent
an inexpensive way out of provincial differen-
and was likely to develop.
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c. Should 2z scheme 2vply to all staff or “non-mobiles" only?

Our view (which we believ cords with outside nractico) is that
y geographical ve :1at10nc wou‘d be more appropriate for staff who
Ure recruited loﬂ°71y and would expect %o continue working locally;
and not for those who joined the Civil Service for a career and mey
be recuired to move home if necessary to meet the needs of the job.
Outside at middle and : ~ levels "national rates" generally apply
regardless of location ap from a London allowance.

d. London } ting ) :

If pay variations based on local market pay evidence were introduced
nationally- it wo;ld be anomalous to continue with the present tw
tier London Weighting allohauccs, based on differential living LOSba

There is 2lso the guestion "“Uuher, even if no other changes were
made, the level of ‘London payments should be based on market pay
factors. One reason for moving to market pay in London would be
the recruitment and retention difficulties experienced there in the
vast. The GY“C“*Q“CE of Inland Revenue and Customs and Excise of
recruitment problems in London (at least until the current high
level of u:-JDWszcgu) is not unique but has been shared by depari-

ments generally.

lCcnu repercussions in other
the wide use which is mede in
ondon Yeighting approach. Pest
towards "London pay market"
\7e have inadeguate data on
the present position but reason to suppose that when
employment picks up &again LLP will be dlf¢erent There are
other measures which could i ated at less cost such as
advances of London Weighting f n tickets (which other employers
oractice wiaely). A separatve llby would be to increase the
nuaber of zones in order 10 redu the size of the "clifi edge"

t
between London raites and Thos - although at the cost of

A chenge would, 1
public services

the publlc SECUC“ of
assessments have
rates would add To

5w (o

Bomcco o
St}
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.iuiding to the overall number of boundary problems., Unless jlegaw

s to be invited to consider the use of London VWeighting in the
public services generally it might be preferable for the pajer o
be neutral on this, leaving the main issue for lMegaw whether or

not local pay should be introduced in the Civil Service countrywide.

e. Decentralised bargaining.

The main options discussed In the paper envisage that pzy bargaining
would continue to take place at national level under Treasury
control. Decentralisation of pay bargaining to local or regiornal
nanagers would be a much more far-reaching change.

If pey bargaining took place with the unions at local or regional
level there would be a risk that negotiations would develop into a
contest of prowess between trade unionists in different areas to
maximise their relative gains. But more importantly deceniralised
bargaining would have implications going well beyond purely pay
matters to the whole framework of finencial and mangerizal control

at departmental and sub-departmental level. If financial control
waes 1o remain effective a.close degree of central monitoring would

be reguired and limits would have to be set on the range of discretion
for local management. In the absence of a sound basis for output
budgeting the cash limit system could not be refined sufficiently

to exert the necessary financial disci’plines without a need for
supplementary controls over pay. Yhile local managers could be
restrained by their cash allocation most loczal offices are producing
a service (eg payment of social security or collection of taxes) and
have no freedom to reduce the scale of their activities to match the
staff resources they can extract from their altocated pay bill. if
decentralisation was on the basis of management units this could lead
to different Civil Service pay rates for the same job in the same
locality which lMinisters would find difficult to defend. But
weross-departmental" bargaining at regional or local level would
present problems given the different deparimental regional boundaries
and the departmentally-based structure of finencial conirol.

There may, however, be particular areas (eg the Royal Iint, the
Royal Ordnance Factories) engeged on commercial or quasi-commercial
operations where more decentralisation would work linked to an
overall budgetary control approach, But the -scope is limited if
effective control is to be maintained over pay bill cosis as a
whole,

3
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LonpDOoN AREA Wallsend

Ot e withi - 3 : Chart - e Charl . i
Oftices within a 12 mile radius of Charing Cros ing Charles Statuo). : Nottingham Area Sotinehas
Ueesten and Stapleford

INTERMEDIATE AREAS
Portsmouth Area : . Parismouth

Gosport
Shoflield Area

Stoke Area ...

oL
Birmingham Arad le-under-Lyme
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Bradlford Area
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Shiploy

Bristol Area
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Coventry Arca
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Glasgow Areca

Hull Area ... Kingstor-upon-Hull

Leoas Ared ... Lecds
Leicester Arsea : Leicoster

Liverpoo! Aroa Liverpool
Birkenhead
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‘r‘r”i‘.i::.' Gy
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Eccles
Prestwich
Salford
sStocknort




10 DOWNING STREET

From the Private Secretary 8 February 1982

MEGAW INQUIRY: GOVERNMENT EVIDENCE ON
UPRATING

Thank you for your letter of 3 February
with which you enclosed a paper on the uprating
mechanism used in the Civil Service pay research
system.

The Prime Minister is content for the
Chancellor to submit this paper to the Inquiry.

I am sending copies of this letter to
Jim Buckley (Chancellor of the Duchy of Lancaster's
Office), David Omand (Ministry of Defence),
David Clarke (Department of Health and Social
Security), Barnaby Shaw (Department of Employment),
Jim Nursaw (Attorney General's Office),
Christine Duncan (Lord Advocate's Department)
and David Wright (Cabinet Office).

P.S. Jenkins, Esq.,
HM Treasury.
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COVERING MANAGEMENT: 1IN CONFIDENCE

'I‘rtleilrﬁ' Chambers, Parliament Street, SWIP 3AG
O1-233 2000
5 February 1882

P MAss Y
._.---'""——_—‘
Michael -‘ ._I,___ ] - NO M)VOVL wm,m&wb L.Ml W\/

Private

10; Down St 2et :(' Lj W‘M‘;m-“"" COULL‘.’:M 3 tv) e

Poliey Vmir Mk s o char pnd
)L.}PW)S\W a-\,wLbU\t'_g WA A t.'-\,Dt'uJ"/) e
ﬁonmwml;\ hpro«l» :. i)v\'au‘pu. fw c)w (.ULML

EVIDENCE FOR MEGAW INQUIRY: LOCAL pay P9 2ffjuenbishim  wufe

- —_——= .'Jenh'[—u\'.j M
In the memorandum on future pay arrangements dated q
October 1981 we said it was for consideration whether f”*hvﬂb
Civil Service rates for at least some (e.g. the non- o b !
mobile), if not all grades, should attemp% to match hkﬁ“¢hej-
local pay conditions more closely. I attach a paper ;
which examines the case for a change in this direction, Aﬁﬂ* ko itfs
which the Chancellor proposes to submit to the Inquiry shnatium
next week.

I will assume that th ay is clear to the papeT py,
if th€re are no cn@méﬁgg before Thupsday, 11 Febgliary.

I am sending copies of this letter to the Private
Secretaries to the Secretaries of State for Defence,

Social Services, and Employment, the Lord Advocate,
the Attorney General and to Sir Robert Armstrong.

f\) [’L(,Da,w?

M3 lbij_,

VM‘VA e

P.S. JENKINS f\—"(
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NANAGENENT: 1IN CONFIDENCE

- .* LOCAL PAY

Introduction

(1)

"It is for consideration whether Civil Service rates for

1. In its initial evidence to the Inquiry‘' ’‘the Government said
at least some (eg the non-mobile) grades, if not all
grades, should attempt to match local pay conditions

more closely."

This paper examines the case for a change in the present system of
national pay rates and London Weighting; and discusses possible
options for introducing greater geographical variation into Civil
Service pay.

Background

2. At present, pay in the non-industrial Civil Service is set at
national rates and these are negotiated at national level. When pay
research operated, the Pay Agreements provided for comparisons to be
made where possible with national rates outside, discounting any
additional payments by the analogue employers such as London Weighting
or large town allowances. In reporting on organisations outside
London or those which operated different pay rates in different areas,
the Pay Research Unit provided information where it could about the
distribution of staff receiving the different rates or allowances.

3. London Weighting is paid as a supplement in the Civil Service,
and is the only significant element of the pay bill which is related
to geographical location. The present basis on which it is paid
(related to the cost of living in London and not to the pay rates of
other employers) was described in the Factual Background Memorandum

submitted to the Inquiry.

Memorandum on Future Pay Arrangements for the Non-Industrial
Civil Service, October 1981, paragraph 1le.

Factual Background Memorandum, Chapter 7, Section IV,
Paragraphs 7.32 - T7.36.
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4. The present system of national pay rates supplemented by London
Weighting was introduced into the Civil Service in 1958, following

(3) Before

the recommendations of the Priestley Royal Commission.
then pay rates were on a three-~tier basis applying in London, large
towns and provincial areas. A brief history of "provincial
differentiation" as the system was known is at Annex 1 to this paper.
The system was based on setting a 'London' rate and making a series of

Tlat-rate deductions from it.

5e Ammex 2 shows the current distribution of Civil Service staff in
the United Kingdom economic planning regions. “

The case for a change

6. The main arguments for introducing greater geographical variation
in pay rates than at present are threefold. First, the Civil Service
is probably paying more than it needs to do in some areas to recruit
and retain staff of adequate quality. As a large employer it may
accordingly force up other employers' pay rates in the locality
unnecessarily, or alternatively cream off the best available staff.
Second, the Civil Service may be paying too little in other areas.
Particular difficulties have arisen in recent years in some areas,
especially in London, in recruiting enough staff of adequate quality
for some grades although in current economic circumstances these
difficulties have eased.‘ (Examples of the difficulties which have
been encountered in the past have been given in evidence by individual
Departments, including Inland Revenue, Customs and Excise and the
Department of Health and Social Security.) These considerations would
weigh particularly strongly in any pay system which gave direct weight
to the Civil Service's ability to recruit and retain staff. Third,

if a new pay system were to include comparisons with outside rates
these should be as accurate and wide-ranging as possible and should
in principle therefore reflect geographical differences where these
are significant. All three considerations apply with particular
force to the pay of staff who are recruited locally rather than
nationally, and who are not in practice required to-move outside their

home area.

(3) Report of the Priestley Royal Commission, 1955, paragraphs
Q (d
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7 e Outside practice varies. A number of other large employers of
white collar staff also rely on national rates with variations for
London and sometimes for one or two other large cities. The Civil
Service practice is not unique. We understand for example that ICI,
Shell and 2 number of the nationalised industries have pay scales wh
apply nationally, with an additional London allowance. Some other
organisations (eg the Clearing Banks; Marks and Spencer) have
London rates, a standard provincial rate and higher rates in some
urban areas where recruitment considerations require these. But the
Committee may wish to obtain more information on the practibes of
other employers generally.

8 . If 2 change were to be made to greater geographical differenti
tion in Civil Service: pay rates a practical cost—-effective system
would be reguired which would not only be genuinely sensitive %o loc
market variations (whilst continuing also to provide for differentig
tion by occupational groups of staff) but which would in practice he
rather than hinder the efficient menagement of the Service. The
following sections of this paper examine evidence of regional pay
variations, possible ways of determining more localised rates in thy
Civil Service, and the management implications of these.

L

Evidence of pay variations

g , The case for moving to local pay in the Civil Service rests on
the extent to which there are geographical variations both in the ps
rates of comparable employers generally, and in the ease with which
staff can be recruited and'retained.

10. The main difficulty in making an accurate assessment of the ca
for change is the lack of detailed and reliable figures. The
statistical material which is available is described in the followi
paragraphs. The Government‘suggests, however, that the Committee

3
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may wish to commission further work not only on the practice of
other employers but also on the evidence of geographical variations
in non-manual pay generally 'n a more disaggregated basis than is
available at present.

11. The best source of nublished information about geographical
variations in earnings (rather than pay rates) amongst non-manual
employees generally is the Department of Employment's New Earnings
Survey (NES). The NES data on the category of clerical and related
staff is one of the more closely matched groups to Civil Service work,
although it covers a large range of jobs, some of which are undertaken
by staff whom the Civil Service would not classify as 'clerical!
(including telephonists and data processors). Additionally, within
it returns show a marked disparity between the earnings of males and
females. However, it can be used for illustrative purposes to give a
broad-based indication of geographical variations in pay for this
type of work.

12. Annex 3 shows variations in clerical earnings for male and female
adult workers at regional and county level in 1980, weighted according
to their participation rates in the relevant labour markets.

It shows that:-

i, in four of the 10 main regions (East Anglia, East

Kidlands, Yorkshire and Humberside, and Scotland)
average clerical earnings are more than £5.00 a

week below the national average, although in no case
is the difference more than £7.00 per week. National
average earnings are heavily weighted by relatively
high earnings in London, so no regional average is
higher than the national average. I1f a comparison

is made between average earnings excluding London, the
biggest regional difference is only £3.00 a week.
Thus, London apart, therg is relatively little variation
between regions and such variation is in many cases
within the confidence limits of the sample.

4
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There are wider variations at county level. .

Average earnings between individual counties vary
significantly, the range from top to bottom of the
county data being as much as £20 a week. In many
cases county earnings also vary considerably from the
average for the region which contains them. It
should be noted, however, that because of the small
semple sizes the NES data are much less reliable at
this level.

18. The picture presented by this analysis is perhaps not surprising.
The NES standard regions do not correspond to any pay bargaining level
and prima facie the region is a doubtful level of disaggregation to

reflect the pay market. The evidence indicates more variation in
earnings at county level, but more data are needed to test whether

the more significant differences between counties are due mainly to
the presence of the larger towns within them or as much to urban/rural
differences as to geographical variations.,

: 'The existence
of high pay counties in otherwise low pay regions may be due to the
influence of individual cities (Bristol in Avon, Cardiff in South
Glamorgan, Edinburgh in Lothian and Aberdeen in Grampian). Taking
Great Britain as a whole; however, (and leaving London to one side)
there is no significant difference between earnings in the

"metropolitan" counties and the rest.

14. It is not clear how far geographical variations in pay rates are
1inked to other factors such as local living costs, local differences
in the ease with which staff can be recruited, or the presence within
an area of large high-or-low-paying organisations. Nor is it clear
how far geographical variations apply in the same way to different
groups of staff. The pattern of market rates for specialist staff,
for example, may be very different from that for general clerical and
administrative staff, and this would need to be taken into account

in devising any local pay scheme.

Determination of local rates

15. There would be three main options for fixing the new pattern
of rates on the basis of greater geographical differentiation in pays




a. Distribution of a "national pay kitty"

On a relatively mechanistic basis data from, for example,
the New Earnings Survey could be used to establish a
"regional index" reflecting relative pay levels in

different parts of the country, but weighted to take account
of the geographical distribution of Civil Service staff,

The total money available for Civil Service pay, however
this was to be determined, would be distributed each year in
accordance with this index. Amnex 4 illusirates how this
approach might work in practice for Clerical Officer pay.

This method could in theory have provided a relatively

simple, though crude, approach for introducing a degree of
geographical variation in the Civil Service rates which

were derived from the o0ld pay research system without
increasing the overall pay bill in the process. For use in
the future it would have three main drawbacks. First,
statistics would almost certainly not be available to match
all the grades in the Civil Service pay structure and the
"index" would therefore be very rough and ready in its effect.

Second, the combination of the "pay kitty" and "geographical
index" could lead to modifications in the way pay varied
between different areas. Where the geographical distribution
of staff in a Civil Service grade was markedly different from
the distribution of employees at large covered by the .
comparable NES category, this would influence the resulting
degree of variation in Civil Service pay rates.

Third, a mechanistic index approach of this kind, aithough
relatively simple and economical to operate, would be derived
entirely from statistical material on pay variations. It
would not necessarily reflect the actual local recruitment

and retention position either in the Civil Service or in other

organisations.

b. .Use of Local Market Evidence

Under this option pay rates would continue to be negotiated
centrally, but evidence would be collected about actual pay

6

PANAATM.  TY AONRTOENAR




rates, together with information on the relative recruit-
ment and retention position in each locality ceparately.
Any significant variations in living costs might also

need to be assessed. The data would be used to determine
local pay rates for the Civil Service, at whatever level of

disaggregation were chosen.

This approach, if applied fully, would inevitably be
complicated and costly, involving in effect several parallel
pay determination exercises. The process could however be
simplified in a number of ways: for instance if local pay"

was restricted to a limited number of grades, and if detailed
surveys were carried out only at intervals, even though

this would mean that the system would be unable to respond

to any rapid changes in geographical pay relativities. It
might also be possible to restrict the range of pay variations.
UK local authorities, for instance, agree national salary
scales containing a spread of incremental points, but for some
grades individual authorities have discretion to choose which
particular group of points within the scale to use. Their
rates can accordingly be pitched higher or lower (within the
nationally agreed limits) according to local pay and other
market _ considerations. In the non-industrial
Civil Service it would be possible to use local evidence on
pay rates and other market conditions to assign office
locations to a number of pay "bands". But this would be a
cruder approach, and would give a less accurate reflection

of local market conditions.

Ce Variations for specific areas (including London)

As an alternative, variations from a national rate might be
introduced only in some areas outside London - including some
large tovms and also other demarcated areas of exceptionally
low or high pay. The;nationaa'rate applying outside London
and other designated areas could then perhaps be relatively
lower than it is at present. To make special payments for
staff in large towns would be in line with the practice of
some outside employers. Variations of this kind might be

calculated in two wayses

‘First by loecal market surveys, as in option b above.
This approach would offer the greatest flexibility,
though it would be subject to the same disadvantages

as option b. Alternatively, there mieht bera filat rate
211lowance, on*tHe Mneswef theypresent London Weighting
allowance but applying to other listed large townsa
This option would be a,simpler but crudeT form. of local
differentiation but wguld be similar to thp system of

incial differentiation abandoned r 70 years ago.

- 4
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Decentralised Pay Bargaining

16. A much more far-reaching change in moving to greater
geographical variation in pay rates would be to end the present
practice of centralised pay negotiations in the non-industrial
Civil Service and to delegate control over pay levels to local
(or to regional) managers who would take local market conditions
directly into account in negotiating pay rates for their staff.
The Government would welcome the Committee's general views on
this possibility.

17. The Government believes that it is important that managers
in the Civil Service should have greater discretion in control-
ling their resource allocations perhaps within a framework of
local budgets, and departments are being encouraged to delegate
resource control down the management chain where this is
possible. To decentralise the determination of pay rates for a
manager's staff would, in principle, be consistent with this
approach. Pay could then be set in a way which took maximum
account of variations in the managerial requirements of
different departments and of different functional activities
within them. Bargdining at local level would also be the most
direct way in which to take account of local employment
conditions and other market factors in fixing Civil Service
pay rates.

18. Such a change, especially if introduced for the non-
industrial Civil Service as a whole, would have considerable
implications for the present financial and management structure.
The framework of financial control over the administrative
costs of central government rests on departmental cash limits
for which the Ministers in charge of Departments are account-
able to Parliament. It could*be difficult to give local
managers sufficient freedom of action, whilst retaining the
degree of central financial control on which the present system

is based. Also, a high proportion of Civil Service offices in

MANAGEMENT: IN CTONFIDENCE
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each locality are individually very small, and are part of
national networks (such as the Inland Revenue tax and
collection offices, the DHSS social security offices and the
local offices of the Department of Employment and Manpower
Services Commission). Most local offices are providing a
specified (often statutory) service, and local managers would
accordingly have only limited scope, if any, to vary the
scale of their activities as a means of adjusting the pay
levels they could afford from the budgets allocated to them
and would also have limited flexibility for changes in the
pattern of resources, particularly manpower, which they were
using. Greater flexibility could imply a willingness to
accept variations in the local operating standards of national
services such as those provided by DHSS and the Inland
Revenue. But this would be contrary to the policy approach
on which these services are based.

13. There could, therefore, be difficulties in local pay
bargaining at the office level. More generally, if decentral-
isation were on the basis of individual management units, this
could lead to different Civil Service pay rates for similar

jobs in the same locality and the risk of "leap-frogging"

claims. On the other hand, pay bargaining "cross-departmentally"
at regional, or local, level would cut across departmental
responsibilities and would present problems given the

different departmental regional boundaries and departmentally
based structure of financial control.

20. Decentralised pay bargaining for non-manual workers does
not appear to be a common practice in other large organisa-
tions. If it was applied in the Civil Service as a whole it
would have implications for the whole framework of financial
and managerial control at departmental and sub-departmental
level.

MANAGEMENT: IN CONFIDENCE
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21. . The main scope for considering the introduction of
decentralised pay bargaining may be in a limited number of
areas where management operations are relatively self-
contained and where the existing financial and management
structure provides a better basis for delegating more
responsibility for setting pay levels. These include
establishments such as the Royal Ordnance Factories and the
Royal Mint which operate on commercial lines and whose costs
are controlled through Trading Funds. The Government would,
in any case, wish to examine the possibility of changes in
areas such as these in the light of the Inquiry's general
recommendations on this issue.
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London Weighting or London vay

22. Since the 1967 Report of the National Board for Prices and
Incomes London Weighting has been based on compensation for the higher
costs of working and living in London. An approach based on relative
living costs has been seen as having the advantage of preventing
rates of pay from becoming inflated as a reSult of competition for
staff between employers on the basic of straightforward pay differ-
entials for work in London. The Pay Board made recommendations in
1974 on the calculation of allowances based on this approach and the
method they proposed was subsequently widely adopted in both the
public and private sectors. During periods of pay policy in recent
years increases in London Weighting had to conform to limitations on
increases in pay. In 1981 the increase. in London Weighting for the
Civil Service was restricted to 7% to accommodate the cost within the
cash limits fixed for expenditure on Civil Service pay. Full
implementation of the increase indicated by the Department of
Employment's indices (available in June each year) would have involved
an increase of 12%%. No decision has yet been reached about the
basis-on which London Weighting should be settled this year for the
Civil Service. But the Government will take account of the present

° .
MANAGEMENT: IN CONFIDENCE




18 CUNFIDEHCE

Incuiry's recommendations if its report is available in time and bears
on the general guestion of local differentials in pay for the Civil

Service,

23. If it were decided to introduce a new pay system for the Civil
Service based on geographical variations in pay rates in the couniry
as 2 whole it would clearly be anomalous to maintain a separate
London %eighting a2llowance calculated on living costs. Instead the
new system could be applied in London as in all other paris of the
country. oven if local pay variations were not to be introduced
generally it would be possible to consider moving London 'eighting
from a living cost to a pay market basis. There is, however, no
reason to suppose that London rates of pay based on evidence of pay
merket veriations would be lower than the present combination of
national rates plus London Veighting based on living costs.

24. A separate possibility for consideration would be to increase the
number of London Weighting zones to reduce the size of the "cliff
edge" between them and the national rate. But this wouvld also add
to the range of boundary problems.

25 Any change in the London Weighting arrangements for the Civil
Service could have wider repercussions in view of the widespread use
of London Weighting payments in the public sector as a whole.

"llobile" and "non-mobile"*grades

26. There is a stronger case on management grounds for local pay for
more junior staff, than for those above. Staff below Executive
Officer (B0) and equivalent levels may noty; under their conditions of
service, be moved beyond reasonable travelling distance of the home
established in connection with their original job; these are junior
"non-mobile" grades. Prospective recruits for jobs at these levels
(such as typists, data processors, clerks and messengers) are likely
to be influenced more by the current pay rates offered by employers
within their home area and less by longer-term career prospects.
Rates offered by other employers in "each area are therefore more

directly relevant in the case of more junior staff.

>7. The more senior Civil Service staff are "mobile" - that is, they
are expected to move their home if necessary to meet the needs of
their work. In fact, a number of staff at the more junior management
levels (especizlly Executive CGfficer and equivalent grades) join the
10
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Civil Service in the hope of continuing to work in their home area.
But other entrants at the same level join for career rezsons and
readily accept moves to new locations. Departments with regional
and local office networks such as Inland Revenue, DHSS, Cucstoms and
ILxcise and the Deparmtents of Employment, Industry and the Inviron-
ment, do frequently need to move staff between locations at beth

middle management and the most senior levels.

28. The Civil Service recruits and mangges all its '"mobile" staff
nationally . Local differences in
pay rates are accordingly less relevant at these levels, especially
above the junior manegement grades at Executive Officer level,

Administrative Considerations

28. Vhether loczal pay were introduced at all levels, or only for the
more junior grades, it would inevitably add to the complexity of the

pay system, as follows:- -

Los HOEL

It is likely that any new system would add to the cost of
administering the pay system. As was found to be the case

with the earlier system of provincial differentiation, the

pay negotiating process would itself become more complex and
probably more lengthy too. There could also be a considerable
extra load on departmental personnel units, pay offices and
comouter centres where the number of pay scales in use would be
multiplied and disputes about the boundaries stemming from pay
veriation would have to be handled. The costs of admini-
stration would increase in proportion to the number of separate

pay zones (or large tovm allowances).

ii. Boundaries

; -
there departments are organised regionally, their regional

boundaries do not necessarily coincide either with each other
or with the standard regions; and at both the regional and
more local levels it would be difficult to find boundaries which
met the management requirements_of all departments. Unless
agreement could be reached on aligning the various boundaries,
11
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rroblems
/could occur for departments who needed to move

staff within a departmental region but across a

pay boundary. Staff would be reluctant to move from
a high paying area to a lower paying one, expecially
if there were no noticeable difference in living
costs between the two. Boundary problems would
obviously be greatest if local pay were applied to
more senior as well as junior staff. The smaller

the unit of variation which was adopted in any scheme,
the greater the number of boundaries and therefore
the problems stemming from staff crossing boundaries.

"Tnterface" Problems

If local pay applied to non-mobile staff only, this
would give rise to difficulties at the "interface"
between grades whose pay was determined regionally and
those whose pay was determined nationally. There could
be a squeezing of differentials in high pay areas, and
wide differentials in low pay areas. Apart from the
internal management difficulties this would cause,

there could be pressure to increase the national rates
in order to ensure reasonable differentials in all
areas. I1f geofraphical variations were introduced into
non-industrial pay it would almost certainly be necessary
to make similar changes in the pay of industrial staff,
in order to avoid problems at the "interface" between
the two groups.

30. The Committee may wish to consider the case for testing the
management effects of more varied pay rates by[%gunching a limited
experiment covering, for example, selected groups of staff such as

the typing grades and messengers who are generally non-mobile and
whom the Civil Service recruits locally, often in direct competition
with other employers. A decision on whether to introduce variations
in pay more generally could be taken in the light of the outcome of
this experiment.

12
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Cor.clusions

31. There would, in principle, be attraction in moving towards

local variations in Civil Service pay. Bringing Civil Service pay
rates closer to local market conditions could help with the marnage-
ment task of recruiting and retaining sufficient staff; ensure that
pay was no higher than necessary to achieve these ends; and reassure
other local employers that the Civil Service was not distorting the
market by importing national rates. The main drawbacks to adopting
this approach lie in the[éonsiderab%é}management problems which its
widespread application would cause, and the consequent administrative

costs.

32; The Government considers that it would be desirable for more
work to be undertaken in order to obtain more refined data, and to

gain more information on the practices of other employers.

13
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PROVINCIAL DIFFERENTIATION

A "three tier" system of provincial differentiation was
introduced in 1920 in accordance with 2 recommendation of
the Reorganisation Committee of the National VWhitley
Council. Only Edinburgh and Dublin were classified as
intermediate, the rest of the country being treated as
provincial., This system involved different scales for
salaried stzff employed outside London; not more than 10%
less for provincial staff but no more than 5% less for
intermediate staff. Not 211 grades were subject to
rrovincial differentiation and in particular it was agreed
that mobile staff would remain on undifferentiated rates.

The Tomlin Royzal Commission of 1929/31 recommended that a
system of provincial differentiation should be maintained
but that, for administrative convenience, provincial and
intermediate rates should be fixed by reducing the London
salaries by a series of flat rate reductions. They also
recommended that the exemption from differentiation should
be continued for the mobile classes. They further
recommended that the’ intermediate classification should be
extended to six more large towns. The substance of these
recommendations was put into effect in 1935 with a totel of
11 large tovns in the intermediate category.

After the 1839-45 war the system of provincial differentiation
was extended to monthly paid staff generally, including

those classified as mobile, and in 1947 the system of
calculating rates outside London had become virtually uniform.
Thereafter, only one scale for each grade was produced - the
London scale. The pay for officers elsewhere was calculated
by a system of deductions for mmtermediate and provincial
officers, varying according to the London salar& band, as
shown in the attached table.

In 1951 the London area was extended to an area within a
12 mile radius from Charing Cross. The intermediate rate

was extended to all offices in an area beyond this 12 mile




radius but within 16 miles of Charing Cross and offices
within the boundaries of the following local authorities:-

Belfast ) Leeds

Birminghan Leicester

Bradford Liverpool

Bristol Manchester

Cerdiff Hewcastle-unon-Tyne
Coventry Nottinghem
Edinburgh Portsmouth

Glasgow . Sheffield

Hull toke

The rough criterion was a povulation of 250,000 or more.

The Friestley Royal Commission (1953/55) concluded that some

form of provincial differentiation was necessary in view of
the z2lmost universal practice outside the Civil Service.
Outeside comparison had revezled that a two-tier system of
differentiation based on a nationzl rate with a ILondon
allowance addition was the most common practice and it was
therefore recommended for the Civil Service. On 1 April 1956
higher raztes of differentiation which had been recommended

as an interim siep by the Priestley Royal Commission were
implemented and on 1, January 1955 the present two-tier system
of London Weighting was introduced, progress from the old
provincial rate to the intermediate (new national) being
achieved in stages over four years., The London pay area was
redefined on 1 January 1953 as a radius of 16 miles from :
Charing Cross plus the loczal authority areas of four
intersected tovms., Staff in the London area received a
London Vieighting equal to the previous differentiation beiween

London aand intermedizte rates.

2
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PROVINCIAL DIFFERENTIATION
Deductions from London Annual Salaries for Intermadiate and Provincial Offices: operative from 1947,

Iotermediate Offices Provindal Offces Intermediate Offices Provincial Offices

allowances)

1

Salary
-

Salary
5

London ralary
(exclusive of
allowances)

1

Dedn, Salary
- 3 3

Salery
5

L
-275

i
-270

£
-265

276-279
280-283 .-
2E4-287
288-291
252-295
296-299
300-303
30+-307
308-311

271-274
274-271
278-281
281-284
285-288
285-29]1
292-295
295-298
299-302

S| vommuudnaw | | W g

265-268
268-27]
271-2174
274-2717
277-280
280-283
283-286
286-289

£
751-754
755-7158
759-762
763-766
767-770
771-774
775-7178
779-782
783-786

5 £
15 136-739
16 739-742
16 743-746
17 746-749
17 750-753
18 753-756
18 757-760
19 760-763
: 764-167

i
720-723
723-726
726-729
729-732
732-735
735-738
738-741
T41-744
744-741

289-292

787-1,000

767-980

747-960

312450

302440

292430

451454
455458
459462
463466
467470
471474
475478
479482
4E3-A486

44
447
448451
451454
455458
458461
4624065
4654168
469472

430433
433436
436439
439442
442445
445448
448-45]
451454
454457

© 487-750

472-735

457-720

981-984
984-9R7
988-991
99]-994

960-963
963-956
Y64-969
98 972
97 5715
v75-978
9758-9E1
95i-954
9R4-9R7
9r? 990
9% 43
9934196
Yul-999
999-1,002

.

ondon salary
(cxclusive of
allowances)

Intermediate Offices

Provincial Offices

Salary
3

Salary
5

London zalary
(exclusive of
allowances)

Intermediate Offices

Provincia) Offices

Dedn, Salary
2 3

Salary
s

£
1.057-1,060
1,061-1,064
1,065-1,068
1,069-1,072
1.073-1,076

£
1,030-1,033
1,033-1,036
1,017-1,040
1,040-1,043
1,044-1,047

£
1,002-1,005
1,005-1,008

£
1,273-1,276

£ £
39 1,234-1,237

£
1,194-1,197

1,008-1,01]
1,011-1,014

1,277-1,500

40 1,237-1,460

1,197-1,420

1,014-1,017

1.077-1,200

1,047-1,170

1,017-1,140

1,201-1,204
1,205-1,208
1,209-1,212
1,213-1,216

1,245-1,248
1,245-1,252
1,253-1,256
1,257-1,260
1.261-1,264
1,265-1,268
1.269- 1272

1,171-1,174
1.174-1.177
1,178-1181
1,181-1,184
1,1€5-1,188
1,188-1,191
1,192-1,195
1,195-1,198
1,199-1,202
1,202-1,205
1,206-1,209
1.205-1,212
1,213-1,216
1.216-1.219
1.220-1,223
1223-1,226
1227-1,230
1230-1.233

1,140-1,143
1,143-1,146
1,146~1,149
1,145-1,152
1,152-1,153
1,155-1,158
1,158-1,161
1,161-1,164.
1,164-1,167
1,167-1,170
1,170-1,173
1,173-1,176
1,176-1,179
1,179-1,182
1,182-1,185
1,085-1,188

1,501-1,504
1,505-1,508
1,509-1,512
1,513-1,516
1,517-1,520
1,521-1,524
1,525-1,528
1,529-1,532
1,533-1,536
1,537-1,540
1,541-1,544
1,545-1,548
1,549-1.552
1,553-1,556
1,557-1,560
1,561-1.564
1,565-1,568
1,565-1.572
1,573-1,576

40 1,461-1,464
41 1,464-1.467
41 1,468-1,471
42 1,471-1,474
42 1,475-1,478
1,478-1,481
1,482-1,485
1,485-1.488
1,489-1,492
1,492-1,495
1,496-1,499
1,499-1,502
1,503-1,506
1,506-1.509
1,510-1,513
1,513-1,516
1,517-1,520
1,520-1.523
1,523-1,527

1,420-1,423
1,423-1,426
1,426-1,829
1,429-1,432
1,432-1,435
1,435-1,438
1,438-1,441
1,44]1-1,444
1,444-1,647
1,447-1,450
1,450-1,453
1,453-1,456
1,456-1,459
1,459-1,462
1,462-1,465
1,465-1 468
1,468-1,47]
1,471-1,474
1,474-1,477

- 1,188-1,191
1.191-1.194 °

1577-

1,527~

1,477-
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Non-industrial Civil Service by economic planning region: ll

staff in post 1 January 1981 (full-time eguivalent)

Thousands Percentace

South East 217.0 40.0
of which:

Inner London 86.3 15.9
Outer London 45.5 8.4

South West 50.4 9.3
West Midlands 28.6 B3
North West 54.3 10:0
Northern 35.6 6.6
Yorkshire & Humberside 30. 4 5.6
East Midlands 20.8 3.8
East Anglia 12.6 2.3
Wales - 30.1 5.6
Scotland 50.7 9.3
Northern Ireland 3.4 0.6

Elsewhere 8.7 1.6

(l)including Diplomatic Service
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Annex 3

Average clerical earninzs showing variations at regional and county level: 1980 New
Earnings Survey Data for "clerical and related" category (i)

Variation
from national
average

Average County variation
weekly from regional

Variation from
national average

earnings average (inc. london) (exc. london)

London £97.80 +£14.40 +£18.50

Resti of South East £81.90 - ¥ & 150 +£ 2.60

Bedfordshire £82.80 +£0.90 -£ 0.60 +£ 3.50
Berkshire £86.50 +£4.60 +£ 3.10 +£ 7.20
Buckinghamshire £79.20 -£2.70 £ 4.20 £ 0.10 °
Zzst Sussex £78.30 -£3,60 £ 5.10 -£ 1.00
Essex £82.70 +£0.80 £ 0.70 +£ 3.40
Hampshire £82.60 +£0.70 £ 0.80 +£ 3.30
Hertfordshire £84.70 +£2.80 +£ 1.30 +£ 5.40
Isle of Wight £74.50 ~£7.40 -£ 8.90 £ 4.80
Kent £78.10 -£3.80 -£ 5.30 -£ 1.20
Oxfordshire £78.10 -£3.80 -£ 5.30 ~£ 1.20
Surrey £84.00 +£2.10 +£ 0.60 +£ 4.70
West Sussex £81.40 —£0.50 2.00 +£ 2.10

East Anglia £77.90 - 5.50 1.40

Cambridge £77.60 -£0.30 5.80 1.70
Norfolk ; £77.90 £0.,00 550 1.40
Suffolk £78.50 +£0.60 4.90 0.80

South West ' £79.90 0.60

Avon £83.20
Cornwall £71.50
Devon £76.60
Dorset £76.50
Cloucestershire £88,30
Somerset £74.70
Wiltshire £78.50

west Midlands £79.40

West Midlands '
letropolitan County £79.80 +£0,40
hereford & Worcester £76.80 —£2.60 .
Salop £77.90 ~£1.50
taffordshire £79.00 —£0.40
Werwickshire £72.00 -£7.40

K
™

East Midlands £76.30 -

Derbyshire £74.70 ~£1.60
Leicestershire £76.20 ~£0.10
Lincolnshire £73.60 —£2.70
Northamptonshire £78.40 +£2.10
Nottinghamshire £77.40 +£1.10

hhhbhbh b bhbhbb
hbbhbh b hhhht

(1)

Northern Ireland is not covered b& the NES data and is therefore
excluded from Annexes 3 and 4. However, as Anmex 2 shows,

ﬁhere is a small number of non-industrial home civil servents
in Northern Ireland.
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Variation

ty variati . Jariati
Average County xar}atlon fY5m Pationsd la?z tion f
weekly from regional rational aver®®e

e (exc. london)

earnings average :
i € (inc. London)

‘orkshire % Bumberside £76.80 —£ 6.60 ~£ 2.50

South Yorkshire _

lietropolitan County £76.70 —£0.10 -£ 6.70 2.60
wWest Yorkshire

lietropolitan County £76.60 —£0.20 -£ 6.80 2.70
Humberside £74.90 —~£1.90 —£ 8.50 4.40
llorth Yorkshire £79.80 © +£3,00 -£ 3.60 0.50

orth West £79.90 - 3.50 0.60

Crezter lanchester £72.70 —£0.20 3.70 0.40
Metropolitan County 3

verseyside Metropolitan £80,70 +£0,80 2.70 1.40
County

Cheskire £80.80 +£0.90 2.50 1250
lzncashire £79.00 -£0.90 4.40 0.30

orth £78.70 - 4.70 0.60

Tyme & VWear Meiropolitan £80.40 +£1.70 -£ 3,00 110
County

Cleveland L7710 —£1.60 £ 6.30 2.20

Cambria £79.70 +£1.00 -£ 3,70. +£ 0.40

Durham £76.10 —£2.60 £ T7.30 . =£ 3,20

Northunberland £68.90 -£9.80 —£14.50 < =£10,40

2les £79.40 : = £ 4.00 +£ 0.10

Cluwyd-Hest £71.40 -£8.00 ~£12.00 £ 7.90
Clwyd-East £77.10 -£2.30 ‘£ 6.30 ~£ 2.20
Dyfed £76.70 -£2,70 -£ 6.70 £ 2.60
Cwent £78.20 ~£1.20 ~£ 5.20 -£ 1.10
Gwymnedd £82.40 +£3.00 -£ 1.00 +£ 3.10
Mid Glamorgan £75.60 ~£3.80 -£ 7.80 ~£ 3.70
Powys £74.50 —£4.90 -£ 8.90 -£ 4.80
South Glamorgan £83.80 +£4.40 +£ 0.40 +£ 4.50
#est Glazmorgan £80.70 +£1.30 -£ 2.70 +£ 1.40

otland £77.50 - —£ 5.90 -£ 1.80

Borders £68.20 ~£9.30 ~£15.20 ~£11.1

Central £72.70 -£4.80 ~£10.70 -£ 6.60
Dunfries & Gallowzy £68.70 -£8.80 ~£14.70 -£10.60
Pife £74.20 ~£3,30 - =£ 9,20 —£ 5.1

Grampian £81.50 +£4.00 -£ 1.90 +£ 2.20
Highland £74.70 ~£2.80 -£ 8.70 -£ 4.60
Lothian £80.90 +£3.40 ~£ 2.50 +£°1.60
trathclyde £78.00 +£0.50 -£ 5.40 -£ 1.30
Tayside £68.50 - -£9,00 —£14.90 -£10.80

Islands £78.90 +£1.40 ~£ 4.50 i £ 0.40

£79.30 '-s: 4.10

2
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Annex 4

Regional (and county) variations in Clerical Officer maximum resulting from

indexation to the earnings of the clerical and related category in

the 1900 NES

Standard Regions

London and South East
of which:
London
Rest of South East
East Anglia
South West
West Midlands

East Midlands

Yorkshire and Humberside

North West

Northern
Wales
Scotland
Great Britain

Notes: 1.

I

Index
(Total GB=100)

1.173

0.983
(0.893-1.037)

0.935
(0.931-0.941)
0.969

0.942
i (0. 863-—00947)

0.918
(0.883-0.940)
0.923
(0.898-0.957)

0.957
(0.947-0.969)

0.949
(0.826-0.964)

0& 960
(0.856-1.005)

0.936
(0.818-0.970)
1.000
(0.818-1.173)

II III

Regionally
indexed CO
maximum

(1.4.81 rate)

from c
maximum

+£ 40

+£673

£6229 EInner
OQuter

£5220 +£118
(£4742-5506)
£4965
(24944 -4997 )
£5145
(£4551-5623)
£5002
(£4583-5029)
£4875
(£4689-4991)
£4901
(£4768-5082)

~£137
+£ 43
—£100
—£227

—£201

£5082 -£ 20

(£5029-5145)
£5039
(£4386-5119)
25098
(£4545-5337)
£4970
(£4344-5151)
£53102
(£4344-£6229)

-+ 63
(£716,+

(—=£557, +
2132
( "5‘-?58: +

London and £5556 in Outer London

2.

National average rate

Variation
rent

(=360, +£404)
(€158, £105)
(-£551, +£521)
(~£519,£73)
(£413,+£111)

(-£334,-£20)

(£72,+£43)

£17)

- 4

£235)
£49)

The current maximum is £5102 cutside London, £6189 in Inner

based on current national maximum

(£5102), plus a notional element of £208 for London Weighting spread
over the whole of Great Britain

Figures in brackets denote the range of the county figures within

the region.
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ANNEY 4

ILLUSTRATION OF THE "REGIONAL INDEX"

1. This ennex illustrates the results of applying a "regional
index" to the 1.4.81 scale maximum for clerical officers. It is
based on data on "clerical and related earnings" (males aged 21
yeers and over and females aged 18 years and over) from the
Department of Employment's annual New Earnings Survey (NES) for
1980. This is not entirely setisfactory since the "clerical ang
related" category aggregates data on jobs which in the Civil Service
are carried out by separate and different grades. Moreover, the NES
"clerical and related" category includes civil servants, so there

is an element of circularity. However it is the best data available
at present znd the results should give a reasonable indication

of regional variztions.

O The "regional index" (column 1 of the table) is calculated

by dividing the gross weekly earnings of the "clerical and relategd"
category in each region and county by the nationzl average for this
category, weighted by the numbers of Civil Service clerical officers
in each county or region. It shows in index form the variations

from a single national rate which would result from pzying salaries
in line with the average in each region and county. The index
therefore reflects these relative earnings levels,Weighting the
national average by the geographical distribution of clerical officers
in the Civil Service would ensure that the total wage bill for this
grade would be unaffected, since the cost of fixing pay in accordance
with this index would then be the same as having a2 national rate with
an index value of one.

3e Column II shows the results of applying the "regional index" to
the current clerical officer meximum, .on the assumption that the :
amount of money available for distribution is the present pay bill
for clerical officers, including London Weighting. Regional rates
(and 21s0 county rates altholigh these are not shown in detail) have
beern calculated by multiplying by the index given in column 1 the
current clerical officer maximum enhanced by an element for London
Wieighting -equal to the average ccst of London Weighting spread
throughout the grade, Column III shows the extent to which these
local rates -exceed or fall shnort of current rates at the maximum-
£5102 outside London, £6189 in Inner London and £5556 in Outer
Iondon). The figures in brackets show the range of county rates -
within each region.  The relatively large range of rates within

each region reflects the considerable variation at county level

in the average earnings of the "clerical and related" category
observed in Annex 3.
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NOTE ON ISSUES ON LOCAL PAY (ﬁdk w/kaw mﬂdbwu_ o ”“9*“()

a. Should there be more varied geographical pay rates?

The idea is attractive in principle. Outside pay rates do vary

and the Civil Service (in common with other employers) is probably
paying too much in some areas and too little in others. In »ractice,
however, local pay is likely to be an expensive option for us partly
because of the large numbers of civil servants in London and the
South East generally and in urban centres elsewhere. Anmmex 3 of

the paper indicates (in its final column) the present range of
geographical variations in clerical earnings. The London rate is
23% above the national average (excluding London itself): 257% of
civil servants work there. Earnings are lowest in the East ilidlands
(4% velow the national average): only 3,3% of civil servants work
there.

Local pay would inevitably bring with it administrative complexities
for pay centres and personnel divisions and pressures (from manage-
ment as well as unions) to enlarge boundaries and improve differ-
entials. Presumably it is similar factors that lead other large
employers of non-manual staff to make only limited variations in
pay on grounds of localitvy.

In their evidence to Kegaw the EEF come down against localised pay
on practical grounds while recognising its attractions in principle.
The CBI ask for the possibility of making pay levels more responsive
to local labour markets to be considered and refer to the possibility
of returning to the old system of provincial differentiation
(abolished following Priestley). But they point to the risk of
vwage-drift" as a result of localised pay bargaining. In theory,
the higher the number of areas designated for additional payments
the lower the basic national rate would be. But in the Civil
Service the number of staff in high paying areas (especially London)
might well ead to an increase in total pay costs by comparison with
the present national rate approach.

b. If local pay were introduced what type of scheme should be
adopued?

The Government has already made it clear to the Inquiry that it wants
market factors, including the recruitment and retention position, to
play a significant part in any future system for determining Civil
Service pay. Any local pay scheme would need to take account of
these factors. There is therefore little to be said for any
mechanistic kind of "distribution index" (on the lines discussed in
paragraph 16(a) of the paper), which was an option put forward in

the context of the pay research system. The use of local market _
evidence to fix 2 large number of different pay rates (paragraph 16(Db))
would be the most sophisticated but also the most complex approach.
Simpler (and cruder) approaches such as geographical "pay bands"
(paragraph 16(b)) or large town allowances supplementary to a

national rate (paragraph 16(c)) might in practice be the most

feasible option for greater geographical variation. llost other

1
IIANAGEMENT: IN CONFIDENCE




IN CUNPILZICE

large employers of non-manual staff appear to settle a national
rate and make additional payments’in specified localities.

e have no guantitative estimate of the administrative cost of
operating provincial differentiation up to 1953. But it is
frequently mentioned as a concern in assessments at the time. A
full 1list of the geographical differentiation involved at the time
of the Priestley Report is attached. The main problems were the
complexity of the pay scales themselves (illustrated in Annex 1

to the vaper); the time consuiing arguments with departments over
the btoundaries and numbers of staff to be included in the different
"intermediate'" areas; the growing inability of the unions to curb
insistence by their members on tabling leap-frogging claims and
claims for boundary adjustments and the creation of "special high
cost" erees. At the time the Treasury concluded that the present
anproach represented an inexpensive way out of provincial differen-
tiation as it exisved and was likely to develop.

Bl Should 2 scheme aonply to all staff or "non-mobiles" only?

Our view (which we believe accords with outside practice) is that
any geographical variations would be more appropriate for staff who
were recruited locally and would expect to continue working locally;
and not for those who joined the Civil Service for a career and may
be reouired to move home if necessary to meet the needs of the job.
Outside &t middle and senior levels "national rates" generally apply
regardless of location apart from a London allowance.

a. London Veighting.

If pay variations based on local market pay evidence were introduced
nationally it would be anomalous to continue with the present two-
tier London Weighting allowances, based on differential living costs.

There is also the guestion whether, even if no other changes were
made, the level of London payments should be based on market pay
factors. One reason for moving to market pay in London would be
the recruitment and retention difficulties experienced there in the
past. The experience of Inland Revenue and Customs and Excise of
recruitment problems in London (at least until the current high
level of unemployment) is not unigque but has been shared by depart-
ments generally.

A change would, however, have significant repercussions in other
public services and beyond because of the wide use which is made in
the public sector of the present London Veighting approach. Past
essessments have suggested that a move towards "London pay market"
rates would add to London pay costs. \ife have inadequate data on
the present position but there is no reason to suppose that when
employment vicks up again the pictume will be different. There are
other measures which could be contemplated at less cost such as
advances of London ‘eighting for season tickeis (which other employers
practice widely). A separate possibility would be to increase the
number of zones in order to reduce the size of the "cliff edge"
between London rates and those elsewhere although at the cost of

2
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adding to the overall number of boundary problems. Unless liiegaw
is to be invited to consider the use of London ‘eighting in the
public services generally it might be preferable for the pajer to
be neutral on this, leaving the main issue for llegaw whether or

not local pay should be introduced in the Civil Service countrywide.

e. Decentralised bargaining.

The main options discussed in the paper envisage that pay bargaining
would continue to take place at national level under Treasury
control, Decentralisation of pay bargaining to local or regiornal
managers would be a much more far-reaching change.

If pay bargaining took place with the unions at local or regional
level there would be a risk that negotiations would develop into a
contest of prowess between trade unionists in different areas 1o
maximise their relative gains. But more importantly decentralised
bargaining would have implications going well beyond purely pay
matters to the whole framework of financial and mangerial control

at departmental and sub-departmental level. If financial control
was to remain effective a close degree of central monitoring would

be required and limits would have to be set on the range of discretion
for local management. In the absence of a sound basis for output
budgeting the cash limit system could not be refined sufficiently

to exert the necessary financial disciplines without a need for
supplementary controls over pay. While local managers could be
restrained by their cash allocation most local offices are producing
a service (eg payment of social security or collection of taxes) and
have no freedom to reduce the scale of their activities to match the
staff resources they can extract from their allocated pay bill. It
decentralisation was on the basis of management units this could lead
to different Civil Service pay rates for the same job in the same
locality which Ministers wyould find difficult to defend. But
neross—-departmental” bargaining at regional or local level would
present problems given the different departmental regional boundaries
and the departmentally-based structure of financial control.

There may, however, be particular areas (eg the Royal llint, the
Royal Ordnance Factories) engaged on commercial or quasi-commercial
operations where more decentralisation would work linked to an
overall budgetary control approach. But the scope is limited if
effective control is to be maintained over pay bill costs.as a
whole.

3
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APPENDIX VIII
(sec Chapter V1)

PROVINCIAL DIFFERENTIATION

Classification of arcas: operative from 1951.

LoNDON AREA
Ofices within a 12 mile radius of Charing Cross (King Charles Statuoe).

INTERMEDIATE AREAS
OfMices outside a 12 mile radius of (_:haring Cross out within a 16 mile radius
thereof, and also those situated within the boundaries of the following local

authoritios:—
Bolfast Area ... DBelfast

Birmingham Area ... ... Birmingham
Dudley
Oldbury
Smethwick
Tipton
West Bromwich

Bradford Area ... DBradford
Shipley

Bristol Area ... DBristol
FFilton

CardilT Area see: Cardifl
(municipal boundary only)

Coventry Area ... ... Coventry

Edinburgh Arca ... ... Edinburgh
Musselburgh

Glasgow Area ... Glasgow
Cambuslang
Catheart
Clydcbank
Eastwood
Rutherglen
(including the Royal Burgh)

Hull Area ... ... Kingston-upon-Hull

Leeas Area... s leedy
Leicester Arca ... Leicoster

Liverpool Area ... ... Liverpool
Birkenhead

Bootle
Crosby
Litherland
Willasey

Manchester Area ... = ... Manchester
Eccles
Prestwich
Salflord
Stockport
Suetiutd

Newcastlo-upon-Tyno Aron

Nottingham Area ...
Portsmouth Area ...

Shoffield Area
Stoke Area ...

PROVINCIAL AREAS
All ofTices elsewhere,

Nowcastie-upon-Tyne
Feuing

Gailcshead

Flehburn

Jarrow

South Shiclds
Tvnemouth

Wallsend

Nottingham
Beeston and Stapleford

Portsmouth
Gosport

Sheflield

Stoke
Newcastie-under-Lyme
(municipal houndary only)
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ROYAL COURTS OF JUSTICE
LONDON, WC2A 2LL

01-405 7641 Extn 0201

™

CHANCELLOR OF THE EXCHEQUER

MEGAW INQUIRY : PAY OF GOVERNMENT LAWYERS

I am sorry that you have not had an earlier reply to
your minute of 20 January.

I do remain strongly of the view that evidence should

go to the Inquiry about the pay of Government lawyers. In
this I find that I have the support of the Lord Advocate

who is much concerned about the position in Scotland. He
wishes to be associated with this evidence and I have agreed
to make it a joint paper. I appreciate your anxiety that
the Inquiry should not become concerned with the detailed
arrangements for the many different groups of staff in the
Civil Service. However, I think that there is the opposite
danger, that the Inquiry will not appreciate the great
variety of special cases which together constitute the
average. I see that the DOE evidence has something to say
about the recruitment of specialist staff and I believe it
;right that something should be said also about the 1,000 or
so lawyers who form an important part of the Whitehall (and
Edinburgh) team.

I am grateful to you for the detailed amendments that
you have suggested to my draft. I am happy to accept the
bulk of these but there are two points which I find difficulty
in accepting. I think it essential to ensure that we can
continue to recruit a number of the most able lawyers and I
have pointed to a feature of the present arrangements which
may make this difficult. I think that your version loses

/the
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ROYAL COURTS OF JUSTICE
LONDON, WC2A 2LL

¥

01-405 .7641 .Extn

* .

.the force of the point I wish fo make. On the attached
page my original version is at (a), yours at (B) and I

offer a compromise at (C). Your version of my second
paragraph makes me make a general point about specialists

and illustrate it by reference to the position of lawyers.. = .~
As my experience is limited to lawyers I really think that

this will not do. At (D) is yet another version which I

hope will satisfy you.

If you can agree these changes, the Lord Advocate
and I will submit this evidence to Megaw. You comment
that you doubt whether it needs to be published and given to
the unions. I do not feel qualified to comment on this

o

but I cannot see why it should be dealt with any differently
from other evidence submitted by Departments. (I must
confess that I do not know what the general arrangements

are.)

I am copying this minute to the Prime Minister and
the other members of her group on Megaw.

MA
/

5 February 1982
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A.

B.

C.

MEGAW COMMITTEE - SALARIES IN THE LEGAL CIVIL SERVICE
ALTERNATIVE VERSIONS OF PASSAGE FROM DRAFT EVIDENCE

LT

One consequence of this is that senior lawyers at AS level

and above have suffered such a compression in salary
differentials that their salaries bear no relation to their
increased responsibilities or with those which can be

earned outside. There are, furthermore, indications
of real dissatisfaction among younger and abler lawyers who
have reached a degree of seniority at a comparatively early
age and feel with, we think, considerable justification

“that the rewards both present and prospective are inadequate.

These factors can but have a detrimental effect on the
service in the long term, and we consider that a greater
degree of flexibility is needed to deal with the situation.

There is in present economic circumstances no great difficulty

in recruiting and retaining lawyers of a reasonable quality

‘suitable for many of the routine posts in the legal Civil

Service. There is, however, more difficulty in finding
those of the high quality needed, particularly for advisory
posts, to provide the senior legal advisers of the future.
-The compression of salary dlfferentlals generally in the
Civil Service has caused some dissatisfaction among younger
and abler lawyers who have reached a degree of seniority at
a comparatively early age and who feel that the available
rewards are more limited than those they might have received
outside the Service. It will be important to guard against
any detrimental effect on the Service in the long term.

The compression of salary differentials generally in the
Civil Service has had the consequence that the salaries of
senior lawyers take little account of their increased

/responsibilities




responsibilities and are iower than those which’ can be
earned outside. ‘There is in’present ecénomic circumstances
no great difficulty in recruiting and retaining lawyers of
" a reasonable quality suitable for many of the routine posts
in the legal Civil Service. There is, however, more
difficulty in finding those of the high quality needed,
particularly for advisory posts, to provide the senior legal
advisers of the future. We are conscious of dissatisfaction
among younger and abler lawyers who-have feabhé&'; degfééméff‘#-
seniority at a comparatively early age when they compare
their powition with that of their contemporaries outside the
Service. We see this as a warning sign and think it
important to guard against any long term detrimental effect

on the Service.

It is important that salaries and conditions of Service

should be such as to continue to attract and retain sufficient
able lawyers to provide the Government with the various legal
(services it requires. From our experience we are well aware
that lawyers of inadequate calibre can cause damage, both
political and financial, out of all proportion to the cost

of employing them. The Inquiry will not have time to

examine the position of every different group of staff in the
Service and to make detailed recommendations bn their pay
arrangements. Lawyers are only one group, though an
important one, of the specialists employed in the Service

but our experience is confined to that group and some comments
on the pay arrangements for lawyers may, perhaps, helpfully
illustrate some of the factors which need to be taken into
account in fixing Civil Service pay rates for specialist

groups.
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MEGAW INQUIRY: GOVERNMENT EVIDENCE ON
UPRATING

We must expect that the proposed evidence, sent to us
under cover of the letter of 3 February from the Chancellor's
office, will attract some media attention, both because news-

—

papers are clearly already attuned to the fact that our evidence

to the Inquiry is a good source of stories, and because - in

this case - there is an unequivocal statement of position.

———

The proposed evidence says that uprating '"would be quite

inappropriate as part of a new pay system'.

I am sure that this is right, although it will not be

welcoma&by the unions. The uprating process, under which the

evidence on comparable outside rates is adjusted to reflect

the movement in prices between the settlement dates of the
comparators and the settlement date of the Civil Servants,

can only make sense in the context of a system based on pure
comparability. Even then, it is open to a number of objections
in principle; and the evidence quite rightly concludes that
this kind of movement should only be one factor among others

influencing the outcome of each year's negotiations.

4 February 1982




MANAGEMENT IN CONFIDENCE

MR SCHOLAR

cc:—- Mr Hoskyns

THE MEGAW INQUIRY: MERIT PAY

Government evidence for the inquiry on merit pay is considerably
overdue., Discussions in the official group before Christmas produced
an anodyne and essentially neutral draft, which did not go far enough
to satisfy Treasury Ministers. The Chancellor's letter to Lady Young,
and the revised paper he enclosed, are an attempt to take matters

rather further.

We have always encouraged merit pay, and see the Megaw Inquiry
as the best vehicle for introducing it. And, as you know, almost all
the evidence from the main employing departments has commented
favourably on the benefits to management of being able to relate pay
and performance., But there are considerable difficulties, which
contributed to the decision Ministers took last year not to introduce
a trial scheme at Under-Secretary level., These difficulties include
keeping a scheme cost-free, which means that any increases for merit
must be off-set by reductions (or with-holding increments) for
unsatisfactory staff; and finding a set of criteria which will be
sufficiently consistent across departments. There seems to be no
way round linking merit pay to the present staff reporting system,
which is not only subject to considerable variation between departments,
but also tends towards over-marking, because staff reported on have a

right to know the overall assessment.

I think the Prime Minister will want to see these papers,
but you may feel it would be best to wait until comments have been
received from Lady Young and other Cabinet Ministers. I believe the
MPO looks favourably upon merit pay, but is more attracted to the idea
of bonuses. Other Ministers will probably be briefed by senior officials
to take a cautious line because of the doubts about whether the present
reporting system could sustain the extra responsibility that would be
placed upon it. I should be surprised if this paper can be agreed

without a meeting of Ministers.

3 February, 1982

MANAGEMENT IN CONFIDENCE




P, Yot MAMTHY

Treasury Chambers, Parliament Street, SWIP 3AG
0O1-233 3000

3 February 1982

Michael Scholar Esqg.
10 Downing Street
LONDON

SW1

!! ﬁ"‘ ;M
MEGAW INQUIRY: GOVERNMENT EVIDENCE ON UPRATING

I attach a paper on the uprating mechanism used in the

Civil Service pay research system, prepared in response

to a specific request from the Inquiry. The uprating
procedures attracted particular criticism when pay research
was in operation. The paper makes it clear that in the
Covernment's view such procedures would be quite inappropriate
as part of a new pay system for the Civil Service relying

on a much wider range of factors than pay comparisons alone.

If the Prime Minister and other colleagues have no objections,
the Chancellor would like to submit this paper to the Inquiry
next Monday, 8 February.

I am sending copies of this letter to the Private Secretaries
to the Chancellor of the Duchy of Lancaster, the Secretary

of State for Defence, the Secretary of State for Health and
Social Security, the Secretary of State for Employment, the
Attorney General, and the Lord Advocate. A copy also goes

to David Wright in the Cabinet Office.

Yoors

fet—~

P.S. JENKINS
Private Secretary




THE "UPRATING™ PROCEDURES IN CIVIL SERVICE PAY RESEARCH

Introduction

s The Committee has asked for a detailed description of the mechanism of
uprating used in the pay research system. As the Government's introductory
evidence pointed out this was an aspect of the pay research arrangements
which attracted particular criticism,

2, The Government has made clear that it believes that the pay of the
non-industrial Civil Service should in future be based on a much wider range
of factors, including not only pay comparisons but also the actual recruitment
and retention position in the Service and financial and macro-economic
considerations. It does not believe that comparison should play the
prescriptive role which it had under the pay research system. Even in the
context of the pay research system itself the uprating procedures were of
doubtful validity. In the Government's view, procedures of this kind would be
quite inappropriate as part of a new pay system for the Civil Service which
took account of a broader range of factors.

Background

3 To the extent that a pay system employs comparisons of pay levels
there is a problem in ensuring that these are up-to-date, particularly inm
periods when pay rates are changing rapidly. The more weight that is given to
comparisons, the more important this factor becomes. When the Priestley
Commission recommended '"fair comparisons' as the basis for determining Civil
Service pay they specifically recognised a need to take account of the fact
that changes in Civil Service rates based on their approach would follow on
from alterations of outside pay. Paragraph 177 of the Commission's report
said:

"Our general recommendation that the primary principle for determining
Civil Service pay should be fair comparison with current outside
rates, making allowances for differences in conditions of service,
leads us to recommend that since changes in Civil Service rates would
always follow changes in outside rates, this factor should be taken
into account in agreeing the date from which a Civil Service
settlement should operate."

4 . Under the pay research system there were two distinct ways in which
the analogue rates came to be regarded as being out-of-date:

a. In order to allow time for negotiations, the evidence collected
to compare pay levels had to be assembled some time before the actual
date of the Civil Service settlement. Some of the outside rates which
had been reported would be increased during the intervening period as
a result of fresh pay settlements, This may be called the 'latest
rates' factor,

b Some of the outside rates could have been fixed up to a year
earlier and would be due to be revised in the near future. For
example, most outside organisations which were used in the pay
research surveys for the 1979 and 1980 pay negotiations had their pay
settlement nine months or so before the date of that for the Civil
Service, This may be called the 'time lag' factor.




51 The uprating procedures introduced in 1975 dealt with both these
factors, Before then the 'latest rates' factor had been dealt with by means
of retrospection, ie backdating the increase to an earlier date than that on
which the negotiations were actually concluded. The 1967 Pay Agreement
limited the period of retrospection to six months. Retrospective settlements
made it possible to base the settlement on up-to-date information on the
rates which had actuzlly been in payment outside at the operative date of the
Civil Service settlement, But they also led to large lump-Sum payments to
civil servants once settlements were reached. The 1975 Pay Agreement ended
the use of retrospection. It required the Pay Research Unit to update its
reports until early February each year, so that the outside evidence was as
recent as possible while providing for a settlement date of 1 April. This did
not deal fully with the 'latest rates' factor because it left a gap of almost
two months between the date on which outside evidence was finalised and the
1 April Civil Service settlement date, and it was not relevant to the 'time
lag! factor. But the Agreement in addition laid down procedures described as
'uprating' which were designed to deal with both factors while avoiding the
retrospection which had been a feature of previous Civil Service pay
settlements.

6. These 'uprating' procedures involved making adjustments to the
evidence on outside rates to reflect the movement in prices (in part actual
and in part forecast) over the period between the operative dates of the
relevant outside settlements and the date of the Civil Service settlement.
The effect of uprating on Civil Service pay was complex, particularly in the
differing ways in which it could influence the size of the percentage
increases in Civil Service pay in successive settlements using uprating
procedures. A more detailed note is at Annex A,

The Govermnment's Views On Uprating

7. Uprating was introduced into the Civil Service pay system as a
corollary to setting pay rates on the basis of outside comparisons, The
assumption was that "fair comparisons" meant that, after allowing for
differences in other conditions of service, civil servants should receive the
same amount of pay over a period of time as did their analogues. In the
absence of any adjustment a system based solely on pay comparisons would have
brought the pay of civil servants into line with outside rates from a later
date. At a time of inflation this factor could have had a significant effect
in terms of comparative earnings. In addition, it was felt that, unless some
adjustment was made to take account of the lapse of time under a system based
solely on comparison, Civil Service pay rates could have been uncompetitive
if outside pay rates were changing quickly, causing problems of recruitment
and retention for management, at least in times of full employment.

8. These arguments may have had some relevance to a system of pay
determination which was based solely on external comparisons and did not pay
proper regard to the actual position of the (Civil Service in the labour
market as this was reflected in its recruitment and retention position., But
even within the logic of the pay research system (which the Government has
rejected) it 1is arguable whether this kind of attempt at fine tuning was
justified given the room for shortcomings in the basic data on pay comparisons,
Moreover, uprating involved adjustments based on actual and forecast price
movements rather than on pay movements (and the forecast price movements
involved could turn out to be inaccurate), The use of a price linkage was
unjustified in itself, carrying with it implications of protection against
inflation and thereby running the risk of perpetuating the inflationary
spiral,




9. The use of uprating at all within the pay research system inevitably
clouded the direct relationship to actual outside pay rates on which the
system was designed to rely. Even a process limited to direct pay comparison
should not anticipate future pay increases of other groups., The Standing
Commission on Pay Compariability under Professor Clegg rejected suggestions
that it should use some form of uprating, criticising such an approach as
inflationary on the grounds that "it might encourage other groups to follow a
similar mechanical procedure" and "a reference group might itself be used as
a comparator by other outside groups'".,*

10. Therefore the Government regards the whole principle underlying the
uprating procedures as well as the method by which it was applied as
unsatisfactory features of the pay research arrangements to which they were
conceptually 1linked., But procedures of this kind would be even more
inappropriate in a pay system which brings in a much wider range of factors
than pay comparisons,

L=, The Government has accepted that comparison has a part to play in new
Civil Service pay arrangements and recognises that evidence available to the
negotiating parties on current pay rates outside the Civil Service should be
up-to-date. However, in the Government's view, the extent to which any
account should be taken of trends in pay movements at the time of a Civil
Service pay settlement in interpreting information on outside pay should be
left as 2z matter for the negotiating parties to resolve between then on ad
hoc basis,

Phasing Of Pay Settlements

12 There is a related issue to which the Government drew attention in its
initial evidence. This is the extent to which under a new pay system the
level of any pay increases for the Civil Service could be kept in percentage
terms more in phase with those in the community generally. One of the
drawbacks of a system based simply on comparability and which is therefore
always "backward looking" is that it is more likely to generate increases
which are out of line with the current level of pay increase generally in the
economy. This is because the system will reflect the level of increases which
were taking place in the past. Under the pay research system civil servants
could receive a large '"catching up" pay increase to bring their pay into line
with rates outside at a time when the rate of pay increase outside was
falling. This would naturally give the impression that civil servants were
being treated more generously than other wage and salary earners and could
add to the pressure for larger increases in the economy as a whole, While the
uprating procedures may have mitigated this problem to some extent in periods
when price movements bore a reasonably close relation to pay movements they
could have accentuated it in other circumstances,

13. In any new pay system for the Civil Service it would be desirable in
principle to avoid disproportionate variations in the relationship of Civil
Service and generazl pay movements, However, there would appear to be no way
of ensuring this short of 1linking Civil Service pay increases directly to
some '"going rate" of pay increases generally. But that is itself an
unacceptable concept., There will always be a substantial variation in the
actual level of different pay settlements outside the Service and changes in
the management needs of the Service itself,

* Standing Committee on Pay Comparability: Report No 9: General Report:
Cmnd 7995 (August 1980): Paragraph 94,




14, In a new pay system for the Civil Service which no longer depends on
the mechanistic application of pay comparisons but takes account of a wider
range of labour market factors there may be more rather than less fluctuation
in the size of annual pay settlements as these respond to changes in the
recruitment and retention position. It would therefore appear to be false to
think that any systematic formula could (or should) be evolved to produce a
close relationship between the size of pay increases inside and outside the
Service, To attempt this would introduce a degree of artificial regulation of
the level of Civil Service settlements, This suggests that the relationship
of Civil Service pay settlements to those outside the Service at the time
should simply be a factor influencing the outcome of each year's negotiations
between the parties on an ad hoc basis,

HM TREASURY FEBRUARY 1982




The "Uprating"” Process

1 Under the "uprating" procedures, each outside pay rate in the pay
research evidence was increased by the percentage change in the Retail Price
Index (RPI) over the period between the operative date of the outside
settlement which produced that particular rate and the date of the (Civil
Service settlement. At the time the pay research evidence was processed
actual RPI figures would be available only up to mid-December. Therefore a
forecast was made of movement in the RPI between then and 1 April in
accordance with the formula for this incorporated in the Pay Agreements,

2 To illustrate this with a notional rate:-

Actual outside rate (from an organisation
with a 1 July settlement date) £11,000

Movement in RPI
July to mid-December

ii, ©Forecast increase mid-
December to 1 April

"Uprated" outside rate (ie adjusted
to notional 1 April rate) £12,000

3. In processing the pay research evidence all the outside rates were
uprated before being grouped into league tables (ranging from lowest to
highest) to identify the analogue which lay at the wmedian (or mid-point)
among the different rates. The amount of uprating included in each rate
naturally wvaried according to the settlement date of the outside analogue.
The process of uprating all the outside rates was obviously likely to affect
which rate actually had the median position in the league table. It certainly
meant that the median rate in a survey was higher than it would otherwise
have been (regardless of the amount of uprating the median rate itself
contained)., But the use of uprating in the way which has been described meant
that it was not possible to distinguish between adjustments to take account
of the absence of '"latest rates" on the one hand and "time lag'" on the other,
since each outsidé rate was adjusted in a similar way.

The Effect Of Uprating

4, Uprating affected actual Civil Service salary levels; the earnings of
a civil servant over a period of time compared with those of his outside
analogue during the same period; and the percentage increase involved in
Civil Service settlements, -

. In a pay system based directly on comparisons with outside pay rates
the effect of introducing uprating was to increase Civil Service salary
levels above those at which they would otherwise have been pitched. (The
initial "step up" in salary levels due to uprating would have been matched by
a "step down" in salary levels in the event of abandoning it while keeping
the rest of the system). While uprating was in operation its most marked
effect on salary levels occurred at times when prices were rising rapidly
because this produced a large uprating of the outside rates,




6. The effect of uprating on comparative earnings over a period of time
depended on a number of factors. If pay and prices were moving at the same
rate then uprating would have produced an equivalence in real earnings of the
civil servant and the median analogue over a pay year, With pay moving more
rapidly than prices (as had historically been the case) the civil servant
would have earned less in real terms in a pay year than his outside analogue.
Coversely if prices moved ahead more rapidly than pay then the civil servant
would have had higher earnings in his pay year than the analogue.

T The effect of uprating on the size of the percentage increase involved
in successive settlements was more complex. It depended on changes in the
rate of inflation and in the rate at which the pay of outside analogues
inereased and the relationship between these two factors. The use of a price
factor in the uprating procedures meant that in successive settlements with
uprating a higher percentage increase resulted when the rate of inflation was
increasing than would have been the case with a system which did not use
uprating. Similarly, a lower percentage increase than would otherwise have
been the case resulted when the rate of inflation was dropping. This meant
that in a period when prices and pay moved in a roughly similar way Civil
Service pay settlements with uprating would keep more in line with the
current rate of pay increases outside the Service, rather than the prevailing
rate of increase at the time of the actual settlements reflected in the pay
research evidence. But, if the rate of increases in prices and pay diverged,
then the use of a price factor in uprating would inevitably have produced
more erratic effects on the relationship between the percentage increases in
Civil Service pay settlements and settlements at the time outside the
Service. Since the uprating procedures were only applied in full to two pay
research settlements the evidence of their effects in practice is limited.

8. The 1979 settlement following the re-introduction of pay research was
the first in which the uprating procedures applied in full. This resulted in
an initial "step-up" in salary level. The payment of the increases under the
settlement was staged but the average percentage increase in a full year for
the Administration Group was 25 per cent. Without the initial "step-up"
resulting from the introduction of "uprating" the increase would have been
about 17 per cent, So the effect of uprating the rates in the pay research
evidence to take account of the lapse of time since the outside settlements
was to add about 8 per cent both to Civil Service pay rates and to the size
of the settlement.

L2 In 1980 the average percentage increase in Administration Group pay
was 18.75 per cent, The element in the new 1980 pay rates which derived from
uprating was about 13 per cent. In other words the effect of uprating the
rates reported in the pay research evidence was to produce pay rates 13 per
cent higher than they would otherwise have been. But because the 1979
settlement rates already contained an element due to uprating the effect of
uprating in 1980 on the percentage increase in pay between 1979 and 1980 was
only about 5 per cent. In other words, the uprating of the rates reported in
the 1979 pay research evidence resulted in a degree of anticipation of the
inereases recorded in the rates reported in the 1980 evidence.

10. If the pay research arrangements had remained in force for 1981 and
1982 the probably effect of uprating would have been to reduce by a little
the size of pay research settlements in those 2 years because of the effect
of falling inflation. But no accurate estimate can be made since the effect
would have depended on the level of rates actually reported in the pay
research surveys and the amount of time which had alapsed since the outside
settlements giving rise to them,




i 8 As will be seen, the effect of uprating on the level of pay settlements
was complex, But the simple point which emerges is that as a result of
uprating Civil Service salary levels were not only higher than they would
have been if they had simply been based on the available evidence on outside
rates at the time when this was collected by the Pay Research Unit; they were
also higher than they would have been if this evidence had simply been
updated to reflect the outside rates which were actually in payment at the
time of the settlement,







CONFIDENTIAL

o HL

Foreign and Commonwealth Office
London SW1

3 February 1982

CIVIL SERVICE 'SINGLE OUTSIDE ANALOGUE' GRADES

i
I have seen a copy of your letter of 25 January to Willie
Whitelaw.

I am writing, in Peter Carrington's absence, to say that
the FCO complex employs only a handful of staff in these grades

and that we would be content with the approach described in your
letter.

I am copying this letter to the Prime Minister, Cabinet
colleagues, the Attorney-General, the Lord Advocate and to
Sir Robert Armstrong.

The Rt Hon Sir Geoffrey Howe QC MP
Chancellor of the Exchequer

HM Treasury

Parliament Street

LONDON

SW1P 3AG

CONFIDENTIAL
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1 February 1982

MISC 66(82)4

The Prime Minister saw a copy of the
above paper over the weekend, and commented
against the second and third sentences of
paragraph 8 that the tax ttresholds (£8,500

a year and £200 a year) could be raised.
She has not, however, expressed any general
view about the desirability of the proposed
season ticket arrangement.

Peter Jenkins, Esq.,
H.M. Treasury.




DEPARTMENT OF EDUCATION AND SCIENCE

ELIZABETH HOUSE, YORK ROAD, LONDON SEl 7PH
TELEPHONE 01-928 9222
CONFIDENTIAL FROM THE SECRETARY OF STATE

The Rt Hon Sir Geoffrey Howe QC MP

Chancellor of the Excheguer

HM Treasury

Parliament Street

London SW1P 3AG 2. February 1982

Do Grifpey,

CIVIL SERVICE "SINGLE OUTSIDE ANALOGUE™ GRADES

I have seen a copy of your letter of 25)25nuary to the Home Secretary, and agree
that we should maintain the links between Civil Service SOA grades and their
outside comparators, and that the additional costs involved should be met within
existing Departmental cash limits,

Related problems may arise for Research Council and university and voluntary college
staff who are not civil servants. You may know that last Autumn I pressed and Leon
accepted the case for additional cash to be provided for the universities and the
Medical Research Council for clinical staff paid on the same rates as doctors in

the NHS, should the latter receive more than a 4% increase. I see from the

E(PSP) (B2) 1st Meeting minutes, Item 2, that this point may now arise again. There
are also other staff employed by the Medical Research Council paid on NHS rates

and agricultural workers and marine grade staff employed by the Agricultural
Research Council and Natural Environment Research Council respectively. The majority
of Research Council staff are of course paid on Civil Service rates. Most staff in
the voluntary colleges are paid on rates determined by the local authorities. I
record these now because they raise greater potential difficulty for my cash limits
and while I shall, of course, aim to keep within these we shall need to keep an eye
on the wider impact of particular pay settlements.

Copies of this letter go to the Prime Minister, members of the Cabinet, the Attorney
General, the Loxrd Advocate and Sir Robert Armstrong.
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CIVIL SERVICE "SINGLE OUTSIDE ANALOGUE'" GRADES

Thank you for your letter of 25 Jgaliary about the treatment
in this round of the pay of "single outside analogue" grades
in the civil service.

I agree that the links between the "single outside analogue"
grades and their outside comparators should be maintained in
this round, with the additional costs being met within existing
departmental cash limits.

I am copying this letter to the Prime Minister, members
of the Cazbinet, the Lord Advocate, the Attorney General and to
Sir Robert Armstrong.

A

ALLA

The Rt. Hon. Sir Geoffrey Howe, QC.







SECRET AND PERSONAL

PRIME MINISTER

Tactics and communications

(MISC 66(82)5)

In MISC 66(82)5 the chairman of the Office Group (MISC 67) sets out the
proposed tactics for the 1982 pay negotiations in the non-industrial civil
service, In paragraph 2 the paper stresses the objective that the Government
should be seen to have fulfilled its assurance that there would be "room for

genuine negotiations", To this end the following timetable is suggested:

an exploratory meeting on Thursday 4 February at which the

Official Side will listen while the unions argue their case;

a second meeting around the middle of February at which the

Government's offer would be tabled;

unless the unions break off discussions, a third meeting at which

some advance would be negotiated on the Government's initial offer;

arbitration beginning in late February/early March with a view to

an award around end-March/early April.

2, It is proposed that the meeting on 4 February should be held in a low key
at official level but that the statement at Annex A to MISC 66(82)5 should be
issued; no decisions are sought about the handling of the second meeting at this

stage.

3 In his minute of 1 February the Chancellor of the Exchequer has drawn
attention to the link between the announcement of any improved pay offer above
4 per cent to the nurses and other NHS groups and the handling of the civil
service pay negotiations, If the public expenditure issues can be resolved, the
proposal is that about half those employed in the NHS (some 600,000) should

receive increases of 6-6% per cent while the remainder should get no less than

SECRET AND PERSONAL
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4 per cent, The Secretary of State for Social Services wants to be in a position

to make this offer as soon as possible.

MAIN ISSUES

4, The most immediate issue concerns the handling of the meeting on

4 February. There appears to be no difficulty about the proposal that this
should be a low key exploratory meeting at official level, The Government would

not be ready to deploy an initial offer on Thursday, and there is a clear need

for the Government to make some move, The statement at Annex A is designed
e

to lessen the risk that the unions will make all the running in publicity
——
after the meeting, and to get across both publicly and to the staff some key
points - that the assurances about genuine negotiation and access to arbitration
——— e

still stand, that the union claim is unrealistically high; and that the

e T b
Government will soon be making an offer which takes account both of its duty
to the public and its managerial obligations, and reflects the recruitment and

retention position.

D The crucial stage is however the second meeting. If this meeting is to

succeed the Govermment's offer has to appear both eredible and reasonable, so
— —

that the unions do not have the excuse of claiming that the Government is not

entering into genuine negotiations. In part this depends on the decisions

which Ministers take about the nature of the offer, The perception of that

offer will however be strongly influenced by expectations about the general

—— = —
level of public service pay. The timing of the announcement of the NHS pay

———y

—

offer is therefore a major tactical issue.

6. The Government's present position on public servie pay generally was set out

in the announcement about public expenditure cash factors on 15 September 1981:

—

"The pay factor does not imply that all public service pay increases will or
should be 4 per cent., Some may be less, and some may be more. There is no
automatic-;;;itlement to any particular pay increase: each must be justified
on its merits. The pay factor is a broad measure of what the Government
thinks reasonable and can be afforded as a general allowance for increases
in pay, at this stage of fixing the programme from which the public
service wage bill has to be met."

2
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7 Although that statement was drafted so as not to rule out the possibility

of a higher offer for some NHS staff, as well as a possible civil service

arbitration award in excess of 4 per cent, the kind of offer now envisaged for

the NHS may well seem a substantial relaxation of the Government's stance. There
=

are three main options:

to announce the NHS offer before the civil service offer;
e —

to announce both offers simultaneously (which E(PSP) seemed to

e
favour);

iii, to delay the NHS offer until after the civil service offer,

8. If either option i, or ii, is chosen there seems to be considerable

danger that the civil service unions would reject the Government's initial
—

offer out of hand. This argues for opti%n 121: and for delaying the NHS offer
ime
until the civil service unions have had/to react to the civil service offer on

—y

its merits.. There are however two considerations which argue in a contrary
dfrection: first that the Government's later disclosure of the NHS offer could

seem like sharp practice, and secondly that delaying the NHS offer could make
the nurses more difficult to handle and could lead to an even higher NHS

gsettlement in the long run,

HANDLING

9. Unless you wish to give the chairman of the O0fficial Group an opportunity

to introduce his paper, you will wish to invite comments first from the

Chancellor of the Exchequer, and then from the Secretary of State for Social

Services on the relationship with the NHS pay offer. The Chancellor of the

Duchy of Lancaster may wish to comment on the implications for civil servants'

morale and efficiency.

CONCLUSTIONS

10. You will wish to reach conclusions on the following:

SECRET AND PERSONAL
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the broad tactical plan set out in MISC 66(82)5;

the detailed proposals for handling the meeting on
4 February and in particular the draft statement at Annex A

in MISC 66(82)5;

the timing of the NHS offer in relation to the timing

of the initial offer to the non-industrial civil service,

ROBERT ARMSTRONG

SECRET AND PERSONAL
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PRIME MINISTER

The Government's offer

(MISC 66(82)6)

BACKGROUND

At your meeting on 7 January about civil service pay it was agreed that officials
should start work on designing an offer that would appear as fair and reasonable
as possible to an arbitrator. The offer should not be an across the board
percentage increase but a series of revised payf;:;Tes which reflected the supply
and demand for different kinds of labour. Officials should investigate how far
it would be possible to reflect in these revised scales different pay levels in
different geographical regions, as well as the scope for granting small or nil

increases where there were large numbers of applicants for posts.

2. On 25 January the Chancellor of the Exchequer minuted you reporting the
conclusions of the first meeting of the Ministerial Group on Civil Service Pay

Negotiations (MISC 66)., He explained that it had not proved practicable to

introduce geographical variations, although sometﬁ;zgjiight be done about
London Weighting, EEEE;TEE the offer was to be set aside to provide extra awards
in-EE;;;Tn areas, eg data processing, and there was to be separate provision,
outsfﬁz—;;e main pay negotiations, for dealing with small groups of specialist
staff, such as nuclear inspectors, where recruitment and retention problems were
acute, The minmthe proposed offer was however a difference in

treatment between those staff who were on fixed point scales or at the top of

incremental scales, and those staff who still received annual increments - about

half the non-industrial civil service. The offer to this latter group would

be either nothing or perhaps 1 per cent, if there was a general "under-pinning"
——— e —— e e W -

——

offer; the offer to the former category would be either 4} per cent ofTE% per
q

-
cent depending on whether there was a general "under-pinning" offer. The

Chancellor acknowledged the bitterness which this approach might provoke and the

issues 0f principle which might arise over the Government's view of increments.

He said that officials had been asked to do further work.

SECRET AND PERSONAL
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3. The paper by the chairman of the Official Group (MISC 66(82)6) is the

product of this further work. Apart from some more detailed issues which are

‘covered in paragraphs 11-15 of the paper, Ministers are invited to consider

the following options:

Option A Nothing at the bottom of scales, 1 per cent for those

receiving increments, and 5% per cent for those with at least one year's
——

service at the top of the scale and those on fixed points.

(This is broadly the proposal set out in the Chancellor's minute of

25 January, )

Option B As Option A except that those receiving the top two increments
on existing scales receive 21 per cent rather than 1 per cent, and those
with one year's service at the top of the scale or on fixed points get

L} per cent rather than 5% per cent,

Option C Full tapering from nil at the bottom to 4.3 per cent at the
top.

There are also two variants of Options B and C, described as B+ and C+, under which
those at the top get 5% per cent, as they would under Option A, It is thought
that all the options could be accommodated within a 4 per cent cash limit,

except for Option C+.

MAIN ISSUES

L, The various options will need to be tested against the principles on which

Ministers have so far been agreed:

a. that the initial offer should be contained within the 4 per cent cash

SR

limit but there should be room for genuine negotiation;

that the offer should be designed # seemas fair and reasonable as possible

to an arbitrator;

that the offer should reflect the Government's concern with

recruitment and retention factors.
___-—#'
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5. The meeting will first need to confirm that it accepts the judgement that

it would not be practicable in this pay round to design a complex offer

reflecting geographical variations and the detailed recruitment and retention

position for each grade of staff, and that the proposals for particular groups
(eg data processing staff and "shortage grades") are all that would be feasible

this year, If this is accepted, the main choice is between a flat rate offer

and some offer which discriminates on a "broad brush" basis, such as Options

A, B and C and their variants.

6. Judged against the principles set out in para 4 above, Option A has some

serious disadvantages. It would seem difficult to persuade an arbitrator that

there are sound managerial reasons for pay ing more to all those who happen to

be at the top of their scales or on fixed point salaries than those who happen
-—r —
to be receiving increments. (An example of the difficulty is the fact that all

—
Government cleaners happen to be on flat rates rather than incremental scales,

-~
and it would be hard to explain why they should get much more generous treatment.)

There is also the danger/&g?gngh%ill see this option as an attack on the

concept of incremental sciies and will walk out of the negotiations.
-

i Options B and C are considerably easier to justify in terms of the basic

principles. In either of these two options there is no arbitrary discrimination

against all those who happen to be receiving increments, and it is easier to

deploy the argument that the Government, for sound managerial reasons, is

seeking to reward experience proportionately at all levels, Of these two options,

Option C would be easier to justify to the arbitrator, simply on the grounds that
the tapering is more gradual; the cost of full tapering is to reduce the increase

of those at the top from 4,5 per cent to 4.3 per cent but this is only marginal,

8. In considering the two variants of Options B and C, Options B+ and C+,
Ministers will need to consider how much weighg-;;-E;;; to the advantage of
offering 53 per cent at the top of the scale. Presentationally it may make

the offeg-;; a whole seem more generous, and there may also be sound managerial
reasons for giving particularly generous tretment to those who have reached the
top of their scales at a time when promotion prospects are likely to be
unusually poor. Against this it should be noted that Option C+ cannot be

accommodated within the 4 per cent cash limit. Ministers may feel that if

SECRET AND PERSONAL
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either of the "+" options are to be adopted, the extra sum available should be

deployed at the second stage of the negotiations rather than in the initial

offer, It may also be possible to design some variant of C+ which combines
both the concept of continuous tapering and a more generous offer at the top

but can still be contained within the cash limit.

9. Ministers may wish to compare this basic approach of options providing some
"broad brush" variation with two other possible approaches — a flat rate offer,

and an offer with alternatives for discussion,

10, The main objections to a flat rate offer are that it would appear to pay

insufficient regard to recruitment and retention considerations and would also

give the Government a less satisfactory basis on which to argue before the

arbitrator, since more attention would inevitably be paid to issues of

—— T,

comparability and the general level of pay settlements. Against this, a flat
rate offer would have the benefit of simplicity, would lessen the dangers of a
complex arbitration award (which could cause problems if Parliamentary override

had to be invoked) and might provide a more straightforward basis on which to

recast the civil service pay system following Megaw.

11. The main advantage of an offer containing alternatives is that it would

provide room for more genuine negotiation with the unions at a time when there

isg little leeway over the overall value of the offer, The main disadvantage is

that it may seem to weaken the position of Government as management. It would

be more difficult for the Government to argue on managerial grounds for a
particular option before the arbitrator if it had previously given the
impression that it was prepared to drop the same option in deference to union
preferences. This objection would be stronger if the alternatives were very
different - for example the choice between a flat rate offer and Option A; it
would be less strong if the choice was more at the margin, for example between

Options B and C.

Skilled, experiencal and shortage grades

12, Ministers are asked to consider whether they approve the proposals in

paragraph 11 under which:

SECRET AND PERSONAL
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£5 million is set aside as a kitty for shortage grades such as

f n — - - =" S
nuclear inspectors;

£1.2 million is provided to increase allowances for automatic data

processing (ADP) staff;
- —

£0,75 million is provided to permit a 5 per cent increase in typing,

proficiency, data processing and similar allowances.

Other conditions of service

13, Ministers are not asked to take any decisions at this meeting about the

other improvements in conditions of service as discussed in paragraph 12,

Other matters

14, Of the issues discussed in paragraphs 13-15 the only matter on which a

decision is sought is that cleaners, like other grades on flat rates of pay,
———

should receive the same increase as that awarded to those on the top of their

incremental scales under whatever option Ministers finally approve.

HANDLING

15. You will no doubt wish to give the chairman of the Official Group the

opportunity to introduce MISC 66(82)6. You will then wish to invite comments

in particular from the Chancellor of the Exchequer, the Chancellor of the Duchy

of Lancaster and the Secretary of State for Employment.

CONCLUSIONS

16. You will wish to reach conclusions on the matters listed in paragraphs
18(a)-(f) in MISC 66(82)6.

ROBERT ARMSTRONG

SECRET AND PERSONAL
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CIVIL SERVICE PAY

cec: Mr., Hoskyns

The meeting of MISC_EE_?n quggay morning, which you
nave decided to Chair, will concentrate on two papers: one on
the SEEBE of the offer, and one on tactics and communications.
There will be a subsequent meeting of the group under the
Chancellor's Chairmanship to consider less important issues,
such as London Weighting. Because we thought that you would want
to consider the papers over the weekend, Peter le Cheminant,who
has been Chairing the official group, will be circulating two papers
later this evening before the Chancellor has seen them; and although
I have of course been involved in their preparation, I have not yet
seen the final versions myself. Nonetheless the main issues for your

m
meeting on Tuesday are I think clear,

There are two fundamental decisions about the shape of the
offer:

G LY Whether to stick with the decision you and your

colleagues took earlier to make a disaggregated offer

of different amounts to differenf_groups, or whether
to reconsider the possibility of a flat rate increase.
There are undoubtedly difficulties about the
disaggregated offer, which is bound to mean that
large numbers of civil servants will get little or
nothing. But I am sure it is right to go down this
road, both because it is what is indicated by our

——————

general approach to pay, whereby we take account of

the need to recruit, retain and motivate, and because
it is much easier to find good management grounds for
defending it before the arbitrator than if we pick

a flat rate figure out of the air.

Whether to formulate the disaggregated offer around

- y e e 4 ”
the incremental system. As I said in my earlier note,

I am concerned that the Treasury's original proposal,

under which there would be an extra increment at the
top of each scale but nothing else, would look too
much like a move towards the abolition of the

incremental system at the very time that the Megaw

=~ DCT Inquiry was
SECRET, s
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Inquiry was supposed to be considering its merits.

I have therefore gently encouraged the official group
to think about ways of formulating the offer in such

a way that does not rest entirely on that basis, and

e —

the papers will show a number of possible approaches.

The most promising of these, in my view, is to

provide not only for an extra increment at the top of

each scale, but also for someé increase in pay at the

—

uﬁper end of existing incremental scales. That

would be readily defensible to the arbitrator on the

grounds that it is not just at the top of each scale
—

that we face particular difficulties in retention as
a result of the worsened promotion prospects.

Such a refinement, combined with the other elements
already suggested for the package and reasonably

clear presentation ought to enable us to avoid the

—

charge of striking a blow on increments.

——

There are some quite important tactical points which ought

also to be decided at your meeting. Briefly:

(1)

Should we hold back part of the package for a second

round of negotiations? On balance I think this would

be right, to keep théjnegotiating process going,
—

(because we are committed to genuine negotiations),
and the best thing to keep back would be the 1 per cent
across the board increase. I very much doubt if a
package containing a zero across the board increase

is in fact more provocative than one containing

1 per cent.

——— e —

Should the opening stages of the negotiations, up to

and including the point at which the offer is made,

be led by officials rather than Ministers? I think
o e —

they should, because we want to keep the temperature

as low as possible, and to provide the unions with

the escape valve of demanding to see Ministers if

necessary.

Should we contemplate presenting the unions with

alternative proposals? I think not, because I do not

see how we could subsequently say to the arbitrator
that our position was determined by the genuine
management require@entgézijfu 3
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Finally, it is essential that, given the extended strike

last year and

be making, to

the generally unpalatable nature of the offer we will

create the best possible back-drop to the nego%iations‘

]

obviously, anything the Chancellor can do in the Budget will help.

But points you may wish to cover at your meeting include:

(i)

| kuwfﬂ)n4“'m“yj““ {
W Y 20 Yo
(e deans i (1 made,

M)

J.V.

The timing of any offer to the NHS groups. The
o SE— i ey
Chaqggllor will be minuting you separately about this,
probghly on Monday. The Ministerial Committee on
Pay, which he Chairs, has agreed that Mr. Fowler
TR ———

may offer more than 4 per cent to some NHS groups,

including the nurses. Clearly, we ought to try and

get our offer to the civil servants on the table first,

and to keep any drift above 4 per cent in the NHS to

an absolute minimum.
e e e

The effect of the Government's decisions on the

follow up to the Scott report. Officials are

working, as directed by Cabinet, on action to increase
Ty

contributions. An announcement at the appropriate

time that Ministers have decided not to restrict

benefits, and to recognise that the civil servants

already pay more than other public service groups

for their pensions, could be of considerable help.

Manpower issues. We must try and avoid any
e a——

announcements, such as on the introduction of new

technology, which might have the effect of providing

the unions with a new grievance about civil service

- —

manpower,
f

29 January 1982




MANAGEMENT IN CONFIDENCE

DOE Evidence to the Inguiry into Civil

Service Pay

Thank yvou for your letter of 27 January.

is entirely

D.A. Edmonds, Esq.,
Department of the Environment.
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MINISTRY OF DEFENCE WHITEHALL LONDON SW1A 2HB

TELEPHONE 0©1-218 9000

DIRECT DIALLING 0Ol-218 211 1/5

MO 20/17/6 28th January 1982
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CIVIL SERVICE "SINGLE OUTSIDE ANAT.OGUE" GRADES

Thank you for your letter of 25th January 1982.

I am content with the approach set out in your letter.
MCD is, of course, the largest cmploying department of people
in the "Single Outside Analogue" (SOA) grades. The link is
particularly important in the current yeai's pay settlements
in respect of the Royal Fleet Auxiliary Officers (who are a
special case) and seamen, Fire Service Officers and industrial
Firemen. The settlements ror RFA officers and for firemen are
some three months overdue.

I am sending a copy of this letter to the recipients of

%

\an

go—

VOours.

4

'\

John Nott

The Rt Hon Sir Geoffrey Howe QC MP

CONFIDENTIAL
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MINISTRY OF AGRICULTURE, FISHERIES AND FOOD
WHITEHALL PLACE, LONDON SWIA 2HH i
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From the Minister

The Rt Hon Sir Geoffrey Howe QC MP

Chancellor of the Exchequer

HM Treasury

Parliament Street

London SW1P 3AG 2 € January 1982
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CIVIL SERVICE "SINGLE OUTSIDE ANALOGUE" GRADES

You will have gathered from my letter of 13 January to you about
the pay of farm workers employed by my department that I endorse
the general proposals for "single outside analogue" grades in
your letter of 25 January to Willie Whitelaw. As you say, it
would be difficult to argue that, for example, nurses, policemen
and agricultural workers in the Civil Service should be paid on
a different basis than those outside. There is also the point
that to do otherwise than you propose would suggest that we have
a pay policy from which those responsible - in some cases under

statute - for settling the pay of certain groups have dissented.
I am copying this letter to the Prime Minister, other members of

the Cabinet, the Attorney General, the lord Advocate and to
Sir Robert Armstrong.

PETER WAILKER







Ref: A07266
CONFIDENTIAL

MR, WHITMORE

Leaks: Arbitration Arrangements in the Public Sector

Public Sector Arbitration was the subject of draft papers issued by
the Department of Employment during mid-November, and of a later
E Committee paper, direct quotations from which appeared in an article in
The Guardian on 12th December and were referred to in the New Statesroan
and the Financial Times.

Z. The Department of Employment have carried out an informal investiga-
tion confined to their own Department. It seems likely that the contents of
documents were leaked to Dave Hall of the New Statesrnzn, a freelance
journalist who until a year or so ago worked for the Society of Civil Servants
and still maintains the contacts he formed then. In view of the fairly wide
distribution of both the draft and committe papers around Whitehall, however,
the Department have concluded that a full-scale inquiry would be unlikely to
yield information of value or lead to the discovery of the culprit. Sir Robert
Armstrong has agreed that, deplorable though the leak was, nothing is likely
to be gained by further investigation,

3. The informal inquiry has recommended that action should be directed
at preventing a recurrence, by keeping distribution to & minimum and reminding
staff in the Department of Employment of their security responsibilities and the
terms of the Official Secrets Act.

D 3. WRIGHT

CONFIDENTIAL




MANAGEMENT IN CONFIDENCE

2 MARSHAM STREET
LONDON SWI1P 3EB

My ref:

Your ref:

;}}january 1982

DOE EVIDENCE TO THE INQUIRY INTO CIVIL
SERVICE PAY

Thank you for your letter of ;é-January. We
entirely take the Prime Minister's point about
paragraph 5 and suggest that we omit the first
half of it.

However, the second half of paragraph 5 makes

a rather different point. We should prefer to
retain this and paragraeph 5 would then appear

as in the attached version. I would be grateful
for your clearance.

I am sending copies of this to Peter Jenkins
(Treasury), Jim Buckley (Chancellor of the
Duchy of Lancaster's office), David Omand
(Defence), David Clark (DHSS), Barnaby Shaw
(Employment), Jim Nursaw (Law Officers' Depart-
ment ), Christine Duncan (Lord Advocate's Depart-
ment), and to David Wright (Cabinet Office).

D A EDMONDS
Private Secretary

Michael Scholar Esq - No 10




5. Starting Pay From time to time, the market in a particular

area becomes competitive and the Department finds itself unable

to recruit staff for a period. The facility to adjust starting

pay away from the normal point of entry into a salary scale when
market circumstances demand would provide a valuable measure of
management flexibility; this would have to work in both directions =~

both where the Department's current pay rates seemed to be
uncompetitive and where it seemed to be paying more than was needed
to attract sufficient staff of the right quality.
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1982 Pay Offer to the Non-industrial Civil Service

I have seen the Chancellor of the Exchequer's minute to you of
25th January reporting the conclusions of his Ministerial Group, MISC 66, on the
1982 pay offer to the non~industrial Civil Service.
2. The Chancellor explains that the main feature of the proposed offer is a

difference in treatment between those staff who are on fixed point scales or at the

—— T P
top of incremental scales, and those staff who still receive annual increments -

about half the non~industrial Civil Service. The offer to the former group will

be perhaps 43 per cent, but the offer to tge rest will be either nothing or perhaps
. T
1 per cent.
3. At your meeting on 7th January you stressed the need to devise an offer

which would appear fair and reasonable at arbitration, You will wish to con~

sider whether this proposal meets that requirement, I am not convinced that it
e e
does. The original intention at the meeting on 7th January was to devise a

varied offer based primarily on recruitment and retention considerations with the
increases for particular groups reflecting managerial needs. In the event it has
not proved practicable to introduce geographical variations, although something

S— e e 3
may be done about London Weighting. Part of the offer is to be set aside to

provide extra rewards in certain areas e.g. data processing, and there is to be

ey
separate provision, outside the main pay negotiations, for dealing with small
e ]
groups of specialist staff, such as nuclear inspectors, where recruitment and
et
retention problems are acute. These appear to be useful variations, but they are
S

very limited in scope. Officials have concluded that it would not be practicable,

and would create problems for the arbitration, to have a much more fragmented

offer, - e

4, We are therefore left with an offer whose main characteristics will be

seen as penalising those receiving annual increments, This discrimination

could not be justified on managerial grounds, We cannot for example argue that

—

oy [




we have a greater need to retain the services of those who happen to be on fixed
point salaries or at the top of their scales rather than those who happen to be
working their way up the scales. The only argument available is that those who

are working their way up incremental scales will in any case have their pay

increased by (on average) 45 per cent when they get their annual increments, and
that, since there is very little money to go round, those who are due to receive

increments should go without any further increase (or make do with a very small

= = . N —

increase) in the interests of giving a more generous increase to those who do not
benefit from annual increments, The unions and the staff are likely to argue that
discrimination on this basis is irrational and unfair. They will argue that,

where a grade is paid on an incremental scale as opposed to a fixed salary, the

annual increments are seen as part of the basic salary structure; the appropriate
salary for the grade is the salary scale as a whole, progression up which is
supposed to reflect increased experience and therefore greater value in the grade,
and the increments should not be brought into account in the annual process of
salary adjustment. The unions, knowing that the Government has asked the
Megaw Inquiry to consider merit pay increases as analternative to fixed incre-
ments, may indeed see this part of the offer as a deliberate device for killing off
increments through the back door. Following the suspension of the Pay Agree-
ment last year it may look like another stage in the destruction of the traditional
Civil Service pay arrangements,

5. With a view to reducing the riskp{)recipitating a major row at this early
stage in the pay negotiations, with all that that would imply for the arbitration and
possible Parliamentary override which lie ahead, it is perhaps worth considering
whether we should combine this offer with an alternative - or more than one

P —

alternative - for discussion with the unions. I see that this idea appealed to some

of the Ministers at the MISC 66 meeting on 21st January. Since one of our con-
cerns this year is to fulfil the assurance that there will be genuine negotiations,
and since there is little room for manoeuvre over the size of the offer prior to
arbitration, there would be tactical advantage in putting forward two or more

alternative schemes for distributing the sum available, as a basis for discussions

ano PERSONAL

e N




with the unions about the shape and distribution of the offer; and in that way the
Government would be less likely to seem to be making such a frontal attack on

increments. One possible alternative could be a flat-rate offer of, say, 23 per

cent with variations for the groups of staff (data processors, nuclear inspectors,
etc. ) where there were special recruitment and retention problems; other
alternatives could be added.
6. The shaping of the Government's initial offer is potentially the most
critical stage in this year's Civil Service pay negotiations. The proposal con=
N ——y
tained in the Chancellor's minute of 25th January needs to be more fully thought

—
through and weighed against other possible options before it goes ahead. You

might like to call another meeting of MISC 66, with yourself in the chair; or else
have a smaller meeting with the CRancellor of the Exchequer, the Chancellor of

the Duchy of Lancaster and the Secretary of State for Employment,

ROBERT ARMSTRONG

26th January, 1982
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10 DOWNING STREET

From the Private Secretary 26 January 1982

Civil Service '"Single Outside Analogue' Grades

The Prime Minister has seen a copy of the Chancellor's
letter to the Home Secretary dated 25 January. The
Prime Minister agrees with the Chancellor's proposal to
maintain the links between the Civil Service "single
outside analogue" grades, both industrial and non-industrial,
and their outside comparators; she agrees, too, that the
additional cost involved should be met within existing
departmental limits.

I am copying this letter to the Private Secretaries
to members of the Cabinet, the Attorney General, the
Lord Advocate and to Sir Robert Armstrong.

John Kerr Esq
HM Treasury
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The Rt. Hon. Wi
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CIVIL SERVICE

L

"SINGLE OUTSIDE ANALOGUE"™ GRADES

We need to decide how we intend to at in this round the pay
of "single ouiside anelogue” (SDA] des in the Civil Service.
There are sbout 20,000 civil servants in these grades whose pay
has in the past been directly linked to specific outside pay
rates. The most importzant groups are the police, nurses,
teachers, firemen, sgricultural workers, printers and marine
grades.

.
eI
cTra
gra

Given that we have set aside the notion of pay comparisons for
pay

the Civil Service generally,

it could be argued that we should

break the pay links
bslance of argument
direction. In some
even where they are
the pay of, say,

of the SOAs in this pay round. But the
seems to me tec point in the opposite

ceses the pay links are legally binding;
not, it would be difficult to argue that

nurses and poclicemen employed in the Civil

Service should be set on & different basis from those employed
by the Government in the NHS, or sanctioned by Government for
policemen generally. Moreover, the industrial trouble thet
might arise if we were to interfere with these psy links, and
the resulting damage, would be quite disproportionate to the
costs involved. Thie r's pay negotiations for the Civil
Service 2s & whole ere likely tc be difficult enough without
this sdded complication.

1
2
k

I have spoken to those colleagues who are the msjor emplioyers

of civil servents, and they fevour following passt praciice in
this g eftlement. I therefore propose that we shoulc,

as we did last year, meintein the links between the Civil Service
OA g¢rades, both industriel and non industrial, and their

outside comparators and thet the edditionsl costs involved

should be met within existing departmental cash limits.

b~

[

T
S

B

should be grateful to know whether you and our other colleagues
would be content with this spproech.

CONFIDENTIAL
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SECRET

PRIME MINISTER

CIVIL SERVICE PAY

e

The Chancellor's note reflects the work so far of the ,
Ministerial Group, MISC 66, and of the Official Group, MISC 67,f;u4'
in which I have been participating. I think it raises three \
questions: HLSI{F

1) First, whether we are right still to be trying to
————
hold the line at 4% in the Civil Service and the

—a
NHS. On any realistic assessment, we must expect

that the effect of arbitration for the civil
servants, and the special circumstances of the
nurses, will be some erosion of the 4% - but not
necessarily by more than a couple of percentage
points. Nonetheless, to keep this erosion as small

as possible, we must hold to 4% for as long as

s S
possible. So I am sure the first assumption of the
Chancellor's note, that the initial offer must be

containable within the 4% cash limit, is right.

Second, what kind of offer within 4% can be made

most convincing to the arbitrator. A dis-aggregated

offer of the kind discussed at your meeting on
7 January ought to be easier to justify on manage-

ment grounds than a flat rate increase, provided

we choose elements that have genuine management

justifications. A flat rate increase must rest its

Jjustification on the cash limit, and we have agreed
Ak

not to let the cash limit pre-determine the

negotiations. So I am sure that a dis-aggregated

offer is right, as long as we choose the right

elements.

/ (iii) Third,




SECRET

-2-

(iii) Third, how can we construct elements in the offer
which combine the best possible justification with
the greatest acceptability to the unions. The
Chancellor records the concern of the Ministerial
Group that the approach suggested will be
"bitterly resented by the unions'", and I know that

some senior officials fear that it will look as if
either the Government is abandoning the incremental
system (because everyone will get the same regard-
less of whether they are on an incremental scale),

or the Government is imposing a pay freeze on half

the Civil Service. These are indeed dangers, and

———
good arguments for incorporating in the offer as

much of an underpinning flat rate increase as
=

be afforded within the cash limit - preferably

nearer 2% than 1%; and perhaps also going for some

tapered increases near the top of incremental scales.

These points can be looked at further by officials
when they do the arithmetic on the offer. I think
it is also essential to see what the management
arguments in favour of the elements in a package
look like, before going firm on them: at present,
we are working more on the basis of what we would
like to see than on the basis of what market

considerations actually require.

We need to consider carefully whether an offer of the kind

proposed will lead to early industrial action. As I said at

your meeting,in so far as the offer 1s probably least attractive
to those who are most prone to take such action, it does carry
that risk: but the CSD negotiators think that they should be
able to hold the line until arbitration. To a considerable
extent, that may depend on how the civil servants see the NHS

being treated, and how the Budget affects pay packets.

I think it would be right to wait for the Chancellor's
report of the outcome of the next meeting of MISC 66, which is

/ this

SECRET
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this Thursday afternoon, before committing yourself to the

outline pay offer; and you may want to discuss it with your

colleagues then. In the meantime, you may feel it would be

right to tell the Chancellor that although it seems that

work is proceeding on broadly the correct lines, we need to
be sure that there are good management grounds, which can be
deployed convincingly before the arbitrator, for the elements

2 15 1 S 17 e

25 January 1982
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Treasury Chambers, Parliament Street, SWIP 3AG
0O1-233 3000

PRIME MINISTER

1982 PAY OFFER TO THE NON INDUSTRIAL CIVIL SERVICE

At your meeting on 7 January we agreed that the Civil
Service unions should be told quickly that their 1862
claim for the non industrial civil servants was
unrealistically high and that the Government would put
forward its own proposals in due course; this was done
on 13 January. We also agreed that officials should
prepare proposals on the assumption that the offer should
not take the form of an across the board percentage
increase but should reflect the supply and demand for
different kinds of labour, with small and nil increases
where there were large numbers of applicants for posts.
We recognised that the claim would almost certainly go to
arbitration and that it was important to shape the offer
so as to appear fair and reasonable at arbitration. We
agreed that officials should consider how far it was
possible to reflect in the revised pay scale different

pay levels in different regions.

2 My Ministerial Group, MISC 66, discussed on 21 January
the proposals which officials have not put forward on this
basis. We agreed that, subject to your views, further

work should proceed on the basis described in this minute.

5 Officials have assumed that it is axiomatic that the

Government's initial offer must be containable within the

4 per cent cash limit. This poses the pruble;;that,

within this limited sum, an offer which varies significantly

SECRET AND PERSONAL
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between different groups must involve offering very small

or possibly no increases to considerable numbers of staff.
Officials have proposed an approach based on drawing a
distinction between those who will receive annual increments
(worth on average about 43 per cent of pay) in the year,

and the remainder - about half the non industrial Civil
Service - who are at the maximum of incremental pay scales
or otherwise on flat rates of pay. On this approach the

Government would offer:-

(i) no increase to juvenile age-related scales or

to the "entry points” of other scales;

an additional increment, worth perhaps 4: per

cent, on the top of each scale; ——

an increase in fixed, Tlat rate salaries, also

of about 4% per cent;

subject to further calculations, an additional
percentage, perhaps 1 per cent, common to all
salaries including those on incremental scales
but not those in (i) above. (This might either

be in the initial offer or be offered later.)

4, The Ministerial Group agreed that this approach,
together with the other possible elements in the offer
discussed below, should be the basis for further work by
officials on the details and presentation of the offer.

We recognised, however, that it is an approach which will
be bitterly resented by the unions and by that half of

the non-industrial Civil Service receiving incremental
increases. They will argue that annual increments are
part of their conditions of service and should be regarded
as quite separate from the pay negotiations. They will say
that there is no case for giving them a markedly smaller

pay increase in 1882 than their colleagues on flat rates.

SECRET AND PERSONAL
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In rebutting these arguments, our negotiators will need

to take care to avoid any impression that, contrary to the
undertakings we have given, the Government's offer has
effectively been shaped by a pre-determined cash limit.

The aim will be to argue that the present greatly increased
rate of applications to join the Civil Service, and the much
reduced rate of staff wastage, means that there is little
case for pay increases in 1882 other than those necessary to
accommodate certain management requirements. The ability
to deploy at a suitable stage the possibility of a further
modest increase - paragraph 3(iv) above - for those staff
already receiving an annual increment will be an extremely

important point in the negotiations.

He We also agreed that officials' further work should
assume that there will be increases in allowances rewarding
skill and responsibility - e.g. for ADP and data processing;
that a sume of money should be earmarked withﬁ?1ﬁﬁrtotal

to deal outside the main negotiations with staff shortages

of particular difficulty; and that there should be further

work on the possibility of making additional offers on

fringe benefits such as season tickets, luncheon vouchers and

medical insurance. We agreed that the initial offer should
not apply to the pay of Assistant Secretaries and Senior

Principals whose pay cannot be sensibly considered until we
take decisions in the Spring on the forthcoming recommenda-

tions of the Top Salaries Review Body.

B. We agreed that it was not practicable to introduce any
new elements of regional variation in pay into the present
negotiations. There would be formidable managerial
problems in any early change and, more important, this is a
question which Megaw is expressly considering. Subject to
further proposals from officials, it might be possible to

take some action by adding to London weighting. We see this,

SECRET AND PERSONAL
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rather than special allowances applying nationally, as the
best way of dealing with problems of recruitment and

retention of clerical and secretarial staff in London.

£ In our further consideration of the details of the
offer we shall of course need to consider carefully the
implications for negotiations in other public sector groups,

notably the National Health Service.

8. I am sending copies of this minute to the Secretaries
of State for Defence, Social Services and Employment, to
the Chancellor of the Duchy of Lancaster, to Mr. Ibbs and
to Sir Robert Armstrong. (As you know, other Ministers are
not aware of the work of MISC 66 whose members are seeing

papers aon a personal basis.)

G.H,

25 January 1882

SECRET AND PERSONAL
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From the Private Secretary 25 January 1982

f’

v

DOE Evidence to the Inquiry into Civil Service Pay

Thank you for your letter of 22 January with which you
enclosed a copy of the evidence which the Department of the
Environment proposes to submit to the Megaw Inquiry.

The Prime Minister is generally content with this evidence.
She, however, is concerned about the implication in paragraph 5
that there are acute and persistent recruitment problems
especially in London. The Prime Minister would much prefer
this paragraph to be omitted from your Department's evidence.

I am sending copies of this letter to Peter Jenkins
(HM Treasury), Jim Buckley (Chancellor of the Duchy of Lancaster’'s
office), David Omand (Ministry of Defence), David Clark (Department
of Health and Social Security), Barnaby Shaw (Department of
Employment), Jim Nursaw (Law Officers'’ Department),
Christine Duncan (Lord Advocate's Department) and to David Wright
(Cabinet Office).

David Edmonds Esq
Department of the Environment.
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From the Private Secretary

25 January 1982

Megaw Inquiry: Evidence by the Government
Actuary

Thank you for your letter of 21 January, with which
you enclosed two memoranda prepared by the Government
Actuary for submission to the Megaw Inquiry.

The Prime Minister is content for these memoranda
to be submitted to the inquiry.

I am sending copies of this letter to Jim Buckley
(Chancellor of the Duchy of Lancaster's Office),
David Omand (Ministry of Defence), David Clark (Department
of Health and Social Security), Barnaby Shaw (Department
of Employment), Jim Nursaw (Law Officers' Department),
Christine Duncan (Lord Advocate's Department) and David Wright
(Cabinet Office).

Peter Jenkins Esq
HM Treasury.
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From the Private Secretary 25 January 1982

Inguiry into Civil Service Pay: Evidence
to the NHS Pay System

Thank you for your letter of 21 January, enclosing
copies of the NHS memorandum for submission to the
Megaw Inquiry.

The Prime Minister is content that you should send
this evidence to the committee.

I am copying this letter to David Omand (Ministry
of Defence), Barnaby Shaw (Department of Employment),
Jim Buckley (Chancellor of the Duchy of Lancaster's office),
Jim Nursaw (Law Officers' Department), Christine Duncan
(Lord Advocate's Department) and to David Wright (Cabinet
Office).

David Clark Esqg
Department of Health and Social Security
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I do not think the Prime Minister need read very far into

the various pieces of evidence for the Megaw inquiry which
have been submitted for her approval this weekend. It may be

helpful if I record these comments, only the first of which

Y

raises any doubt about the actual text:-

i) The evidence from the Department of the Environment
——
very clearly implies in paragraph 5 that there are
L

acute and persistent recruitment problems, especially
e e T e T e — )
in London. Not only is this %%E demonstrated - it
e S
certainly does not follow from the previous paragraph -
but as the Prime Minister will know it would, when

published, be prejudicial to the approach we are

currently considering on this year's Civil Service
/ pay offer. It would be better, I think, if this

paragraph were deleted.
/1'
The remainder of this evidence is quite useful, especially
e 4
on merit pay and on the need for flexibility in paying

specialists. There is nowso much departmental evidence

————————
favouring some form of relationship between pay and

performance that Megaw cannot but take some account of it.

—

ii) The evidence from the DHSS on the NHS pay system makes

T o—
it clear (paragraph 17) that market factors at present

play no part in pay determination in the NHS; and
implTes, 1n paragraph 20, that the DHSS will be looking

to Megaw for some ideas as to how to reconeile market

factors with the present formalised comparability system.

That is indeed one of the major problems for next year.




N

22 January 1982

The two pieces of evidence from the Government
Actuary are of rather specialised interest:

the memorandum arguing for some form of

outside assessment, so as to ensure and demonstrate
tfie professidnal independence of the Government

Actuary, and the attached technical notes on how to

assess pension values are uncontroversial; the
memorandum on the Government Actuary's Department's
experience in recruiting and retaining staff is
a helpful addition to the case for more flexibility

and market orientated pay.
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2 MARSHAM STREET
LONDON SWIP 3EB

My ref:

Your ref:

22 January 1982

DOE EVIDENCE TO THE INQUIRY INTO CIVIL SERVICE PAY

I enclose a copy of the evidence which the
Department proposes to submit to the Megaw
Inquiry. Although it has been seen by our
Secretary of State, it is essentially a
reflection of the views of his officials, and
he is content for it to be submitted.

We understand that the Inquiry is now pressing
for our evidence and, subject to clearance by
the Prime Minister, we would hope to be able to
pass the evidence on to them by 29 January. It
has already been cleared at official level
through the Interdepartmental Working Group.

I am copying this to Peter Jenkins(PS/Chancellor
of the Exchequer), Jim Buckley(PS/Chancellor of
the Duchy of Lancaster), David Omand(PS/Secretary
of State for Defence), David Clark(PS/Secretary
of State for Health and Social Security), Richard
Dykes(PS/Secretary of State for Employment), Jim
Nursaw(PS/Attorney General), Mrs C M Duncan(PS/
Lord Advocate) and to David Wright(PS/Sir R Arm-
strong).

O

. D A EDMONDS
glcﬁgel Scholar Esq Private Secretary
0




HANAGEMENT IN CONFIDENCE

DOE EVIDENCE TO THE INQUIRY INTO CIVIL SERVICE PAY

Introduction

1. The Committee has already received a substantial amount of general evidence on
Civil Service pay, and this paper does not intend to cover the full range of that

evidence but rather to draw attention to various problems encountered by the

Department of the Environment (including the Property Services Agency) and to

suggest possible modifications to the present pay system which the Committee might
like to explore. A factual note on the Department is given in the Annex. (Although
the Department shares certain common services - including personnel - with the
Department of Transport, this paper restricts itself to DOE experience, except where
it is impossible to disentangle the shared experience of both Departments. In
particular, it does not cover the Department of Transport's experience of managing
the large clerical and computer organisation at the Driver and Vehicle Licensing

Centre at Swansea).

General

2. The main needs of the Department - as of the Civil Service as a whole - are to
carry out its functions with maximum efficiency and to maintain the motivation

of its staff. Any new pay system needs to contain sufficient flexibility to enable.
the Department to deploy its staff resources in the most effective way; it must be in
a position to retain and recruit competent staff, to encourage mobility where
required and to reward efficiency. The system also needs to command the confidence
of staff and of the general public: its rationale must be clearly intelligible and

accepted as fair and reasonable.

Aspects of Pay and Related Issues which merit particular attention

3. The present pay system imposes certain inhibitions on the Department's ability

to make the best use of its staff resources and, in the following paragraphs, a

number of arcas has been identified in which a more flexible approach would be
helpful. On a realistic view it must be recognised that some of the measures proposed
for study (such as the introduction of merit pay) could require additional financial
resources, although this might to some extent be offset by savings in other
directions; the overall effect would have to be considered in the light of the

limit of total resources available for Civil Service pay.




.Recruitment and Retention of Staff

4. The Civil Service salary structure is still very much geared to the idea of
recruitment into a career service, in which the incentive to join is one of public
service, and in which pay is not necessarily the main consideration. But this may no
longer be valid, given general changes in the social and employment situation and in
the public perception of the Service. In order to recruit, the Department has to
compete with other employers in the local employment market. The present Civil
Service pay structure inevitably limits the Department's ability to respond to short
term changes in the labour market. Failure to respond, even over relatively short
periods, can have significant cecnsequences in terms of the overall quality of staff
in the recruitment grades. In those years when Civil Service pay has fallen behind,
the number and quality of people responding to recruitment campaigns has fallen
dramatically - in 1974, for example, the response to a campaign to recruit Clerical
Assistants fell LO% short of the total number of vacancies and the quality of the
applicants was so poor that the Department was forced to accept people without the
minimum educational qualifications and to lower the standard pass mark on the test
paper which candidates are allowed to take as an alternative means of entry. The

Department is still suffering from the low quality of this intake.

5. Starting Pay Recruitment problems are most acute and persistent in London where

other office employers have the flexibility quickly to adjust starting pay and
conditions (either up or down) to a level which is competitive in the light of the
current state of the market. This problem is less apparent in the provinces where
Civil Service pay would, at most times, appear to be generally at least as attractive
as that offered by other provincial employers. But even there, from time to time,
the market in a particular area becomes more competitive and the Department finds
itself unable to recruit staff for a period. The facility to adjust starting pay
away from the normal point of entry into a salary scale when market circumstances
demand would provide a valuable measure of management flexibility; this would have to
work in both directions - both where the Department's current pay rates seemed to be
uncompetitive and where it seemed to be paying more than was needed to atéract

sufficient staff of the right quality.

6. Mid-Career Recruitment An extended facility to recruit people as civil servants

in mid-career might enable the Department to find staff of high calibre for key
positions which might otherwise be difficult to fill. At the same time it would be

important to deal equitably in terms of career prospects and pay with staff of




comparable guality whc had joined the Civil Service earlier in their careers.
But it will always be difficult to attract people with scarce specialist

qualifications unless there is a meaningful equivalence between what the

Civil Service offer and what is available elsewhere.

7. Recruitment of Specialist Staff DOE employs a wide range of specialist staff,

as can be seen from the Annex. It is here that particular problems have been
brought about by the characteristics of the present pay structure. The application
of common salary scales to pay groups, each of which may encompass a range of
different specialisms, makes it very difficult to adjust salaries to compete with
the varied rates which individual specialists can command on the open market.

Specific examples of the kind of problems which have arisen in this area are:-

in the P&T group, staff in a wide variety of disciplines, such as Civil
Engineers, Mechanical and Electrical Engineers, Estate Surveyors, Quantity
Surveyors and Architects, are grouped together for pay purposes. Moreover
the group tends to be dominated by those professionals employed by the
Ministry of Defence and their pay has in the past been determined by
reference to analogues in production jobs similar to those done in MeD.

As a result the Department has, for example, found extreme difficulty in

attracting competent Chartered Surveyors (particularly in London) and a

recent exercise to find up to 6 Estate Surveyors to assist with, among other
things, the disposal of buildings surplus to the London estate succeeded

in finding no more than 3 recruits;

there is also difficulty in attracting scientists in HQ jobs. It needs to be
recognised that there is a wide difference between the policy work carried out
by many scientists in HQ Divisions and the work of their colleagues in the
research stations. It may no longer be equitable to pay both groups at the
same rates. Furthermore many of the senior scientists seem to have suffered
from unrealistic comparisons with the private sector. Although many at this
level in the Civil Service are engaged on management or policy work, the
analogues chosen for them in pay research surveys have been those actually
labelled as "scientists", whereas, in the private sector, people usually

lose that label as soon as their jobs take on a managerial or administrative

content;




in some specialist areas where the Department offers salaried periods of

training, there is little difficulty in recruiting people, but great
difficulty in retaining them once their period of training has been completed.
The wastage rates are particularly high in London where staff are able

to change jobs easily without moving their homes. In 1979, for example,

over 25% of the Department's London EOs trained in ADP work resigned, most of
them for higher salaries and fringe benefits available from other employers.
Within the past few months evidence has emerged that EOs in this field have
resigned to take up outside posts which offered, in addition to fringe

benefits, actual salary increases of over £1000 pa.

8. There is no doubt that, in shortage specialisms, the flexibility to pay the market
rate for the job, rather than the rate for the grade as at present, would ease both the
recruitment and the retention of staff. This implies two things: for scarce specialisms
external comparabilities should be given more weight than internal comparabilities;
second, if the averaging process of pay research has resulted in some groups being

underpaid, other groups are likely to be correspondingly overpaid.

9. Perks At all levels of recruitment the Civil Service tends to appear somewhat
unattractive to new recruits in comparison with other employers in the matter of fringe
benefits. These have in the past been taken into account in the pay research process,
but the non-availability of perks (particularly of concessions on season tickets)

has often been given as a reason for potential recruits declining job offers and for
the resignation of existing staff after one or two years' service. Indeed the lack
of any detailed information about the figures which underpin negotiations under the
present system leaves staff in some doubt about the relative weight that has been
given on the one hand to such benefits as index-linked pensions and the job security
which most Civil Servants enjoy, and on the other hand to elements such as the fringe
benefits which are widely available in other areas of employment, particularly in

London, and which cushion the additional costs of living and working in London.

Merit Pay/Paying the Rate for the Job

10. In a Department like DOE a single grade can embrace a wide variety of job types.
A Principal, for instance, could be providing sensitive policy advice to Ministers

and senior officials;negotiating with outside organisations, managing a large executive
organisation or large sums of money, or providing a specialised service such as

management services, contracts or ADP. Officers from different occupational groups,




.on different salary scales, can be doing essentially similar jobs in multi-

disciplinary areas. And the performance of individual officers within a particular
grade can vary from poor to excellent. The present pay system makes little
allowance for such factors, and the following paragraphs suggest various approaches
to the problem that seem deserving of study - while not suggesting any particular

blueprint for a solution.

11. Merit Pay Incremental pay scales, up which officers progress more or less
automatically, are widespread in the Civil Service; generally speaking, promotion,
rather than a salary increase, is seen as the reward for particular merit. When
promotion prospects were buoyant this did not work badly; but reduced opportunities
over the next few years could seriously reduce the value of promotion as an incentive.
There may, therefore, be a case for relating progress up a salary scale more to merit
than to length of service in the grade. A similar, but alternative, approach might

be the payment of bonuses to reward special merit or to motivate individuals in difficul
areas of work; such payments would not rank as formal additions to pay and would not
therefore affect substantive pay in subsequent years. In a large organisation like
DOE there would, of course, be considerable problems in making comparisons between

all the individuals in a grade, and there would need to be improvements in the

quality of the staff reporting system to support arrangements of this nature;

nevertheless the idea of merit pay seems worth exploring further.

12. Skill or commitment allowances In some areas there might be scope for attaching

special allowances to jobs which require particular skill or commitment. An example
where this could be useful would be some long-term ADP projects which currently
suffer a good deal of staff turbulence. (The Department is especially vulnerable in
its employment of ADP staff, whose skills can often command higher salaries in the
private sector and who are often presented with opportunities for early promotion
through transfers to other government departments). Arrangements would have to be
carefully framed to avoid the risk of competitive bidding between departments. Such
a systém would help to reduce staff turbulence on essential projects, although there
would probably be some loss of management flexibility and other problems over moving

staff out of allowance posts when the need arose.

13. Relating pay to the actual job A convincing case might be made for relating pay

more to the nature and demands of the particular job than to the range of work in each
grade as a vhole as at present. By the natural process of ensuring that the best

people (in terms of past performance) were posted to the best quality jobs, this could
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e one way of rewarding merit. It would help management to cope with jobs which are

(]

difficult to fill by adjusting the rate for the job to a more attractive level.
And it could deal with the problem in multi-disciplinary areas where an officer
(eg a PPTO) occupying an open post may perform substantially the same job as a
colleague (eg an Administration Group Principal) in another open post, but for
substantially less pay. (Currently there is a difference of £856 pa between the

salary maximum of the PPTO scale and that of a Principal.)

14. Implications The adoption of rew arrangements involving more flexibility in

pay rates according to merit and job weight would imply much greater involvement of
local management in fixing individual pay rates. A new approach of this kind would
require the acceptance by civil servants of a pay framework which is

very different from what they have been used toj; they would need to accept in
particular that movement from a highly rated job to a lower rated job could mean a
drop in pay. The system would not, however, need to supersede the present grading
structure of the Civil Service. Officers would still be in a particular grade

which had a range of pay associated with it. But precisely where they stood in that
range would depend on the particular job that they occupied and/or their own merit.
The rating of individual jobs could be expected to change over time, as their
importance and demands changed; there would have to be a regular process of review
and management would have to be firm in carrying out proposals both to downgrade jobs
and to move staff into lower grade jobs. Determining the relative rating of jobs would
not be an easy or simple task for senior management; but the ability to reward
performance and to deal with posts which, for one reasocn or another, would otherwise

be difficult to fill would give management some worthwhile flexibility.

15. There might be a number of ways of administering such a system. A department's
annual financial and manpower budgeting process (such as DOE's "MINIS" system) might
incorporate a provision under which Directors in charge of suitable areas of

work were allocated a special budget for this purpose. A limit would need to be

imposed on the amount above the basic rate payable to any one officer or post and it

would have to be recognised that such payments could only apply to a limited number of
people or jobs. Merit-based systems would be easier to operate in areas where output
is measurable (eg casework) than in areas where the standard of attainment is more

subjective (eg policy advice.)




.’16. The extent to which any of these more flexible approaches to pay might impinge
uvpon the principles of central pay negotiations would depend upon how widely they were
used. Variations in pay on the basis of merit and job weight could be self
balancing. The cost of proposals to bring more flexibility to the recruitment proces:
would depend on the recruitment and employment position both in the Civil Service
and in the market generally. There could be additional cost at times when particular

specialisms were in short supply. The cost might be lower at times of relatively

easy recruitment and retention.

Mobility

17. The need to reduce staff numbers, while at the same time maintaining a broad
geographical presence, means that it is more than ever important to be able to move
staff to where the work has to be done, even though the numbers of staff moved
within DOE has in total been declining recently. All civil servants of EO rank

and above have a mobility obligation, but it is not always easy in present
circumstances to enforce this. There are many factors which can offset an officer's
willingness to move - family circumstances (eg the tie of a spouse's employment)

as well as financial considerations. The latter are often very significant,
particularly (although by no means exclusively) in relation to moves into London.
Even with the removal allowances payable, the London Weighting differential is often
insufficient to persuade staff to accept the additional cost of living and working
in London. In other areas there is no salary differential, yet accommodation and
living costs can vary substantially. A way is needed to make moves more acceptable
to a greater number of staff. It might be helpful if the allowances paid on transfer
could recognise and make some compensation for the disturbance of moving (perhaps
applying a principle similar to that used to determine "home loss" payments to

members of the public whose homes are taken for public developments or road schemes) .

Flexible London Weighting Bands

18. More efficient and economical use could be made of the London estate-if the

London Weighting bands could be revised. The present simple division between the

Inner and Outer London bands results in a differential of £533% pa. This gives rise
to several anomalies. For example, it is difficult to attract staff to work in
Bromyard Avenue, Acton because that is 200 yards outside the Inner London area.
Another rather different example is Croydon, where PSA has a large block of its HQ
organisation. An officer living, say, in Guildford who was transferred from London

to Croydon would not be reimbursed for moving his home and could therefore expect




to continue to incur broadly similar travelling expenses, yet he would lose £533 pa
London Weighting. Were he to transfer in the opposite direction he would gain that

amount without having incurred any significant increase in his expenses.

19. This is a complex problem which might demand a fairly sophisticated solution.
One possibility might be to divide the London Weighting area into a series of
concentric bands, which would shelve more gently the financial implications of

moving from one area to another.

CONCLUSIONS

20. In the light of the Department's experience of managing a complex, multi-
disciplinary organisation and of the detailed comments on the present pay system

made above, three broad suggestions can perhaps be made!

there is much to be said for attaching a range of pay to the particular
job to be done, rather than to the individual who happens to be doing it;
but the merits of the individual might determine where precisely in that

range of pay he is placed;

staff need to understand clearly how the system of pay determination
operates and how far by improved performance they can influence their

own rewards;

increased flexibility in the pay arrangements on these lines would entail

a greater measure of departmental discretion to determine pay; but this
would not be to give departments an open-ended entitlement since pay
settlements of all kinds would need to be kept within the overall cash

limits laid down for civil service pay in any particular year.




. ANNEX

RESPONSTBILITIES AND ORGANISATION OF DOE

1. 'The Secretary of State for the Environment is responsible for .
-a wide range of functions affecting the physical environment,
including housing, conservation, toym and country plaoning and

- pollution control, and ranging from inner cities to the countryside.
He is responsible for sport and recreation, and has general
'TQSpbnSibility, wiﬁﬁiﬁ government, for the_strucﬁufe and finance
of local government,zfor sponsoring the construction industry.
Por most of these activities, his remit is for England only, but
he has a wider interest in some areas and in some cases he has

" Great Britain responsibilities. "He is also responsible for the
Property Services Agency (P34), which meets the needs of government
departments, the airmed forces and certain other public sector

~ clients for accommodation, and associated services throughout the
"United Kingdom and abroad.

2, Apart from the PSA and some of the Ancient Monuments and

Historic Buildings Directorate, DOE is not an executive agency.
-;?ne services and policies for which it is responsible are carried
out by other bodies, subject to varying degrees of influence or
" control by the Department. Many of the Depariment's programmes

‘and policies concern services provided. by local government.,

3. The main regional bases of DOE(Central) are shared with the
Department of Transport and are locatéd in Newcastle, Manchester,
Leeds, Nottingham, Birmingham and ﬁristol. PSA's main regional
bases are in Edinburgh, Cardiff, Manchester, Leeds, Birminghan,
Reading, Cambridge, Bristol and Hastings. Both, however, have

staff outstationed elsewhere in the United Kingdom and PSA has staflf
serving in military establishments, High Commissions, Embassies etc
OVerseas. ' {

The appendices attached to this-annex give: at A, the-basio figures
for the Department's manpower and its‘ cost, and at B, a breakdown of
the component parts of the specialist staff identified in section 3
of Appendix A, | ' ‘




. '. ; : i Appendix A

DOE MANPOWER NUWMBERS AND COSTS

NUMBERS _ _ _ _ |
1. Both central DOE and PSA are committed to substantial manpoweé
reductions. The permitvted svaff totals for the Dgpartmént during
1981/82 are (on the basis of averages): £ ;

DOE(C) PSA . DPSA Supplies - TOTAL

10007 29672 2900 . . 42579

2.:.0f these, non=industrial étéff are:

IOE(C)  DSA PSA Supplies  TOTAL

8389 . V2125 1598 . 29702

3. The numbers of generalist® staff and sﬁecialist'staff
non-industrizal element are as follows: :

DOE(C) PSA ~ PSA Suvplies TOTAL
_‘gnneralist 4080 4508 758 ' ' _f 19§4§
. gpecialist 4309 11287 840 : © 16436

e —— Soweeaege—)

8389 15795 1598 25782

costs
4. The financial provision for the non—induétrial element of DOE's
staff in 1981/82 is as follows: ;
~ DOE(C)  PSA ' PSA Supplies  TomAL
L76M C £134M g12M - ... £oooM

¥The 'AEC' group and open structure.
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. APPEEDIX B

]
-”.p.g{_vq;l_ KDOWN OF SFECIALIST STAFF AT ITEM 3 OF ANNEX A

DOE(C)

Economists 20
Statisticians Lo
Scientists ; 670
Information Officers Lo
Research Officers : 125
Planning Officers - 115
Planning Inspectors 190
Auditors 270
Arcnitects 160
Civil Engineers 70
Mechanical & Electrical Engineers 90
Electrical Engineers 5
Building & Civil Engineers Ls
Quantity Surveyors 50
Estate Surveyors 15
lLawyers 30
Librarians 30
Cartographic Draughtsmen 105
Graphic Officers 25
Secretaries 275
Typists 420
Data Processors 250
Photoprinters 85
Paperkeepers 130
Messengers 275

NT MCONUMENTS & HISTCRIC BUILDINGS

Inspectors L5
Custodians 12
Royal Parks Constabulary 145
Warders/iardens (Royal Palaces) 170
Publication Szles Staff 20
Curator/Conservation Officers Lo
Fiscellaneous 209
209
Fs

Architescture _ 1418

land Surveying 52
Building Surveying : . 188
Buildinz % Civil Engineering 2217
Mechanical & Electrical .Engineering 2059
Quantity Surveying 919
Ground Maintenance Staff 104
Fire Officers 88
Estate Surveyor Staff

Cartographic Draughtsmen 92

Typists

Librarians 21
Cleaners 21
Office Service Grades

Data Processors 69
Photovrinters 11

Photog:rur‘:mrs i
Telephonists 10
Design & Furnishing Staff -
Vehicle Haintenance Staff -
Stores Supervisors

Miscellanecous




Evidence to Megaw on Cash Limits

Thank you for your letter of 19 January
with which you enclosed a draft paper for
Megaw on the cash limit system.

The Prime Minister is content for you
to submit this to the Inquiry.

I am copying this letter to Jim Buckley
(Chancellor of the Duchy of Lancaster's Office),
David Omand (Ministry of Defence), David Clark
(Department of Health and Social Security),
Barnaby Shaw (Department of Employment),

Jim Nursaw (Attorney General's Office),
Christine Duncan (Lord Advocate's Department)
and David Wright (Cabinet Office).

Peter Jenkins, Esq.,
HM Treasury
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MwA 1|
Treasury Chambers, Parliament Street, SWIP 3AG
0O1-233 3000
21 January 1882

J. Buckley, Esq.,
Private Secretary
Chancellor of the of Lancaster

g v b

EVIDENCE FOR MEGAW INQUIRY

A r

v

Thank you for your letter of 14 December about the paper on
"Discipline and Dismissals in the Non-Industrial Civil Service”
for the Megaw Inquiry. As you say, this is a fairly
straightforward statement of the existing rules and how they
are applied, and the Chancellor of the Exchequer agrees that

it should go forward to the Committee.

He felt that a paper of this sort would be much more helpful if

it could include figures or other facts to give a "feel” of how
these procedures work out in practice and what they, therefore,
mean in terms of comparative job security with other occupations.
He realises that comparable statistics for other occupations do
not exist, and that individual cases vary considerably. From

this point of view, however, he has two suggestions which Lady
Young might consider. The first would be to add some statistics
at the end about appeals and successful appeals, on the lines of
the note attached. The second would be to take a sample in one
Department, over whatever recent period was most convenient, sc

as to be able to say how long these procedures are on average
taking toc carry out, or what is the shortest and longest time they
take and whereabouts between these two could be regarded as the
normal experience. A sample of this sort would take time, and

the evidence to Megaw need not be delayed for it. But it wuould
seem to be something well worth knowing anyway.

I am sending copies of this letter to the Private Secretaries to
the Prime Minister, the Secretaries of State for Defence, Social
Services and Employment, the Attorney General, the Lord Advocate
and the Secretary to the Cabinet.

ykﬁws e~
fefr

P.S. JENKINS




the end of the paper:

help to give some 'feel' of the practical use and
effect of these procedures to add that in 8 large
departments with approximately 450,000 non-industrial
staff (84% of the whole non- industrial civil service)
at 1 October 1881 the number of appealable dismissals

since October 1977 was of the erder of 5,500; of these,
ST e el

304 (5:%) in fact appealed, 213 to the CSAB only, 77 to

an industrial tribunal only, and 14 to both; the CSAB
found in favour of some 27% of those who appealed to it;
and industrial tribunals also found in favour of some
27% of those who appealed to them from all fields of

employment.







CONFIDENTIAL

DEPARTMENT OF HEALTH AND SOCIAL SECURITY
ALEXANDER FLEMING HOUSE
ELEPHANT AND CASTLE
LONDON S.E.1
TELEPHONE: 01407 5522

Michael Scholar Esq

Private Secretary

10 Downing Street

London SW1 )\ January 1982

@M »‘(: 2 S

INQUIRY INTO CIVIL SERVICE PAY: EVIDENCE ON THE NHS PAY SYSTEM

In my letter of 14 Jaﬁuﬁg;/about DHSS evidence I said that the evidence on the
NHS pay system would be referred to Ministers before it was submitted to the
Committee.

I enclose copies of the NHS memorandum which has been cleared interdepartmentally
at official level.

I should be glad to know whether the Prime Minister has any points to raise
before it is submitted to the Committee: and if other recipients of this letter
would let me know whether their Ministers are content.

In the absence of comments by 29 January I will take it that the way is clear
for the evidence to go to the Committee. I am copying this letter to the
Private Secretaries of State for Defence and Employment, the Chancellor of the
Duchy of Lancaster, the Attorney General and the Lord Advocate, and to the
Cabinet Office Secretariat.

%’—J‘l Co =y
!

DAVID J CLARK

Qe 2k

CONFIDENTIAL




THE NHS PAY SYSTEM

Memorandum by the Department of Health and Social Security

There are some common features about the systems of pay determination for
the Civil Service and for the National Health Service. Moreover the pay
of some major groups of NHS staff is directly linked with similar grades
of civil service staff. The Department welcomes the opportunity to
outline these matters for the information of the Inquiry into

Civil Service pay.

Outline of the NHS system

s Within a total of about one million NHS staff in Great Britain the
main groups are nursing (0.4m), ancillary (0.2m), administrative and
clerical (0.1m), medical (60,000), professional and technjical (60,000).

Most operational staff are employed by the 90 area health authorities (AHAs)
in England and 8 in Wales and by 15 Health Boards in Scotland.

Certain planning functions, common or specialised services are provided

by 14 regional health authorities (RHAs) in England and by a

Common Services Agency (Scotland), and the Welsh Health Technical Services
Organisation. In general individual health authorities are free as
employers to fix staffing levels within cash limits. Exceptions are

the creation of senior hospital medical posts and the most senior non-
medical scientific posts that require central approval. In addition the
Health Departments set a limit on the proportion of budget which may bte
espent on management. The recruitment of staff is a matter for individual
health authorities. Vacancies for senior posts are normally advertised

and filled by competition. The normal pattern is for staff to move from
one authority to another in the course of their career and on the occasion
of securing promotion. There is no central or regional control of promotion

arrangements as there is in the civil service. However on the occasion

of major change in the administrative structure of the NHS - in 1974 and

in 1982 - national ground rules for the filling of senior posts had been

laid down.

3.  Staff hold contracts with individual health authorities and enter
into fresh contracts as and when they move from one authority to another.
For all practical purposes eg superannuation, entitlement to annual leave,

increments, NHS service is aggregated.




b, Terms of remuneration and conditions of service are fixed by central
agreements negotiated, in the main, by the Whitley Councils for the
Health Services (Great Britain). Doctors and Dentists are outside the
Whitley system: their terms and conditions of service are negotiated
centrally with the Health Departments, but their pay is set on the
recommendations of an independent Doctors and Dentists Review Body.
Successive Governments have undertaken to accept the recommendations of
the Review Body unless there are clear and compelling reasons to the

contrary. In total there are over 20 separate negotiating bodies.

5« The present Whitley system is voluntary; it was established in 1948
and is firmly rooted. For some groups eg ancillary staff, national

negotiations were established earlier.

6. Whitley and other national agreements take effect only when they have
been approved by Health Ministers under Regulations, which require

health authorities to pay neither more nor less than the approved terms.
These are detailed and definitive and, with the exception of incentive

bonus schemes for manual workers, make no provision for local bargaining.

7. The Management Sides of the Whitley Councils are made up of representatives
of NHS menagement in Great Britain and the Health Departments, the former

being in a majority. Because the cost of pay agreements is wholly met from

the Exchequer and implementation requires Ministerial approval the convention
has been established that Management Sides seek approval before making offers.
Under a more recent convention, Management Sides have been advised that the
Government interest in negotiations would be limited primarily to the cost

of offers, and to other terms only when the implications were judged to be of

fairly major significance to Government.

8. There is no national agreement on arbitration. Arbitration was commonly
used to settle pay claims in the 1950s and 1960s. Thereafter it has fallen
into disuse as an ordinary process of pay determination. This is because

most disputes in recent years have involved a conflict between the trade unions'
claim and Government policies on incomes. The general understanding of the
position by management and unions is that in the event of a disagreement

over pay it is open to them by agreement to refer the matter to arbitration

through the good offices of ACAS. Management Sides would not agree to




arbitration without some assurance from Health Ministers that funds would
be available to meet the eventual award. Such assurances have been given
on a few occasions when Government has set up special inquiries eg Clegg

with an arbitral role.

Pay principles

9. Negotiations have of course been constrained by the terms of any
prevailing national incomes policies. And in more recent years negotiations
have been constrained by the pay factor in the NHS cash limit. This is
mainly because the entire cost of pay offers is met from Exchequer funds -
there is no recourse to rates as in local government. Nor is there much
scope for supplementing pay offers by reductions in staffing since it is

the Government's policy to maintain and to modestly expand the volume of

expenditure on the NHS.

10. Subject to the overall level of resources provided by Government each
negotiating group seeks to apply pay principles that have been developed
over the years. These have tended to look to a greater or lesser degree

to external analogues and may be summarised as follows:-

(i) The pay of about 150,000 administrative and clerical
staff end medical laboratory scientific officers (MLSOs)
(details in Appendix 1) has in the past followed that of
analogous groups in the civil service; but the decision

on cash limits in 1979/80 was followed by negotiations

in which Management Sides of the relevant Whitley Councils
concluded that they could not match the civil service
settlements. The same happened in 1980/81. The traditional

links are therefore now in abeyance.

(ii) About 230,000 staff have pay links with groups other

than the civil service ie the ancillary staff (with local

government manual workers) and the electricians and other

maintenance craftsmen (with the Electrical Contracting
Industry) - further details in Appendix 2. These links
have not so far been broken; but it is uncertain how much

longer they can continue to hold good.




(iii) About 460,000 staff, mainly nursing staff and
professions supplement to medicine, have had their
pay determined largely by occasional ad hoc enquiries.
An improved mechanism for pay determination is currently

being sought (further details in Appendix 3).

(iv) About 90,000 doctors and dentists whose pay is
covered by the recommendations of the Doctors and
Dentists Review Body (DDRB). The DDRB looks at
movements of earnings in other professions and at a

number of other relevant factors.

But in more general terms, over and above any formal links, Civil Service

pay settlements have played a very important part in setting the general
tone for pay settlements in the NHS, as in the public service generally.

11. It seems unnecessary to go into very much extra detail about the systems
that have been briefly outlined. In the case of (i) above, the parallels
between NHS administrative and clerical grades and the related civil service
grades were of long standing, although never based on formal job evaluation
techniques; and the most recent comparison of MLSO and civil service
analogues was a survey in 1970 by both Sides of the Whitley Council. In

the case of (ii), the validity of the link rests on broadly similar levels

of skill and function, not a formal assessment. In the case of (iii) and
(iv) the NHS is the predominant employer and comparisons can only be made
with different professions, mainly those outside the NHS, but with regard

paid to the requirements of training, responsibility and so on.

12. In summary, external links and comparisons have traditionally played

an important part in determining NHS pay. They are supplemented by internal
linkages. For example, the pay of NHS physicists and biochemists is linked
to the scientific civil service and the pay of hospital pharmacists and

opticians is linked to that of NHS physicists and biochemists.

13. In general external linkages are confined to certain key grades in
the grading structures that have been developed to meet the needs of the
NHS. Thus, for example, although the pay of NHS administrative and

clerical staff is linked at five points with the Civil Service, pay for




these categories varies in some cases according to a scale related to the
population served by the health autherity. This results in rather more

gradations in salary than are judged suitable in the Civil Service.

But these are all consistent with and interpolated around the key points

of linkage between the two services.

14. The system that has been described is very much concerned with pay,
meaning basic salaries or wages. Principles for determining conditions

of service have not been developed to the same extent or in such precise
ways. This is partly because the NHS is more concerned with providing

24 hour, seven days a week services than is the Civil Service or local
goverﬁment. In practice the terms negotiated in the three services do not

differ very much.

Comments on the system

15. Following an independent Inquiry into the Whitley system Lord McCarthy
reported in 1976 that although there are many criticisms of the system,
some conflicting, there was widespread support for national agreements in
a National Health Service. This reflected the belief of a good number of
management and staff that the same job should attract the same rate of pay
whatever the location of the workplacé. For medical and many professional
staff the NHS is a near monopoly employer. Movement between authorities

is a feature of their careers. This obviously limits the extent to which
local market considerations can sensibly be taken into account in setting
pay - this has been regarded as one of the chief arguments for the existence
of the Review Body. National terms and conditions are generally judged

to be appropriate to this national market. For secretarial and clerical
staff and manual workers, recruitment and retention rests on local labour
markets. The national eystem is less satisfactory for these groups.

As in the Civil Service, national rates for secretarial staff are often
too low in London and unnecessarily high in some places elsewhere; similar

considerations apply to ancillary staff.

16. Formally the system is very rigid and makes no concession to
geographical variations (apart from London and a "remoteness' allowance
in Shetland, Orkney and Western Isles). In practice, however, it has
enabled the NHS to recruit and retain an expanding workforce and to adapt

to considerable developments in technology. The system is therefore




more flexible than it appears in adapting to differences in local labour
markets. These are reflected to some extent in the variations in the
quality of staff who can be recruited and retained at national rates at
different locations. Secondly, agreements often give authorities discretion
to appoint staff in a range of grades, which can be used to take account

of local labour markets, eg medical secretaries in London tend to be

graded higher than those employed elsewhere; hard to fill consultant posts
may be readvertised at the top of the incremental scale, Third, is the

case of manual workers, where earnings have been brought up to local market

rates by overtime, incentive bonuses or other enhanced payments.

17. The arrangements as they stand contain no explicit provision for the
introduction into central negotiations of market factors, in particular
recruitment and retention of staff, job security (plus index-linked pensions)
and efficiency. If this were to be done, it is clear that an improved
information base would be required, including consistent informstion on

the recruitment, retention and wastage by staff groups and by geographical
area, as well as comparisons between pay in alternative jobs outside the

NHS.

18. In general, the pay principles which have been formalisgd in links
have in the past provided a good deal of stability-in NHS industrial
relations, minimising the issues for negotiation and for potential dispute.
Although it has not been possible to maintain some of these links in the
last year or so, and others are at risk of being abandoned, NHS management,
like the Whitley Council Staff Sides, remain convinced of the value of
relating NHS pay in varying degrees to that of analogous groups, and would
hope to return as soon as possible to a system having broadly the same
operational effect. One of the central problems is whether and, if so,
how it is possible to reconcile this objective with pay determination
arrangements Whichk enable market factors to be appropriately reflected

and at the same time respect the principle that pay increases must be in

line with what can be afforded, as currently reflected in cash limits.

Future developments

19. It is the policy to seek greater flexibility in the Whitley agreements,
which will give health authorities rather more opportunity to match gradings

to their particular needs. It is also desired to simplify the range of




different salary scales that have been generated by the 20 or s0 negotiating
groups by moving towards a smaller number of common scales or 'spines'.

0f major importance is the commitment by Ministers to develop machinery

for determining nurses' pay which will avoid the need for occasional ad hoc

inquiries such as those undertaken by the Halsbury and Clegg Committees.

The inquiry into Civil Service pay

20. The recommendations of the inquiry are likely to have important
implications for the NHS, since the principles thought appropriate for
determining the pay of the Civil Service can be expected to be relevant

to the NHS. Any help the committee can give with the basic dilemma
referred to in paragraph 18 above, which affects equally the Civil Service

and the KNHS, will be of particular significance.

21. More specifically, there will be implications for those NHS negotiations
that are based on pay links between NHS and Civil Service grades. Hitherto
the rationale of pay determination in both the Civil Service and the NHS

hes been comparison of responsibilities with no specific account taken of
market factors. If in the future Civil Service pay tcok account of merket
factors specific to the Civil Service it would not on the face of it be
justifiable to link NHS staff to those salaries unless it was possible to
adjust these to take account of the relevant NHS market factors. VWhether

or not this was feasible would depend on the mechanism adopted for pay
determination in the Civil Service. The secretariat to the Management Sides
of the NHS Whitley Councils has hitherto had no need to provide a data-
gathering service such as that previously provided by the Civil Service

Pey Research Unit, nor has it had need for access to the wide range of

data ccllected by that unit. It has sufficed for the examination of jobs

by the NHS secretariat to be limited to jobs in the NHS and in the

Civil Service; the pricing of NHS jobs has awaited the conclusion of the
linked Civil Service negotiations. Thus the NHS process has been relatively
simple and economical and has avoided any duplication of the work of the
Civil Service Pay Research Unit. The advantages of such an arrangement

are clear.

22. In short, the kind of solution which would be valuable to the NHS

might be an improved system of pay determination for the Civil Service which
vas based on principles capable of being applied to the NHS and which




provided a rational system of pay determination capable of both allowing
an appropriate role to pay comparisons and recognising the relevance of
market factors and "affordability" as reflected in cash limits. Within

that, it would be helpful from a purely practical point of view if, as

has been the case in the past, the Civil Service arrangements allowed a

substantial degree of '"read across" into the NHS, with the minimum amount

of modification and additional in-put.




LIST OF ABBREVIATIONS USED IN THE APPENDICES

ACB
AHRCO
ANA
pivel]
ASTHMS
COHSE
CSEU
EETPU
FTATU
GHWU
HPA
HVA
MATSA
NALGO
NUPE
RCH
RCN
SANA
SHVA
STAMP

TGWU
UCATT

Association of Chemical Biochemists

Association of Hoepital and Residential Care Officers
Association of Nurse Administrators

Association of Supervisors of Midwives

Association of Supervisory, Technical and Manageris). Staff
Confederation of Health Service Employees

Confederation of Shipbuilding and Engineering Unions
Electrical, Electronic, Telecommunication and Plumbing Unicn
Furniture, Timber and Allied Trades Union

General and Municipal Workers Union

Hoepital Physicists Association

Health Visitors Association

Managerial, Administrative, Technical and Supervisory Association
National Association of Local Government Officers

National Union of Public Employces

Royal College of Midwives

Royal College of Nursing

Scottish Association of Nurse Administrators

Scottish Health Visitors Associztion -

Supervisory, Technical, Administrative, Managerial and
Professional Section of UCATT

Transport and General VWorkers Union

Union of Construction, Allied Trades and Technicians




APPENDIX

NEGOTIATING
GROUP

NORMAL
DATE OF
SETTLEMENT

LINKS/REPERCUSSIONS

NEGOTIATING BODY
AND TRADE UNION
INVOLVED

GENERAL BACXGROLTD

INFORMATION

NHS Administrative,
Clerical and Secretarial
Grades, including Top
Designated Grades
(provisional figure)
(121,000)

Notes.

(a)

(b)
widened in 1981.

Regional Health Author-
ity Works Staff - Chief
Officers (70)

Biochemist, Physicists
and Clinical
Psychologists (3,000)

1 April
(1 July (for-

mer LA Staff ..

on protected”
scales)

The above and the following links with the civi
This was because the NHS coul
for staff savings within cash limits such a
percentage of the cash limit.
the link which they wish to restore

1 April

Link with Civil Service
clerical and executive

with further ‘links at
the top with AS/US

)
)
)
)
)
)

The Whitley Counci

The 5 key points are the CS Under-Secretary, Frincipal, SEO, HEO and CO maxima.
to allow for the superannuation contributions paid by NHS staff.

2s or when funds allow.

Referehce to Administra-
tive and Clerical RHA
Treasurers

(A relationship with
other Chief Officers
in RHAs)

Tight links with Scien-
tific Civil Service

1 service could not be maintai

d not match the CS increases since there was no room
reases over the

es not affect the validity of

s the CS had been able to find to of
1 consider that this do

Adninistrative and
Clerical Staffs Whit-

ley Council

FALGO, COHSE, NUFE,

TGWU, MATSA, GMWU

Committee F of PTB.

STAMP, NALGO, NUFE,
COHSE, ASTMS

Committee A of PTA,
cnly bedies involved
in negotiations are
ACB, ASTIMS, NALGO, HPA

fer inc

des staff
ferred from
Aunthorities

All links were adjustet

ned in 1980 and the gap
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ENDIX 1 (continued)

. .

NORM &L DATE

MENT

LINYS/REPERCUSSIONS

NEGOTIATING BODY
ARD TRADE UNION
INVOLVED

GENERAL BACKGROU:
INFORMATICON

Hospital Opticians
(140)

The "tight links"

Firm links with Hosnltal
Physicists, Biochemists
Clinical sychologists

and

inks with Hospital
Physicists, Biochemists
and Clinical Psycholo-
gists

are with the SPSO, PSO, SSO and SO grades.

Committee A Pharma-
ceuvutvical Whitley
Council, ASTNMS,
COHSE

Committee A and B of
Optical Whitley
Council, Optical
Professional

Bodies, ASTMS

Hospital Fharmacists and H03p1tal Opticians do not have 2 direct link with the CS scales but are linked

to the NHS Scientists

Sc*entlflc Offlcers
(16,000)

MLSO negotiations affect a

Area and District Works
Staff (3%,900)

1hpril.

-

further 14,000

1 April
except for
Building Sup-
ervisors and
Works assis- |
tants (1 July)

Tight links with Scienti-
fic Civil Service
General influence on other
technician groups.

staff in other techr

Reference to Civil Service
Professional and Technol-
Ogy category

Committee A of PIB,

ASTMS, COHSE, NALGO,
NUPE

ian groups.

Committee D of PTB,

STAMP, ASTMS, NALGO
COA,J.SM 5 I\‘ U-P.l_l
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A\PPENDIX 1 (continued)

NORMAL DATE NEGOTIATING BODY
NEGOTIATING OF e N o AND TRADE UNION
GROUP SETTLEMENT LINKS/REFERCUSSIONS INVOLVED

GENERAL BACKGROUN
INFORMATION

Regional Health Author- 1 July Reference to Civil Service Conmittee F of PTB,
ity Works Staff - Professional & Technology STAMP. NALGO. NUPE
r » ™ A4dl y Linlsa By i 9

Officers (2,430) Group COHSE, ASTNMS

The Area Works Officer has
2 link with the Area Trea-
surer . For the
other Works staff, in 1979
existing relativities with
CS PPTO and PTO 1-1V grades
were confirmed,subject to
job evaluation. This has
now taken place but imple-
mentation has been impeded
by cash limits.




APPENDIX 2 .

NORMAL DATE NEGOTIATING BODY GENERAL BACKGROU
NEGOTIATING OF LINKS/REPERCUSSIONS AND TRADE UNION ﬁm%wﬁo:\?w
GROUP SETTLEMENT INVOLVED =

NHS Ancillary Workers 13 December Link with Local Authority Ancillary Staffs Whit-
(211,000) - wholetime Manual workers ley Council, NUPE,
equivalents Revercussions on Dark Room GMWU, TGWU, COHSE

' and Post-Mortem
Room Technicians

The link has been traditional since 1948: it is not with actual pay but with the increases in the basic rates.
The group, together with IA Manuals, was referred to the Clegg Commission in 1979; the Commission recommended
the same basic rates for the three lowest-paid grades in both groups. This was maintained in 1980 and again
in 1981, in the latter year by extending the settlement period to some 154 months.

NHS Maintenance Workers 1 January Links with Electrical No formal Whitley neg- Negotiate for
Electricians, Engin- : Contracting Industry oting body. Negotia- semi~skilled
eering Craftsmen and _ tions direct between engineering
Plumbers crait unions and grades only.
£13,000) Department + KNHS

: managenent
EETPU, CSEU, NUPE*
COHSE*,TGWU*, GMWU*
NHS Maintenance Workers 1 Januvary Repercussions from No formal Whitley
Building Operatives Building Craftsmen negotiations. Direct
(9,600 Trade Unions and with negotiations between
other lMaintenance Workers Health Departments,
+ NHS management.
UCATT, TGWU, GMWU,
FTATU

These links which were confirmed by an independent inguiry in 1973 have been maintained up to and including
the 1931 settlement.
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GENERAL BACKGROUNI

OF LINKS/REPERCUSSIONS AND TRADE MNIGH (i Fetoas saasnoniin
SETTLEMENT - INVOLVED =

. NORMAI TE | NEGOTIATING BODY
IEGOTMTL}{G ? 1A L DA i \ UOI__ 2 \C DVU L
GROUP NFPORMADICH

d Midwives (NHS)! 1 April Repercus:
(All staff incl{sions S
alent (420,000) | Nursery Staff) |Medici
on nursing s ' 4SM, COHSE,
Civil Service, - SANA, SHVA
cial Hospitals (DH
jand the private

VOTES: The largest staff group of the NHS, accounting for about. 42% of the total staff bill.

There are no single analogues for nurses; the guestion of their pay was referred in 1974
to the Halsbury Committee and in 1979 to the Clege Commission.

In Auzust 198C, in a2 letter to both Sides of the Whitley Council the Minister of State, Health proposed
that discussions be started to try to find an improved method of determining nurses' pay, but with no

commitment to a date for implementation. A recent Staff Side response is under consideration in the
Vhitley Council.
!

Frofessions Supplenen- 1 April Repercussions on Dental | PT4 Full Council

tary to lMedicine (ex- Auxiliaries (DHSS 20).

cluding Medical Laboratory ink with nurses auxil-

Scientific Officers, iary grade and PSM

Speech Therapists and ; helper grade.
(DHESS &g

NCTE: PSMs are in a similar position to Nurses and, like them, were referred to the Clegg Commission in 1979.
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NEGOTIATING
GROUP

NORMAL DATE
OF
SETTLEMENT

LINKS/REPERCUSSIONS

NEGOTIATING BODY
AND TRADE UNION
INVCLVED

GENERAL BACKGRCUNI

INFORMATION

Ambulancemen (as
from 1 April 1974)
(17,000)

1 January

Previously part of Local
Authority Manual Workers
gToup

Influence Ambulance
Officers

Ambulancemen (and of-
ficers) were referred to
the Clegg Commission in
1979.
The Whitley Councils con-
cerned have now agreed to
a further review of their
pay and conditions of
service.

There are no links.

Ambulancemen's
Whitley Council,

. mop— ATy rem Y
.L\.T'I’\'U, GAJ\'I'U-,




'l}xulﬁn[)' Chambers, Parliament Sireet, SWIP 3AG
01-233 3000

2| January 1982

Michael Scholar Esq.
10 Downing Street
LONDON

SW1

Desv M i fane X,

MEGAW INQUIRY: EVIDENCE BY THE GOVERNMENT ACTUARY

I enclose two memoranda prepared by the Government Actuary
for submission to the Megaw Inquiry. The first responds to
a specific request from the Inquiry. The second volunteers
information about the recruitment and retention experience
of the Government Actuary's Department in a specialised
labour market.

The Chancellor is content for the memoranda to be submitted
on the understanding that the Government Actuary makes clear
that they represent his own professional views and not
necessarily those of the Government. Unless the Prime
Minister or other colleagues have any objections we will
advise the Government Actuary to proceed on that basis.

Copies of this letter go to Jim Buckley, David Omand, Don
Brereton, Richard Dykes, Jim Nursaw, Mrs C M Duncan and
David Wright.

st O

b

P.S. JENKINS
Private Secretary




Memorandum to the Megaw Inquiry

COMMITTEE OF INQUIRY INTO PAY ARRANGEMENTS FOR THE NON-INDUSTRIAL CIVIL SERVICE.
ASSESSMENT OF COMPARATIVE PENSION VALUES

Evidence by the Govermment Actuary's Department.

The annexes attached to this note cover points upon which the Inquiry
requested evidence from GAD, about the way in which pensions were dealt

with under the old pay research procedures. The relevance of these

matters for the future will depend on the nature of any new pay arrangements,
in which pensions must presumably be allowed for in some manner-or other,

and also on what action is taken following government consideration on

the Scott Report. The annexes are as follows:

Annex Role of the Govermment Actuary
Annex Developments since the Scott Report

Annex Deductions from pensions to take account of state scheme
benefits

Adjustments to pay in respect of pension benefits for
different levels of the Civil Service

Transferability

p

-

E A Johnston
Govermment Actuary's Department

4 January 1982




ANNEX A
J“-Es MENT OF COMPARATIVE PENSION VALUES

ROLE OF THE GOVERNMENT ACTUARY

Note by the Government Actuary

1 If prospective pension rights are to be taken into account in fixinglpay
levels, or if it needs to be demonstrated that they have been, the value of
those rights must be actuarially assessed. This note considers whﬁt arrange-
ments might be made for doing this, on the premise that comparisons of some

sort are being made between the Civil Service and other employments.

The Scott Committee's view was:

We believe that the Government Actuary goes about his tasks in an
entirely proper way .... we see no reason to take the task of
assessing differences in 'pension benefits away from the care of
the Government Actuary; indeed the calculations require
specialised knowledge which is not available to other actuaries.
It is however important that there should be some suitable means
of independent scrutiny. ‘

«+.. we suggest that the scrutiny of comparability exercises

should include pension aspects.

3 Under the Priestley system, the pension adjustments were, in principle, a
matter for negotiation, but in practice they were put "into commission". The
1974 Pay Agreement gave the Government Actuary a joint remit from the Officizl
and Staff Sides to establish a figure which both Sides bound themselves to
accept. The need to negotiate a highly technical matter was thus avoided,

bui by the same token neither side could impose theigy%iews on eg the actuarial
assumptions, as it would have been professionally improper for me to accept
directions from one only of the two parties who jointly instructed me. Because
the remit was joint, and because of the highly charged politiéal atmosphere
surrounding the subject, i had to be careful to use bases and methods generally

accepted in the profession but nevertheless which I thought proper, and to take




account only of those factors appropriate to an actuariel assessment. The
arrangement cannot offer scope for the Government to give effect to any

views it might hold going beyond this.

- If the comparisons of which the pension assessment is part are to be

as closely integrated with negotiations in future as they were in the-past,

it is hard to see any alternative to this arrangement. It would be trouble-
some to bring such a technical matter into the negotiations, which might then

have to involve actuaries on both sides.

= The former a:réngement placed much responsibility on the actuary and
will only work if both Sides and the public have confidence in his assess-
ments. Nowadays, professionals do not automatically command public respect;
disclosure is required, and it is not unreasonable for the public to expect
independent scrutiny, which will be discussed later in this note. This is

in line with Scott's conclusions (para 134) with which I agree.

6 If comparisons are to continue, even if less central to pay negotiations
than before, the arrangements for assessing pension values must obviously fit
}

into whatever arrangements are set up for making the comparisons. These

however would have to include some arrangement for disclosure of the actuarial

work, and probably for some form of independent scrutiny or oversight.

7 The following points need to be taken into account in considering what

arrangements should be set up:

(i)  Although the actuarial methods used are highly technical
and involve long-term assumptions, the basic issues involved

both in the interpretation of the terms of reference and in the
choice of assumptions are in no way beyond the grasp of laymen.
Indeed it is quite usual for actuaries to report to lay boards

or- committees on matters of considerzble professional complexity.




(ii) The terms of reference, which determine just which
considerations are to be tzken into account by the actuary,
arise from the pey comparisons and should be considered

together with then.

(iii) We have to face the fact that there could be imponderables

which should be acknowledged in some way in the comperisons.

I suggest, though, that these can only be considered in relation
to the terms of service as 2 whole, because the individuel cannot
choose his pension scheme, he can onlﬁ choose a job which will
carry a pension scheme as one of its conditions. Motives for

entering or leaving jobs are rarely simple, and cannot safely be

fragmented into those reiat.q to pensions and those which are not.

(iv) There are other points where consistency in all the elements
of a comparison, pay and penmsions, is important, as has been
mentioned in other evidence from GAD. Under the old system there
was no independent oversight of this consistency with regard to the
Civil Service, although it exists automstically in comparisons con-
ducted by the Review Bodies and those made by the former Clegg

Commission. Scott (para 136) favoured unified scrutiny.

8 It seems inevitable that any future assessments should be made by the
Government Actuary's Department, as we have the necessary knowledge of the
™illic service schemes, and experie;ce of doing the work for a variety of
clients. The questions are what terms of reference are given to the actuary,

how his results are used, and what forms disclosure and oversight take. This

leads me to suggest the following conclusions.

S If some independent bocdy is estzdlished to make comparisons, I should
repert directly to that bocdy and I would expect to have to satisfy it as

to our approach to the cuestion, as well as on the assumpiions and methods.




.a%s case there would appear to be no further need for oversight of the
11 work, but there should be disclosure by publication of actuariszl
venorts as at present, hopefully leading to professionzl discussion as is

now getting under way.

10 If, however, anything like the oléd system is to be recreated, which

requires me to report diréctly to negotiaters, there must be some inde-
pendent oversight.‘ It is hard to see, though, how this could be carried
out other than by a body which oversaw the whole breadth of the comparison
process, including the actuarizl work, and counld look a2t the use made of
our figures. It does not appear practicable for the two Sides to the
negotiations to perform any independent supervisory function. Under the
old system, there existed a Board, the Pzy Research Unit Board, which
scrutinised the collection of data for the Civil Service comparzbility
exercise, and the reporting of it to the negotiators. However, PRUB's
remit did not extend to the calculation of True Money Rates from this data,
wﬁich was regarded as interpretation and performed by the negotiating
parties. The pension assessments were zlso considered to be interpretation
and as such excluded from PRUB's purview. Unless these various elements
are brought together under one roof, I do not think there can be effective
supervision of the pension assessment. But unless the public can be
brought to have some reasonable confidence in these procedures the con-

ditions under which professional work cen be done properly would not exist,

which implies that a professional should not do it.

11 Any Board or scrutiny body would be a lay body, not composed of actuaries,
but it could usefully include someone with an actuarizl background (as PRUB dicd
recently). Such 2z person, who might be the chief executive of a2 mejor insurance .
company, would also bring other knowledge and skills relevant to the comparison

exercise as & whole.




12 Whatever role the Government Actuary is to play in the future, it will

obviously be limited in some way, and it is essential that the public should

understand this. In the past, apart from the PRUB Report and mine, little
was published about the Civil Service pay system, and there seemed to be no
active publicity. The public clearly found it obscure and did not under-
stand the limited extent of my role. 1In any future system, fuller and better
publicity about the pay arrangements in genersl is essential if professional
work of any sort is to be done. It is not professionzlly proper for me to
meke an assessment in circumstances such that the public are bound to mis-
understand its scope. But the steps needed to ensure & betier understanding
cannot be taken by me because the assessments are so deeply embedded in the
comparability arrangements. If professional assessments are needed in future,
the arrangements must be more satisfactory than before, and better presented to

the public.

25 November 1981




ANNEX B

A' JENT OF COMPARATIVE PENSION VALUES
DEVELOPMENTS SINCE TEE SCOTT REPORT

Note by the Government Actuary

1

The Scott Report reached three conclusions concerning the assessment of

the Deduction incorporated in Civil Service pay scales to allow for the com-

parison between Civil Service pensions and those attaching to analogue

employments.

Role of the Government Actuary

3

They concluded :

We believe that the Governmment Actuary goes about his tasks in
an entirely proper way .... We See no reason to take the task
of assessing differences in pension benefits away from the care
of the Governmment Actuery; indeed the calculations require
specialised knowledge which is not available to other actuaries.
Tt is however important that there should be some suitable means

of independent scrutiny.

.... we suggest that the scrutiny of comparability exercises

should include pension aspects.

These aspects are discussed in a separate note, entitled "Role of

Government Actuary'.

Assumptions

1}

The Committee suggested a range of deductions which ''we regard as

consistent with the nature of the public sector guarantee and the more

prospects for the economy“;

reasonably

likely

The optimistic end of the range assumed a real

return (which they regarded as the key assumption) of 3 per cent per annum,

coupled with inflation rather lower and a degree of protection against inflation

for the snzlogue schemes somewhat higher than I assumed early in 1980.

The




pessimistic end assumed a real return of zero, with the two other assumptions
somewhat less favourable than I used in 1980. It appears that the other
assumptions incorporated in my calculations, some of which are of considerable

importance, were not varied.

5 At the time Scott reported, it was not known how the market viewed the
prospects for real returns. Since then, this has been put to the test by
the Government issue of indexed gilts. It turned out that the market was
unwilling to buy them at a guaranteed real return below 2 per cent, and they
are now standing neerer 3 per cent., This is not a sure indication as the
market in them is rather narrow but it can be said to indicate that in the
view of pension fund investment managers we should look at the optimistic
rather than the pessimistic end of the Scott spectrum. One coukd not now

justify using assumptions at the pessimistic end.

Professional discussions

6 The Scott Committee supported my suggestion that greater use should be
made of the actuarial bodies as a forum for discussion of the problems
involved. They added that economic and commercial opinion should be

involved also.

7 I have always felt that the actuarial institutions provide the correct
fora for discussing these questions, but the heated political controversy

made it impossible to use them. Now that the Scott Report has put the

profession where it should have started from several years ago, it has been

possible to commence these discussions, and a Sessional Meeting was held at
the Institute of Actuaries on Monday 26 October 1981. The papers before
the meeting were the Scott Report, and a memorandum by myself incorporating
some of the evidence which we had given that Committee. The following

paragraphs deal with the points that were raised in the discussion.




8 A most important question was whether the pension deduction from salary
should relate to the cost to an employer of providing the pension, or to the
value to the individual of the pension provided. The GAD assessments havé
elways been on a cost basis, as we have understood that this basis would fit
into the way that the overall comparisons are made. It seems reasonable to
use cost not velue because the individual cannot choose his pension scheme;
he has to take the job with all its terms of service together, or not at all.
If an employer decides to instal a less good scheme, it is the saving in cost
not in value which is released, and which could if desired be used to pay
additional salaries. No conclusion was resched on this question; <he
concept of value is clearly considered important, especially in the context

of the index link, but the argument for cost survived the evening.

9 The point given most time in discussion was uncertainty. - The Scott
Committee had commissioned work from Professor Brealey and Dr Hodges of the
London Graduate School of Business Studies. On the whole, the B & H'paper
was not found acceptable, both because of criticism of the technical methods

underlying it, and because it did not identify and seek to measure the

uncertainty which actually exists. The GAD assessments allowed for

uncertainty, but in a rather different way. We will have to give further

consideration to this point, but I do not envisage wholesale adoption of the

B & H method.

10 There was also some discussion about technical methods, which did not
give any clear indication of the direction we should move in. I suspect

that there will be further discussion of these.

11 There was enough mention of the assumptions to show that there will

never be unanimity on them, but mine was generally thought not unreasonable.




ﬂ! One of the most difficult points raised was retrospection. However

right the assumptions underlying an assessment may appear at the time, it
is all too likely that events will turn out differently. A case may be
made for some retrospective revision of the pay adjustments, but any
attempt to do so raises very complex problems. It would raise problems
of equity, too, because the system taken as a whole has the effect of
charging civil servants with amounts which in the private sector would

normally be charged to employers, not to employees.

13 The discussion was hampered by lack of information about the general
basis of the pay comparisons and the principles underlying the TMRs.
This particularly affected the question of transferability and the treat-

ment of early leavers.

14 This subject will never be free from controversy, but we do seem to
have got professional discussions under way at last. I am seeking to
stimilate further meetings or discussions, which can only improve our

methods, and should lead to greater acceptance of them.

25 November 1981




Annex C

ASSESSMENT OF COMPARATIVE PENSION VALUES

Deductions from pensions to take account of State Scheme benefits

19 This note summarises the extent to which employers outside the Civil Service
make deductions from pensions to take account of State Scheme benefits. It makes
clear that full account was taken of these deductions in the pension comparisons

carried out for Civil Service Pay Research.

The Generality of Pension Schemes

2. The Sixth Survey by the Government Actuary of Occupational Pension Schemes
1979 shows that nearly half of members of private sector superannuation schemes
had adjustments to pension for National Insurance benefits. A copy of Table 8.6
of that survey giving more detailed information is appended. Such reductions in

the public sector are usually fairly small.

Analogue Pension Schemes

oS For the 1980 Civil Service Pay Research exercise the superannuation arrange-
ments of 600 analogue employments were examined. Of these employments, 569 had
superannuation schemes giving pension benefits related to salary at, or shortly
before, retirement. Of these 569 'final—salary' schemes, nearly one-half offset

benefits by an amount linkecd to National Insurance basic pensions. About two-thirds

of these offsets were by way of a2 disregard of part of the salary and the rest by a

direct reduction from pension. About one-eighth of the 'final-salary' schemes were
not contracted-out of the upper tier State pension. Rather less than half of these

had benefits modified to allow for this pension.

L, A copy of paragraph 5 of Appendix 4_to the Report by the Government Actuary
on 'The 1980 Review of the Adjustment for Differences in Superannuation Benefits'
is appended. This summarises the information on reductions in analogue pension

benefits in respect of State pensions.




Allowance made in Pay Comparison

e For pay comparison purposes it is correct tofconsider the schemes attaching

"

to whatever jobs are chosen as analogues rather than the generality of schemes.
On the actuarial assumptions adopted for the 1980 Review the average value of
analogue superannuation benefits was reduced by 1 per cent of sdlary in respect

of deductions from pensions to take account of State Scheme benefits. This was .

fully allowed for in the calculations for the adjustment to pay.

Government Actuary's Department

25 November 1981

Table 8,6 Numbers of private sector members according 1o adjustment to the pension
for national insurance
thousands

Not
Adjustment Contracted-out contracted-out

None 2,320 800
Related to basic state S

pension 2,080 200
Related to earnings-related

state pension - 180
Flat sum - 400 100

Totals : 1,280




Modification on account of National Insurance benefit and contracting-out

Basic State pension

TADLE 5

Percentage of schemes
Type of modification 1980 1979

WO - il e - et Al PR S gt 3644

Reduction of salary for pension purposes:
(i) by flatamount ... 62 4.8
(ii) by amount linked to level of State pension .
State lower earnings limit we 330 =273
Reduction of pension directly:
(iii) by flat amount per year of service 14 13:6
(iv) by amount linked to level of State pension L e 17-9

Average amounts of modifications:
(i) fatreduction of salary ... =£445 (£442in 1979)
(i) salary reduction linked to State pension... =115 per cent of single
' person’s State pension

(122 per cent in 1979)

(iii) flat pension reduction per year of service =£1.70 per annum
(£2-12in1979)

+ (iv) pension reduction linked to State scheme =196 per cent of single

person’s State pension

rer year of service

(1.50 per cent in 1979)

Ubpper-tier State pension

Percentage of schemes
1980 1979
Contracted-out ... . 4. o B8O 90-9

Not contracted-out ... s 5 e e 9.1

of which:
modified by State scheme Additional Com-
ponent ... .., S s 12%  423%
modified in anotherway ... 6% IR
not modified .., 3 62%  20%




ANNEX D

ASSESSMENT OF COMPARATIVE PENSION VALUES

Adjustments to pay in respect of pension benefits
for different levels of the Civil Service

le In recent Civil Service Pay Research exercises the Government Actuary's
Department (GAD) have assessed a single adjustment to pay for différences in
superannuation benefits (called the Deduction). This note explains the difficul-
ties involved in assessing the extent to which a single Deduction leads to larger
or smaller adjustments than would be justified by comparisons covering separate

groups of staff in the Civil Service.

2e Variations in the Deduction would arise from two sources. First the average
quality of the analogue pension schemes would vary from group to group. Secondly
the actuarial assumptions used for each comparison would, in general, be different

from those adopted for the assessment of the single DReduction.

Paz Groups

8 For pay comparisons the Non-Industrial Civil Service was divided into several
Ray Groups, for example Scientists, Messengers. The calculations by GAD for the
assessment of the Deduction were carried out separately for each Bay Group as a
first stage. The results were then averaged. However these preliminary calcula-
tions used the same actuarial assumptions,considered appropriate for the

Non-Industrial Civil Service as a whole,for each Pay Group.

L, If the required assessment had as its aim a separate Deduction for each Bay

Group, actuarial assumptions appropriate to each Bay Group would have been needed.
The significant assumptions which would need to vary between Pay Groups would be
starting salaries, career increases in salary, and rates of withdrawal. Statistics
upon which to base such assumptions are not readily available at present. Even if
such statistics were available the work required to calculate separate Deductions

for each Pay Group would be .considerable.




Prior to 1974, however, assessments were made for individual Bay Grour

Tt was intended that these assessments were to be made triennially in rotation .\

but periods of Government pay controls almost invariably interrupted each cycle.

Graces

6. To assess Deductions for each grade, new methods would be needed, because
the existing method looks at the value of benefits over a whole career. Any
method, however, must look at the career subsequent to the assessment, because
pensions are based on final pay. The rationale of using Pay Groups rather than
grades would be that the groups bring together careers which are not too
heterogeneous. The work necessary to make assessments for each grade would be
enormous.

s The full Pay Research Unit report on each analogue employment statéa which
grades were covered in the comparison. Only the paragraph on the pension
arrangements was provided to GAD. It is thus not possible for GAD to make a
correlation between the value of analogue pension schemes, on the actuarial

basis of assessment used,and the grades covered in the comparisons.

8. The different salaries, future prospects, and rates of withdrawal for members
of each grade would greatly in;luence the amount of the Reduction for each grade.
It is not possible to estimate the variability of Deductions by grade introduced
by these considerations.

Conclusion

9. GAD can assess the variation in the Deductions between Bay Groups introduced
by the differing quality of the average analggue pension benefitg for each Pay
Croup. This could also be.done for grades if information on the grades covered

by each compariéon were made available. However there are severe practical
difficulties in making assessments which allow properly for variables such as

salaries, career salary increases and rates of withdrawal of the staff in each

Pay Group or grade.

Covernment Actuary's Department
25 November 1981
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.1 the actuarial assumptions adopted for the review. It can therefore be aguaed

that, for consistency, the net cost to the PGSPS of receiving transfer payments
should be allowed for. For each case this is the value of the benefits credited
on the actuarial assumptions referred to above less the amount of the tfansfer
payment. This could be significant where the transfer is from another Club scheme
and the transferee is gaining a salary increase by moving. Howeve} as only 1 per
cent of entrants to the Civil Service bring transfer payments and not all of these
would be from Club schemes the effect on the average value of PCSPS benefits would

be negligible.

Analogue Schemes

6. The withdrawal rates adopted for the evaluation of pension schemes attaching
to analogue employments ('analogue schemes') were those used for the PCSPS. This
is in accordance with the general approach used for Civil Service Pay Research
exercises by the Government Actuary's Department. This is that the vaiue to a
civil servant of the benefits of his pension scheme is compared with the value

of the benefits of an analogue scheme to that same civil servant, assuming that he
retains the Civil Service career profile etc. Ve understand that this corresponds
with the way pay and other fringe benefits are valued when the True Money Rate is
calculated. This cgntrasts with an alternative assessment which would set the
value of the analogue scheme benefits against the value of the PCSPS benefits to

a person in the analogue job,with the career profile etc. appropriate to that job.
It may be added that, in practice, the alternative comparison could not t= made
without collecting data about career profiles, rates of termination etc. in the
analogue employments. It is most unlikely that such data could be made available,

and there would be severe practical problems in processing it,if it were.

7 In the private sector most schemes provide for payment and receipt of transfer
values. However in the majority of cases the amount of the transfer payment is the

value of the alternative withdrawal benefits as assessed by the scheme's actuary.




ANNEX E
ASSESSMENT OF COMPARATIVE PENSION VALUES

e This note compares the arrangements for transfer of pension rights available
to civil servants with those available to others. It explains how the differences
in the arrangements were allowed for in the 1980 Civil Service Pay Research

exercise.

Civil Service Scheme

2. Civil servants who move to another pension scheme have the option of transfer-
ring the value of their pension rights from the Principal Civil Service Pension
Scheme (PCSPS) to the new scheme if the latter is prepared to accept the whole
liability. The PCSPS belongs to the Public Sector Transfer Club (the 'Club').

In general, a civil servant who transfers to another Club scheme will receive

the same number of years service in the new scheme if the benefits are similar.

=ie In the year ending 31 March 1979, the latest for which statistics are avail-

able, about 8 per cent of males and 4% per cent of females who left the Civil

Service other than by death or retirement took transfer payments to other schemes.
Information is not available on what proportion of the receiving schemes were

members of the Club.

4. For valuing PCSPS benefits as a percentage of salary over an average career
in the 1980 review, separate rates of withdrawal (a) with transfer payments and
(b) with alternative benefits were assumed. Both sets of rates were chosen to

be close to those experienced by the scheme. For those assumed to take transfer

payments the benefit valued was the amount of the payment.

D The amount of a transfer payment from the PCSPS to another scheme is not

necessarily the same as the value of the benefits credited ' in the new scheme




In the 1980 review transfer payments from private sector schemes were therefore
assumed to be equal in value to the alternative benefits, except in the case of

public service analogues where the treatment was the same as for the PCSPS.

Summary
8. In general the transfer arrangements for civil servants are superior to

those in the private sector. However, this superiority was allowed for in the

1980 Civil Service Pay Research exercise.

Government Actuary's Department

25 November 1987




COMMITTEE OF INQUIR? INTO PAY ARRANGEMENTS FOR THE NON-INDUSTRIAL CIVIL SERVICE.

Evidence by the Government Actuary's Departmenton t actuary class. . :
1. The Committee's attention hés been drawn by other depariments to the difficulties

experienced in recruiting and retaining staff in certain specialist disciplines.
The object of this memorandum is to inform the Committee that similar difficulties

are experienced in the Government Actuary's Department.

2. The Factual Memorandum on the Main Groups and Classes showed that at 1 April 1981
there were 33 members of the Actuaries Class in grades ranging from Principal Actuary
to Actuarial Officer. Of these, 32 were employed in the Government Actuary's

Department and one in the Board of Inland Revenue.

3 For many years, there have been seriou hortages of professicnel staff because
of resignations and the difficulty experienced in recruiting qualified actuaries.

Tn order to maintain the work of the Department it has been necessary to £111
permanent posts with casual staff and period appointees. Normally we lose a certain
proportion of younger actuaries, but in the last 2% years this has worsened and we
have lost 8 people, approximately one-quarter of our professional staff, and are now
almost denuded of young professionals. Although the numbers have been nearly made
up with new trainees it will be some years before these can replace the leavers in
any meaningful way. It is not apparent from the Factual Materiasl on the Main Groups
and Classes how serious the situation is. For example, the table in the paragraph
on the Recruitment Position suggests that in the last two years all vacancies have
been filled. Tn 1980 only one Assistant Actuary was sought, not because there was
only one vacancy but because experience suggested that it would not be possible to
recruit more. After the table was compiled the Assistant Actuary shown as Appointed
declined appointment as did all the other successful candidates. In the 1981
Actuarial Officer competition one of the two "Appointed" candidates has recently
changed his mind and turned down the offer of appointment. Despite the use of

period appointments and part-time staff there are currently L4 vacancies among the

orofessional staff.

L, No pay research exercise specifically for actuarial grades has been carried
out since 1961 and rates of pay have been linked to those of grades in the
Administration group. This is a convenient way of dealing with the pay of a small
number of staff but it is unlikely to produce pay scales which reflect market rates
for professional staff. Those leaving do not appear to get large immediate pay

rises, although better prospects are usually in view. The speed of getting the

orospects is often a consideration. The index linked pension appears to have




little or no holding power for the under 35's. Other fringe benefits

fiables can be crucizal. taff mortgages (common in our field) can be ..
especially at a time of mortgage scarcity. A step up the car marketi can be tempt...
Location is an important factor to which our competitors pay great attention - the
London Weighting is quite inadequate to retain someone who doesn't want to bring up
a family in Greater London. Morale and other attitudes are also im?ortant factors
with long-lasting effects. As actuaries differ from other civil servants only in

having an easily marketable skill, these suggestions may apply generally.

Se It is perhaps inevitable in a large organisation such as the Civil Service that

there should be rigid rules about recruitment and pay but these can cause difficul-
ties in managing smell groups of professionzal staff. There have been occasions when
the Department has found itself at a disadvantage compared with outside employers
because of the lack of flexibility. Potential recruits have been lost because we
cannot offer them a post guickly - instead they have had to wait until a competition
can be mounted. Most of those who were declared successful in competitions but who
declined appointment did so because they were offered an increase in pay by their
employers. It is not possible for GAD to do this when staff indicate that they are
considering resigning, even when there is a serious shortage in the grade. The
impression is given that firms taking on leavers have pitched their offer at the
level needed to attract someone they want. We would be more successful if we were
able to manage recruitment and selection as our competitors are free to. The
combined effect of manpower limits and these rigid procedures is that more often

than not we have fewer staff than budgeted for, yet the limits do not incorporate

a margin. Ppay rates for actuaries have not been discussed in this note because the
problems are glmliar to those met by other pro%3351onaf groups, about wh?ch the

Inquiry has been informed. ; -




Q 6. Two conclusions may be drawn. One is that greater flexibility in the rules

about recruitment, pay etc. is needed; the system does not stand up to a
competitive labour market, nor does it cope easily with a variety of groups

whose market circumstances differ.

“he The other conclusion is that fringe benefits need to he looked at
dispassionately in any pay comparison studies. The relative importance in the
market place of the various benefits, as experienced in GAD, is quite different
from the politically inspired comments which have been heard. Other benefits

seem to carry as much or greater market weight as index linked pensions. \

/ —

MmST (L) suggers
desatsomn

Government Actuary's Department

25 November 1981
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EVIDENCE TO MEGAW ON CASH LIMITS

The Treasury paper on the operation of the cash limits system is
clear and uncontroversial. In particular, paragraph 23 - which
explains that the setting of cash limits in advance creates
administrative difficulties rather than policy problems - is
helpful.

But the Inquiry's own record of their discussion with the
Chancellor shows (paragraph 25(f)) that the Chancellor told them
that the pre-determined cash limit '"was intended to be a real
constraint". So the Inquiry may not be totally comvimced by the

written evidence.

I do not normally suggest that the Prime Minister troubles
herself with the Megaw evidence. But these papers are of more

interest than most, and she may wish to glance at them,

”

J. VEREKER
20 January 1982
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EVIDENCE TO MEGAW ON CASH LIMITS

The Megaw Inquiry have asked for a factual paper "describing
the philosophy and mechanics of the cash limit system,

" e . .
and the current arrangements for reconciling it with pay
negotiating systems”.

The attached draft seeks to meet this premit. It is intended
to be low-key and uncontroversial. It touches briefly on
the 1982-83 settlement in the final paragraph because

the Committee have explicitly asked about this.

Subject to any comments the Prime Minister or other
colleagues may nave, the Chancellor would 1ike to send
the Paper to the Inquiry within the next few days.

I also attach for your personal information the Inquiry's
own record of the Chancellor's oral evidence on / December.
This will not be published.

I am copying this letter to Jim Buckley (Chancellor of the
Duchy of Lancaster, David Omand (Defence), Don Brereton
(Social Services), Richard Dykes (Employment), Jim Nursaw
(Attorney General), Mrs Duncan (Lord Advocate) and David
Wright (PS/Sir Robert Armstrong).

:luAJ?1M¢)

P.S. JENKINS
Private Secretary




CASH LIMITS, PAY AND THE PUBLIC EXPENDITURE PROCESS

NOTE BY HM TREASURY

This paper responds to the Committee's request for information about the cash limits
system. It begins with a factual summary of the system and its history and then discusses

its relationship with civil service pay negotiations.

Background

e Cash limits were first introduced in 1974-75 and greatly extended in 1976-77. They
are intended to provide greater control in the short term over the public sector's cash
expenditure and an incentive to efficient management and cost control. They provide
programme managers with a clear indication at the start of the year of the cash available
to them so that they can plan accordingly. Each department knows that it will not be
allowed additions to its limits in the normal course of events. The presumption is that
cash limits, once set, will not be changed, even if there are unexpected fluctuations in
costs or in other determinants of expenditure. Managers are norn:i'ally expected to re-

arrange their activities so that the cash limit is observed.

3. Cash limits now cover virtually all central government services with the exception

of those, such as the family practitioner service, which are largely demand-determined

and cannot easily be controlled in this way. Originally they were operated as an
administrative control. The majority have now been assimilated with the Supply
Estimates voted by Parliament and are therefore subject to Parliament's approval. There
are about 120 separate cash limits on Supply expenditure in 1981-82 and a further 13
covering non-voted central government expenditure, the external financing requirements
of certain other bodies and the capital expenditure of local authorities and other bodies.
A full list was given on pages 15-20 of the last public expenditure white paper (Cmnd 8175
of March 1981). The external financing limits of nationalised industries are also treated
as a form of cash limit. The current expenditure of local authorities is not directly

subject to a cash limit, but there is a limit on the rate support grant (RSG) paid to them

by government.

4. Cash limits vary greatly in size, depending on the way in which the relevant

programmes are administered and controlled. The largest is that covering defence




.Elli billion, formally divided into four separate limits but by agreement with the
. Treasury managed as one). The smallest are of less than £1 million.

5. The cash limits are derived from the public expenditure plans in the public
expenditure white paper published in recent years at the time of the Budget., A
preliminary announcement about some of the plans for the forthcoming financial year is
commonly made towards the end of the previous calendar year, as soon as they are

decided by the Government.

The change to cash planning

6. In past years, ministerial decisions about public expenditure and the plans published
in the white papers have been expressed in "constant" prices of a past period, and were

then converted at a later stage into cash limits by a complex series of revaluations.

e Following an announcement by the Chancellor of the Exchequer in his Budget
statement on 10 March 1981, the 1981 public expenditure survey was, for the first time,
conducted in terms of prospective cash expenditure, rather than in "constant” prices. The
decisions announced on 2 December 1981 about programmes for 1982-83 were accordingly
in terms of cash provision. The expenditure plans in the next white paper, to be published
on Budget day 1982, will similarly be expressed in terms of cash. From 1982-83 onwards,
cash limits and the white paper spending plans will be on the same price basis.
8. 1981 was a transitional year. At the beginning of the annual ministerial
consideration of public expenditure it was 'net:essary to convert the existing plans in the
last public expenditure white paper from "constant" prices into cash. The conversion was
nitially performed in the spring on a provisional basis, which allowed for a general
icrease in costs of 7 per cent between 1981-82 and 1982-83, and increases of 6 per cent
end 5 per cent respectively in the follwowing two years. Subsequently, as announced on
15 September, the provisional factor for 1982-83 was reviewed and replaced by separate
factors of 4 per cent for increases in earnings from due settlement dates and 9 per cent

for increases in other costs compared with the 1981-82 average.

9.  The figures so calculated provided the starting point for the ministerial decisions in
the autumn about the final cash provisions for individual programmes, These decisions
included, among other things, such allowances as ministers decided to make for
movements in pay and prices affecting individual programmes expected to differ from the

general factors.

10. It is not possible to be precise at this stage about the way in which the system will

operate in future years. - The starting point to the annual round of public expenditure




.scussions - the white paper plans - will already be expressed in cash. Any additions or

. reductions to these plans when subsequent decisions are taken will also be in cash. The
need to formulate revaluation factors (as this year) will not therefore arise. But some

view about the trend of pay and other costs will be implicit within any decisions taken;

and it will be open to ministers at any stage to review pay and price movements since
previous plans were formulated and to make adjustments to programmes, upwards or

downwards, should they so decide.

Changes in cash limits

11. Despite the presumption against them, changes to cash limits are sometimes made,

both upwards and downwards, usually after policy decisions to change the level of

expenditure on a particular service. Minor policy changes are generally accommodated
within existing limits. Exceptionally, substantial changes in pay or other costs have also
resulted in changes in cash limits; and adjustments may sometimes be necessary to
reflect switches in expenditure from one cash limit to another. Changes involving
increases in cash limits on voted expenditure require the approval of Parliament through

the normal procedure for voting Supply.

12. All increases in cash limits in 1981-82, for whatever reason they arise, are being
charged to the Contingency Reserve. The Reserve is an allowance within the public
expenditure planning total which is not allocated to particular services at the beginning of
the year. Provided that claims on it are kept within the total amount available - which is
the Government's firm policy - they do not add to the total of planned expenditure. The
Reserve has not been breached in any year' since it was first established in 1976 as a

control total on decisions.

Breaches in cash limits

N

13. Breaches in cash limits have been infrequent. Quarterly profiles of expenditure for
each limit are established at the beginning of the year and expenditure monitored against
them so that corrective action can be taken if necessary. There were two breaches of
cash limits in 1976-77, two in 1977-78, four in 1978-79 and 13 in 1979-80. In 1980-81, six
cash limits out of a total of 147 were exceeded. In absolute terms the amounts involved
were marginal, save in the defence programme. In 1979-80, when the greatest number of
breaches occurred, the total excess was one quarter of one per cent of the total

expenditure subject to cash limits.

14. If a cash limit is overspent, an investigation is made which usually includes
examination of the financial procedures of the department concerned. In addition to any

corrective action resulting from this examination, policy is that any overspending will be




. .educted from the cash limit for the following year. This ensures that expenditure on the

service in question is in accord with ministers' decisions taken over the two years as a

whole.

Timing of public expenditure decisions

15. In general, it is desirable that decisions about expenditure in the coming financial

year should be settled by early December, for two main reasons.

16. First, decisions are needed by various spending authorities in order to frame their
own budgets. This applies in particular to capital projects, which may have long lead-
times, and to the rate support grant, which should be settled as early as possible if it is to

have maximum influence on local authority budgeting.

17. Second, while much of the work of preparing the Supply Estimates in central
government departments can be, and is, done in parallel with ministerial discussions,
decisions on the main programmes are needed some three to four months before
publication of the detailed Estimates at the time of the Budget. Once ministers
collectively have determined programme totals, individual ministers and their
departments have to decide on the distribution of their allocations between individual
votes and between the different detailed subheads of each vote. The results have to be
scrutinised and agreed by the Treasury. Finally, the Supply Estimates have to be printed.
It is possible to leave a few areas of expenditure in doubt until later! But the scope for

adjustment rapidly narrows as the Budget approaches.

18. The introduction of cash planning has eased the process of translating the
programme decisions into figures for the Supply Estimates and cash limits. But it Has not

affected the time required very much. 3

Cash limits and pay

19. Cash limits do not in themselves constitute a public services pay policy. They are a
mechanism of public expenditure control which can be used to give effect to whatever
policy the Government of the day may decide is appropriate for the pay of each public

service group.

20. Under the Labour Government, cash limits were used in a way which was consistent
with the successive requirements of its incomes policy. Under the present Government
the policy has been to set limits to reflect the scale of increases in public expenditure
which it is judged the country can afford. That objective is related to the Government's
objectives of controlling the public sector borrowing requirement and money supply,

taking account of the burden on the private sector of taxes and interest rates.




. .1. In deciding what provision to make to meet increases in the public service pay bill,
ministers have regard to a number of macroeconomic, financial and management
considerations, including the prospects for inflation, the trend of pay movements within

the economy as a whole and the general public expenditure outlook and competing claims
within it.

Potential operational difficulties

22. As explained earlier it is a central principle of the system that, once cash limits are
set, there should be a strong presumption against changing them. For the practical
reasons described in paragraphs 15-18, the generality of voted cash limits, many of which
include provision for civil service pay, have to be set by the December preceding the
financial year to which they relate. This is some time before the outcome of civil service
pay negotiations is customarily known. There is therefore a potential difficulty in
reconciling the operational requirements of the cash limits and Parliamentary Estimates

systems with the desire for meaningful pay negotiations.

23. In practice, what appears as an administrative problem is fundamentally a policy
problem of the relationship between meaningful pay negotiations and judgement by the
Government of what can be afforded. Once the policy issue is resolved, the residual

administrative problem is a secondary one, which could be solved in various ways.

24. Now that public expenditure is planned in cash, it is essential that the material
considered by Ministers in the course of the annual public expenditure survey, and the
provision decided at the end of the survey for each programme, should incorporate some
view about changes in pay bills for each of the years covered by the survey. For the year

next ahead it may be desirable to use a specific assumption about pay increases: This

planning assumption has to be published. It is not feasible to leave it implicit and
v .

unidentified in the totals.

25. The Estimates and hence the cash limits would normally make the same provision for
pay as did the programme figures determined in the survey from which they are derived.
Depending on other elements in programmes, this should usually present relatively little
difficulty in cases where the pay settlements involve smaller increases than the allowance
for pay increases in the planning figures. Again, if there are minor divergences in the
other direction, with pay increases exceeding the assumption, it may in some cases be

possible to accommodate them by adjusting other elements in the programme, such as

staff numbers or non-pay costs.

26. There are two qualifications, however., First, some small blocks are almost

exclusively devoted to staff costs. There, the scope for finding off-setting savings in non-
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. .pay costs is small. Second, the smaller the provision for manpower in the original plans,
and the larger the size of any planned reduction in the numbers already assumed in

calculating the limits, the smaller the scope for making further cuts.

27. The planning total of public expenditure also includes the cash Contingency Reserve,
not allocated to particular programmes at the beginning of the year. Provided that there
is sufficient room within the Reserve, it is consistent with the system to charge to the
Reserve any increases in pay which cannot be accommodated within the provision already
determined for particular programmes. Parliamentary authority can be sought through

Supplementary Estimates:

History of civil service pay settlements and cash limits

28. In each of the first three years of the cash limit system - 1976-77, 1977-78 and
1978-79 - it was assumed in calculating the cash limits that the policies set out in the
relevant incomes policy white papers{l) would apply to public service groups, including the
civil service. These policies involved increases of £6 a week for those earning less than
£8,500 a year in 1976-77, a guide-line of 5 per cent with a minimum increase of £2.50 a
week and a maximum of £4 a week in 1977-78 and a guide-line of 10 per cent with some
flexibility within individual negotiating groups in 1978-79. 1In all three years the
settlements in the civil service were within the policy and were accommodated within the

cash limits without any difficulty.

29. The pay policy set out in the July 1978 white paper "Winning the Battle Against
Inflation" (Cmnd 7923) was in operation in 1979-80. The suggested ceiling on settlements
of 5 per cent, or £3.50 a week if this was greater, was the assumption used when the cash
limits were first set. Following negotiations the Labour Government agreed a much

higher settlement for the non-industrial civil service. Pay rates were increased on

* .
average by 25 per cent, but in three stages in order to limit the cost in the first year. The

present Government honoured this settlement, but in issuing a revised set of cash limits

decided on a 24-3 per cent reduction in numbers to help further with meeting the cost.

30. In 1980-81, an increase for civil service pay of 14 per cent was assumed from due
settlement dates. The whole of the increase was initially provided in a single central
cash-limited vote, rather than in individual cash limits. This arrangement reflected the
fact that the Government had specified the total increase in the pay bill which it was
prepared to see in the year, while leaving the distribution open until the non-industrial
negotiations had been completed. The provision in the central vote was allocated to

individual votes by means of a Revised Estimate when the detailed settlement was known,

1 " 2 L |l
(1) The Attack on Inflation" (Cmnd 6151), "The Attack on Inflation: the Second Year"
(Cmnd 6507) and "The Attack on Inflation after 31 July 1977" (Cmnd 6882).




The total full year increase in the non-industrial civil service pay bill as a result of the
settlement would have been 18.75 per cent. But the settlement was contained within the
existing totals by savings in manpower and other administrative costs of nearly 2% per
cent and by deferring implementation of the settlement from 1 April to 7 May. There was

no increase in the total provision which the Government had made for civil service pay.

31. The use of a central vote was criticised by the Select Committee on the Treasury
and Civil Service Depa.rtment(?’} on the grounds that it did not provide a sufficiently
effective means of Parliamentary control and that the Government were left with too
much scope for making adjustments in the cash limits between individual departments
after the results of the central pay negotiations were known. In their reply to the first
report,(3) the Treasury and Civil Service Department did not accept that the procedure
weakened Parliamentary control, but indicated that they nevertheless shared the
Committee's preference for making provision for the full expected cost of pay for each

department, if this was practical, in the Main Estimates.

32. The Government have also accepted the view of the same Select Committee that it
is desirable for the future to avoid the delay or staging of awards, which in their opinion

erode the effectiveness of the cash limit system and confuse the comparison of the growth

of earnings.

33. In 1981-82 a cash limit pay factor of 6 per cent was used for ;all votes. The pay
settlement increased civil service pay rates by 7 per cent plus a flat rate payment of £30.

It is being financed from within departments' cash limits by making offsetting savings in

staff and administrative costs.

Pay and cash limits in 1982-83

. g ia . .
34. The Government have given certain assurances to the civil service unions about next

year's pay settlement and its relationship to cash limits. In particular:

(@) in a letter dated 6 May 1981 to the Secretary General of the Council of Civil

Service Unions the then Lord President of the Council said "naturally the costs
of the settlement will be a factor in next year's negotiations. But I repeat my
assurance that the Government will be prepared to enter the negotiations
without a pre-determined cash limit. There will be room for genuine

negotiations”,

(Z)First and fifth reports, Session 1979-80

(3)Cmnd 7883




in a letter dated 17 July 1981 to the secretary general of the Council of Civil
Service Unions it was stated, with the authority of ministers, that "in the
event of disagreement the Government will accept recourse to the civil
service arbitration tribunal but on the understanding that the Government
reserves the right, if necessary, to ask the House of Commons to approve

setting aside the tribunal's award on grounds of overriding national policy”.

35. Confirmation was subsequently given that both these pledges are unaffected by the

September announcement about the choice of a 4 per cent pay factor for 1982-83.

36. Final decisions on departmental budgets will not therefore be taken until the

outcome of the civil service pay negotiations is known. There would be more than one
way of dealing with the hypothetical situation of a settlement in excess of the existing
provisions. As in the past, it may be possible to accomodate most, if not all, of any excess
by making further savings in manpower and other costs. Insofar as it may prove to be
impossible to accommodate the whole of an excess in this way, the relevant cash limits

n be increased by Supplementary Estimates presented to Parliament after the beginning

the financial year. The presumption would be that any such increases in cash limits
would be charged to the Contingency Reserve, and would not therefore add to the planned

total of public expenditure for the year.

HM Treasury
January 1982
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Discussion with the Chancellor of the Exchequer

18 The Chairmen welcomed the Chancellor of the Exchequer and his colleagues
and thanked them for giving some of their time to meet the Committee. He
invited the Chancellor to meke some introductory remarks.

1¢ The Chancellor of the Excheguer said that he wanted to stress at the outset
that contrary to some recent reports he had read, the Government had no doubt
about the importance of an efficient, well paid, high morale Civil Service; it
was not in the business of demolishing morale.. It therefore had a strong
interest in a framework which would resolve the problem of Civil Service pay
without industrial warfare and which would secure the recruitment, retention
and motivation of the numbers and quality of civil servants it needed.

t was looking for an ordered and agreed arrangement, but the system would
have to be "affordeble", and should be as smooth as possible, avoiding the
violent fluctuations in Civil Service pay increases in the recent past.

20 There was, however, widespread concern at the manner in which current
expenditure, particularly on pay, had for some time had priority over investment
and capital expenditure despite best intentions. This had reduced profiability
and investment in the private sector and had led to a marked decline in our
international competitiveness. Since 1975 unit labour costs in the UK had
doubled; the increasq in competitoi_countries had been far less. In the US
the increase had been3, in Germany¢ , and in Japan nil over the same period.

In parallel there hed been pressure for the public sector to grow. The public
sector had formed 38% of GNP in 1970, 46% in 1976, 41% in 1978-9 and now 45%.
This growth had been accompanied by @& long and not always successful battle by
successive Governments against inflation; a battle to which the present
Government was firmly committed. INo Government could win the battle by itself.
But it had a key leadership role. It employed a fifth of the labour force;
pay formed one-third of its total expenditure. Although the system of control
of expenditure by cost rather than volume helped to curb spending, meny items of
current expenditure apart from pay, were indexed to inflation. Therefore the
Government wanted to secure a pay system which would withstand the many factors
leading to inflation, but which was based on agreement and acceptability.

21 A fair system was desirable, but fairness applied also to those who paid
the bill, who might be in unfavourable circumstances. "Comparability" should
embrace not just pay levels but the state of the trading sector, where the
labour force had been reduced by 15% compared with a reduction of 7% in the
Civil Service. This was what the Government had had in mind when it hed said
in its Memorandum to the Inquiry, that fairness was not always attainable in the
short run. A fair system would be based on a framework of agreement which
would be sustainable in the system's operation (Priestley's "capable of
operation in practice”). The Government did not like the term "override", but
could not agree to operate a system which yielded unaffordable results.
Therefore "affordability" must be inherent in the system. Its absence had been
a drawback in the Priestley system and the main cause of the frequency with
which settlements based on pay research had been set aside. Relevant factors
which ought to be considered within the system might include rises in oil
prices, a long period of no growth, the fight against inflation, and shifts

in the relative labour market positions of groups of employees.

22 As a result of the 1979 and 1980 settlements, non-industrial Civil Service
pay rates had risen by LB8% while national average earnings had risen by only 38%.

rvitL

Equally significantly since 1878 the public éérv?éepay bill had increased by 45%;
while that in the private sector had risen by 23%. This did not necessarily
mean that civil servants were overpaid, since it reflected past imbalances; but
an important point was that public service numbers had not fallen as they had
done in the private sector with a consequent effect on the relative pay-bill.

IR CONFIDENCE




The power of the parties in Civil Service pay bargaining was not equal.
Bargainers for and members of Civil Service unions were relatively immune to
personal hardship over a period of selective but damaging industrial
action. Management was, however, exposed to severe political and public
opinion pressures as such action took effect. In the trading sector
industrial action might jeopardise an organisation's existence, and this
would be realised by sensihle bareainers. The functions of Government departments could
not simply be terminated; it was the public which suffered from Civil Service strikes.
So a process had to be designed which would avoid warfare and recognise the
imbalance in bargaining power, or encourage the bargainer to use re straint.

2k A system with a high degree of automaticity might look tempting but
its results might frequently prove unacceptable. The TUC had rightly stressed
that a system for determining pay should not usurp the role of negotiation.

25 In discussion the Chancellor of the Excheguer made the following points
in reply to.the Committee's gquestions:-

(a) the role of comparisons

Any pay system had to have room for manoceuvre, since automaticity would
raise expectations which would often not be realisable. However, the
alternative was not the liberated recklessness of 'free'" collective
bargaining. As ACAS had suggested,comparisons had an important role,

as they did for all responsible employers, but much of the evidence
submitted to the Inguiry had helpfully described comparability in terms
like "a useful tool". The system should provide bricks for :
responsible bargeaining. The Committee would wish to consider

whether there should be a single independent fact-finding agency or,

as the CBI rather interestingly proposed, separate arrangements for

each party. £&n independent body -should confine itself to fact-finding
and should not stray into an adjudicating role. The pay research
system, with its search for medians and so forth, had become too
prescriptive. The concept of affordability and matters connected with
cash limits and economic policy were matters of judgement and did not
fall within the scope of fact-finding. Under the Priestley system,
conceived in different times, factors such as job security and
differential unemplcyment risks had received less than their due attention.

(b) 'avoidance of industrial action and no strike agreements

A system which compensated civil servants for not taking industrial action
would in most years go beyond what the country could afford. The
Government hoped, however, that the Committee would consider ways of
diminishing the risk of industrial action. It was difficult to produce

a watertight list of "sensitive areas'" where no strike agreements could

be considered; for example, the degree of sensitiveness of sectors

varied over time. If legal restrictions or curbs on rights were to be
accepted they would have to be accompanied by a demonstrably fair and
automatic system. That designed for police pay had worked well so far,
but it was "affordable'" for only a small group. It would be helpful if
the Committee could investigate the 'no strike agreement' area, because

it had attractions to the public, but he himself saw serious disadvantages
in attempting to secure extentions of no strike agreements, because of the
price that would inevitably have to be paid for them.
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problems of time-lag

Problems with timing of Civil Service pay settlements had been caused mainly by incomes
policies and the conseguent tensions. Within any one year it should not be impossible
to arrive at a settlement which was not out of line with settlements outside. This
happened in some foreign countries, where admittedly the annual pay round was a tidier
process than in the UK. The planning factor for annual pay increases was announced
in the autumn for pay settlements next April; this timetable permitted the input of
appropriate information to produce a suitable settlement at the right time. The
time-lag problem in 1881 had not been typical following & large comparability-based
settlement in 1980, and the over-riding need to reduce the level of inflation. The
level of pay increases had helved within & short period, and the Goverrment had been
bound to take account of this in its offer to civil servants.

(d) arbitration and mediation

In pay bargaining the monopoly power of the Civil Service unions and the impossibility
of the Govermment's going bankrupt was balanced by the Govermment's inescapable duty

to control expenditure in the national interest. Thus in the event of disagreement in
negotiations an irresistible battering-ram encountered an immovable wall. In such
circumstances compulsory arbitration as the only means of reaching a settlement would
not help; it constrained full bargaining and might produce results unsustainable by

the public purse. Arbitration should not be entirely excluded; it had traditionally
been available with the agreement of both sides, and frequently been useful particularly
for relatively peripheral matters and metters of rights, but unilateral arbitration

of major questions of interest would land the Govermment in difficulty. As for the
possibility of a role for Parliament in arbitration, if arbitration were to be unilateral
and binding the Goverrnment would have to reserve its constitutional right to ask
Parliament to override an arbitration ruling. It would however be inappropriate for
anyone to seek to put forward the idea of an appeal to Parliament on & free vote as a
way out of an impasse. The Govermment could not abdicate its responsibility in this
way, nor could Parliament easily behave like a "Quaker meeting” in such circumstances.
Mediation, or conciliation as suggested by ACAS, might not be sensibly built into the
structure of the pay system, since it would then be difficult to rule out in
inappropriate cases. It might be useful to consider such possibilities on occasions.
ACAS would not necessarily be the right agency since it was a "creature of Govermment”.

(e) following pay trends and setting examples

The Civil Service could not be asked to accept lower-than-average pay increases over a
number of years. This would build up an inverse pay differential which might ’explode’
and might reduce the Service's capacity to recruit and retain adequate staff. Civil
servants’ pay settlements should therefore be broadly consistent with what was happening
outside, and the Governmment did not want to impose exemplary settlements year after year.
If the Goverrment were to insist on Civil Service pay settlements year after year which
were lower than outside market retes this would build up immense difficulties and

make recruitment and retention impossible. He was not arguing that Civil Service pay
should be used to give a lead as such; and it was desirable to avoid accumulating lags
and sudden leaps caused by catching up. It was more a guestion of the Civil Service moving
with the rest of the covoy rather than giving the wrong signals; and an out of phase ;
or retrospective settlement could affect the expections of everyone else in the next
round. When expections were moving dowrwards, as they had been last autumn, a

Civil Service settlement reflecting the settlement levels some months previously

could have a disastrous effect.

The Govermment had to announce its intentions on pay in announcing cash limits for the
coming year; this had to be based on its best forecast for the year, which in turn
was based on a judgement of what could and should be afforded in the public sector.

In this context, it might be helpful if there was some national view agreed in an
economic forum about the amount in terms of overall pay increases the country could
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.-For\d, but this kind of development seemed at present very unlikely to take place.
It would be an insecure basis for Comittee recommendations.

~

(f) cash limits and affordability

Cash limits and their relationship with Civil Service pay were a key factor for the
Committee to consider, and the Government wanted to find a way of fulfilling its
manifesto comitment to find a way of reconciling cash limits with public service
pay arrangements. A paper on cash limits as requested by the Committee, would be
provided shortly. It was by no means unusual for pay negotiations in the private
sector to be conducted within the framework of a given budget. But the Govermment
as employer was currently in the somewhat strange position that cash limits had to
be publicly announced before negotiations. It was an interesting question whether
this should be so. In this way, however, cash limits brought in the key concept

of ’affordability’: they could not themselves be negotiable. Their use in
practice could be illustrated by the provisions made for the current year. The

4% planning factor for public sector pay announced for the coming year referred to
the total average cash bill, leaving room for negotiation on numbers, spread of
settlements, and varistion between groups. 4% was not the last word for every group
covered by the aggregate figure. This arrangement lay behind the assurance which had
been given to the unions that there would be genuine negotiations with no
pre-determined cash limit in 1882. It reflected the Government's perception that
it was difficult to bargain on totally fixed cash limits. So there was some room
for manoeuvre, though the announced figure was intended to be a real constraint.

It was the Government's best judgement of the affordable outturn. Excessive
settlements would have to be funded by manpower reductions. To the extent that
this was impossible resources would have to be found in the contingency reserve
for employees for whom the Goverrment are the sole paymasters. (Local Govermment
increases would have to be met from increases in rates.)

(g) productivity bargaining

It was difficult to introduce any substantial element of productivity bargaining in
the Civil Service. Measurement of output was very difficult, and although no doubt
more could be done in some areas, a central measure would be meangingless. The
monolithic structure of pay bargaining was another obstacle; as was the fear that
local bargains would simply increase costs. Reductions in numbers of staff were
sometimes due tc reductions in functions rather than to increased productivity.
Improvements in efficiency in the Civil Service had always been regarded as being
outside the realm of pay bargaining, given its basis of "fair comparison”, so
separate productivity bargains nad not been sought. Failure to achieve greater
efficiency and reduction in numbers was usually attributable to both management

and staff. It was not possible to finance productivity increases from total
reductions in manpowey, even if this could be justified, because the cash limit
applied to Civil Service pay took account of the Government's target for reductions.
But there had been some marginal room for manoceuvre in the past two years because
the target reductions had been achieved slightly faster than expected.

(h) decentralisation of pay bargaining

The Govermment by no means ruled out some move towards decentralisation of pay
bargaining but did not expect the Inquiry to look in great detail at the scope
for this. Probably civil service management should have done more thinking on
this in the past. Ministers were conscious that they did not have the same
relationship with their employees as menagers in industry. There might be areas
where differences in productivity could be measured and reflected in locel pay
arrangements, as could regional differences in the market for labour. This need
not lead to a rise in costs if there was a good system of cash control. While
he did not expect this aspect to be central to the Committee's report, therefore,
its reflecticns on possible further work to be done in the longer term could be
helpful.
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(i) pensions and the Scott Report

The Govermment was not yet in a position to camment on the Scott Report, but would
be in touch with the Committee about possible developments when this was appropriate.
Changes in index-linked pension arrangements would need legislation and would take
time. A very wide range of organisations outside the Civil Service was affected,

not all susceptible to direct Govermment influence. The Camittee should not feel
impelled to go over the ground already covered by Scott, and if it wished to

look at this area at all, he would not be surprised or disappointed if it chose

to confine its comments to ways in which Civil Service pay might reflect the

Scott Report recommendations and Govermment decisions on it.

(j) the Govermment's commitment to the Inquiry

There was no question of the Govermment ignoring the Inquiry's report when it
appeared. The Inquiry had been set up because the Govermment was anxious to
have its advice.

26 The Chairman referred to the main evidence of the Council of Civil Service Unions,
which the Committee would be discussing internally in January and thereafter with the
unions. If the Government wished to put forward any comments, particularly on facts,
it would be helpful for the Committee to have them as soon as possible so that the
areas of factual agreement and disagreement were established. The Chancellor of the
Excheguer apologised that the flow of further evidence to the Camittee had been
interrupted by changes in the machinery of GCovernment. Every effort would be made to
provide the Comittee speedily with the information requested. The Government might
also submit further general observations when it had appraised the main evidence which
the Committee had received from other witnesses.

57 The Chairman thanked the Chancellor for his helpful and patient responses to the

Comittee's questions, and said that the Comittee might suggest another meeting at a
later stage with either Ministers or officials.

Inquiry into Civil Service Pay
22 Kingsway
LONDON WC2B BJY

22 December 13881
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INQUIRY INTO CIVIL SERVICE PAY : DHSS EVIDENCE

As you know, the Megaw Committee asked for evidence from a number of
Departments including DHSS.

I enclose copies of the draft of this Department's evidence. It has been
cleared interdepartmentally at official level and the Secretary of State is
content with its terms. s

I should be glad to know whether the Prime Minister has any points to raise on
it before it is submitted to the Committee; and if other recipients of this
letter would let me know whether their Ministers are content.

In the absence of comments by 20 January I will take it that the way is clear
for our evidence to go to the Committee.

The Department has also prepared evidence on the NHS pay sygtem in connection
with the Committee's request for evidence from departments responsible for the
pay regimes of other public service workers. This is still under consideration
at official level. When this is completed the evidence on the NHS pay system
will be referred to Ministers before it is submitted to the Committee.

I am copying this letter to the Private Secretaries to the Chancellor of the
Exchequer, the Secretaries of State for Defence and Employment, the Chancellor
of the Duchy of Lancaster, the Attorney General and the Lord Advocate, and to
the Cabinet Office Secretariat.

%C"-\S’ (.A.J"rh{_
\,

B

DAVID CLARK
Private Secretary
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MEMORANDUM BY DHSS ON CIVIL SERVICE PAY ISSUES

Background information about the Department

Te The attached "Handbook of Key Facts'" gives background information on the
five different "businesses"™ with which this Department of 97,000 staff is concerned:
social security, hospital and community health services, family practitioner
services, centrally-financed health services (including control of medicines and

environmental pollution) and personal social services.

2. There are especial differences between the social security operation, which

concerns the vast bulk of the Department's staff and which is directly administered
by DHSS, and the provision of health services, which is largely devolved to health
anthorities within a framework of national policies and guidelines. Particularly
in the public and preventive health field, the Secretary of State has a statutory
responsibility for promoting good health and protecting the public from potential
hazards, which involves the Depariment in a wide range of work with outside public

and private bodies.

The staff of the Department
3. On 1 April 1981 the Department of Health and Social Security employed 97,412

civil servanis, distributed as follows:=

Headquarters, comprising 6,007

Health and Personal Social Servicese.
Social Security.

Specialist Staff (Personnel, legal,
statistics, computers etc).

Services (secreterial, ancillary inc.
messengers, security, registry, etc).
HQ staff dseployed in Regicus (mainly
sopial _3:;“;':

doctcrs, an

(mcluumc loca offices 70,800 (GB figure)
Newcastle Central Offic 12,733

North Fylde Central Office 3,079 3,911
832

Health Units: ; 3,961
Special Hospitals : 2,653
Artificial Limb and Appliance Centres 1,055
Youth Treatment Centres 214
Artificial Eye Unit 24
Medical Practices Committee 15

.

TOTAL 412

Note: Naticnal Health Service employees are not civil servants and are not
employed by the Department.




4. Thus the great majority of the Department®s staff are engaged on social
security work in Local, Regional and Ceniral Offices. The relatively small
Headquarters staff = about 6% of the total is engaged under the direction of
Ministers on policy formulation, development or review of Health, Social Security
and Personal Social Services matters. This involves support and advice to Ministers
in relation to Parliamentary, Government and public business. HQ staff are also
respongible for work on the provision and maintenance of a comprehensive Health
Service, on public and preventive health measures and on ensuring the provision

of personal social services through local authorities, together with responsibilities
for the related planning, financial, organisational, professional and monitoring
functionse In relation to the various social security schemes, involving more

than 30 different benefits, HQ staff are responsible not only for the same range

of services, but also for the direct management of the delivery of these benefits

to the public through the network of Local, Regional and Central Offices. Other
Headquarters staff are of course responsible for the management of the Department
itself. The net total expenditure for which the Department is responsible is of

the order of £37,670m a year.

S5e Four significant features of the Department's staff are:-
51 The great majority = over 90% = work outside the Departmentts HQ
and most of these work outside London.
5.2 The great majority = again over 90% - are in relatively junior
grades, that is, Executive Officer and equivalent grades and below.
53 Nearly 60% are women.
5e4 60% are aged 34 or under.

Roeds of the DHSS within the Civil Service

6o The Civil Service is less of a 40-year career service than it used to be, but

it is still a Crowm Service, in which integrity, competence and a commitment to

serve the Government of the day ought to be = and generally can be = taken for
granted. The pay system for such a service still needs to attiract and retain
skilled, experienced and versatile staff, able to provide continuity whatever the
political colour of the Administration. DHSS requires a strong cadre of career
officers for policy development work, for the management of large-scale operations,
and for the management of individual units. They depend on staff being geograph-
ically mobile and able and willing to switch effectively to new work to meet
operational and other needs. So although there is a great deal of turnover of
staff among the junior grades, the pay system should be geared to retaining and
developing such a cadre of career-staff. Career officers accept that they are

part of a team, that they will play any part in it which management requires them




to do, and that they will not always be looking for better opportunities elsewhers.
In return they have understood their employers to accept that they would be given
fair pay which compares with the average outside and that merit will be rewarded
by promotion fto a higher rank rather than by discriminatory individual rewards.

The longer an officer stays in a service of this nature the more locked into iis

career system he becomes, and the less bearing market forces have on him.

Te The DHSS is the second largest employer of non~industrial civil servants,
after the Minisiry of Defence, and is larger than most employers in the private
sector, with nearly 100,000 staff predominantly white=collar workers, (about one-
fifth of the total non=industrial Civil Service) over 500 outlets, a budget of over

£1,000 million for its running cosis and a conglomeration of different businesses.

8. Outside the civil service, the management of an enterprise of this size would
normally negotiate and settle the pay rates and other conditions of service of iis
staff to suit its own operations and circumstances. It might be thought that the
logic of the cash limit system for the Administration Vote was that it provided the
budget for management to fund its operations and that, provided that limit was noi
exceeded and the enterprise was subject 1o external monitoring of its efficiency and
financial systems, management would have considerable freedom to deploy the money 2%
its disposal. But in common with other Departments, DHSS has to operate within

the framework of centralised control: therefore it has very limited freedom on pay
end related matters. This can cause problems, because the rules that are most
appropriate for the Service as a whole may not be the most suitable for the rumning

of the various businesses of very large organisations like DHSS.

9e On balance the Department considers that the concept of a Civil Service and
Service-wide rates of pay offers the best framework in which to conduct its
businesses effectively. Whilst no departmental studies have been conducted in

this area, its understanding is that other large-scale employers of administrative/
clerical staff, such as the banks and insurance companies, seem to prefer pay
structures which place a value on stability rather than incur additional cosis

and potential conflicts from having many and varied pey rates. However, it consider

that there are some areas where there should be a greater degree of flexibility

and these are indicated later in this Memorandum.

Advantages and disadvantages of the present pay structure

10. The main sirengths of the present structure in relation to the Administration
Group = professional and other groups are dealt with in paragraphs 49-55 below =

from the Department's viewpoint are that it:=-




10.1 is reasonably straightforward and capable of being fairly readily

understood by the staff, if not by the public;

10.2 gives management a degree of flexibility in managing operations
because of the wide spread of duties appropriate to each grade of staff,
who can therefore be moved reasonably readily from job to job and office

to offices

10.3 is likely to be accepted by the staff as fairer than systems with
many more rates because, apart from London, similer duties attract similar

rates of pay;

10.4 gives at least to those on their maximum of their salary scale in
middle management and in junior grades an incentive to work for promotion

to increase income;

10.5 is not unduly difficult to operate and update the payroll;
10.6 restricts the calculations of staffing costs, estimates etc to

reasonable proportions, bearing in mind the large number of staff involvedy and

10.7 can be managed within the constraint on absolute staff numbers (as

distinct from cost) which is present Government policy.

The main disadvantages arei=-

111 the absence of any immediate individual reward for good quality

work or output;

11.2 the lack of any further financial reward for long-serving officers
who continue %o improve the qualiiy of their work in {heir present grade
but who have reached their career ceiling and cannot be promoted = an

excellent clerk may never make an adequate supervisorsy

113 the difficulty of recruiting staff of an adecquate sitandard in areas
where civil service pay scales compare unfavourably with those of other
employers: there are also special problems in recruiting and retaining

highly skilled specialists who may be in demand in industry and the NHS;

1.4 the difficulty of retaining staff in those areas;




115 the consequences of the last two factors, namely, larger numbers
than desirable of untrained or semi-trained lower quality siaff, excessive
training costs, poor work standards and shortages of staff capable of being

developed for higher levels of work in higher grades; and

116 the absence of a financial incentive (and the existence of a real
&isincentive) for officers to move to larger cities, areas of greater pressure,

or more complex work (though some officers might welcome such moves as a

means of proving themselves).

A pay system geared to performance

12, The pay system is geared to a relatively simple pay structure through which
the earnings of staff of all grades can be readily established, often by reference
to length of service in their particular grade. This openness enables staff to
know exactly how they stand on pay in relation to colleagues; also, it avoids

the complications, allegations of favouritism and divisiveness which could
occur in a system which permitted financial advantage on an individual manager's
judgement and discretion. Simplicity and openness commend more weight in an
organisation like the Civil Service, which is unique in employing over 540,000
highly unionised white—collar workers, many on a long-term basis, in a wide variety
of businesses, in thousands of separate locations stretching from one end of the
country to the other, and involving in the course of an individual's career a
considerable degree of inter-change of duties within Departments and not infrequently

between Departments. However, the rigidity of common pay scales leaves no scope

for variable monetary rewards to recognise individual effort or the special

difficulties of a job within a common grade. The

an officerts te of his performance and achievements within his current
grade. Once graded, whether or not an individual puts exceptional effort into his
job, he can very rarely move up that scale more rapidly than by annual automatic
increments; neither can he progress beyond the maximum of that scale unless he obtains

promotion to & higher grade and moves to a more highly graded post.

13. This puts a considerable, possibly excessive, premium on promotion as the
mly way of rewarding good work., However, individual merit is not the only factor
which determines promotion. That also depends on the availability of posts to
which staff can be promoted, and there are fewer opportunities for promotion in a
reduoiné civil service like the present. Taken in conjunction with the policy of
promoting the ablest and youngest suitable candidates, which already in DHSS hes

produced a glut of able people in the HEO and Principal *grades,

#* The age siructure of the staff at HEO, SEO, Principal, Assistant and Under
Secretary grades is shown in Annex 1




this means that more cepable, efficient and conscientious officers will not

have any promotion opportunities over a considerable period of their service.

In these circumstances flexibility in the operation of the incremental system

and the ability to award a pay addition in excess of the scale maxima might

be an attractive way of both encouraging and rewarding an exceptional contribution

or a performance of sustained merit over a period of time.

14 'This is likely to occur increasingly frequently in future as Civil Service
numbers are reduced and the retirement peak is passed by the mid-1980s. For
instance, although there never has been any ceriainty that HEOs under the age

of 40 for example, would reach Principal rank, it has probebly been a reasonable
expectation. The figures in Annex 1 indicate that this expectation is much less
likely to be fulfilled in the future. These indicate that:i-

(i) there are over 2,000 HEOs, about 40 HEO(A)s and 270 SEOs under
the ege of 40, compared with 92 Principal posts, a number which is itself
likely to declinej;

(ii) the 270 SEOs, 40 HEO(A)s and nearly 100 Principals under the asge
of 40 compare with 104 posts at Assistant Secretary level, a number again
that is likely to decline; and

(iii) these 100 Principals together with 42 Assistant Secretaries under

the age of 50 compare with 25 administrative Under Secretary posts, 13

of whom are currently under the age of 50.

These figures reflect the period up to 1976 when the Department (or ite antecedent
elements) was growing in size and when good people could progress relatively

rapidly.

15. An analysis based on menpower planning techniques, taking account of such
matters as movement through grades, the potential of the staff concermed, premature
terminations of service for one reason or another, would no doubt produce more
refined and less generalised comparisons. But the order of the figures is sufficient
to demonstrate that there are likely to be in future significant numbers of good

and effective staff, with some years {o serve who have no prospect of further
rmonetary reward if there are not the opportunities for promotion and they have to
remain on the maximum of their pay scales. One possibility worth considering for

such staff would be the ability to pay an additional increment or merit award over




.' the meximum afier the officer has had a sustained record of achievement,
substantiated by his Annual Report markings, whilst on that maximum. Such a
payment could act as a motivater for continuing good performance or as an

acknowledgement of good service, or both.

16, Alternatively, several scales of pay might be awarded to each grade and
decisions as to which scale should be applied to each individual might be taken

by management annually by reference to individual merit and the demands of the post.
Such a system would be more complex and difficult to operate than the present pay
structure. A multiplicity of pay scales would complicate and increase the task

of calculating pay and making payments at a time when efforis are being made to
gimplify the system further in order to reduce manpower and other costs. Management's
ability to award differing rates of pay to people within the same grade, regardless

of service, would presumably have to be based on the application of some criteria

and rules if the system was to achieve its aim and to earn the confidence of staff

in a Service which traditionally has placed great importance on fair and equitable

personnel policies and procedures. Such a system for the award of merit pay could

be based on the markings in annual reports although this would add considerably

to the already difficult task of continually striving for rigorous and consisient
reporting standards among many thousands of reporting officers across the Depariment.
The contents of annual reports would presumably have to be disclosed to the officer
reported upon to a much greater extent than at present. Any appeal procedures

would have to be kept simple to avoid excessive administrative costs in applying

a scheme which in DHSS would cover nearly 100,000 people. There might also be
problems in filling posts which did not provide scope for the postholder to

demonstrate his ability to qualify for a special increment.

1T The Department does not favour the introduction of bonus payments as & means
of rewarding good performance. The system, commonly found in the private secior,
of paying bonuses based on company profit levels would not be practicable in the
civil service; neither would a system involving benefits in kind. While a bonus
based on an individual's performance could in theory be awarded as a temporary
addition to salary, the Department would prefer a more flexible use of the
incremental system to make it more responsive to individual performance. This
would have the following advantages:i-

(i) It would be simpler to operate through a familiar system with

recognised amounts rather than devise a range of bonuses.

(ii) A bonus tends to be linked with results achieved in a particular year
and the nature of civil service work, with its emphasis on team-work, means
that good performance cannot always be equated with measurable individual

achievements over a particular perioda.




(iii) Te incremental system offers flexibility in both directions since

it is possible both to withhold and withdraw an increment: in the case of

a bonus it can only be withheld.

18, So far this section has dealt with flexibility in terms of rewarding merit,
The Department considers it equally important that flexibility should work in both
directions. With such a large number of staff and despite the care taken in
recruiting, selecting and deploying staff, the Depariment, like any large employer,
is bound to have some who are less well motivated, less effective and less energetic.
As things stand, increments tend, irrespective of performance, to be awarded, the
only penalties for indifferent performance being either failure to be promoted or
dismissal on grounds of inefficiency. In our view, there is a need for other
measures between these two extremes. Flexibility in the incremental system should
also involve withholding or withdrawing increments for indifferent or poor service
on a much greater scale than at present. This would no doubt be a shock to the
present "culture™ of the service although it would be nearer to the original
conception of increments; it would, as in the case of merit increases, have %o

be based on defined criteria, again linked to annual report markings; a formal
appeals procedure against the withdrawal of an increment might be desirable;

and of course the system as a whole would have to have regard to available resources;
it could be achieved on a nil=-cost basis but this is not essential to the case.
Operating such a system would involve extra administrative cost, but the Department
would consider it not defensible to have a new sysiem of flexibility which could

operate in one direction only.

19. A flexible pay system to reward good service and o penalise poor service
yvithin strict cash limits would have to be carefully monitored within Depariments
and cenirally. This and the need for careful decisions, which had full regard %o
meeting the aims of the system would be a difficult and time~consuming task for
managers, to avoid for example, awarding incremenis merely for length of service
and lack of promotion and to establish confidence in the criteria and in the way
they were being applied. No matter how carefully, conscientiously, and objectively
managers tried to operate such a system, staff and Unions would be bound to find
some grounds for dissatisfaction, disillusionment and discontent which cannot

arise wnder the present systeme This would have some effect on morale. But, the
reduced opportunities for promotion in the smaller and tighter-manned civil service
of the future will have a much greater effect on morale and make it more important
to create new incentives for efficiency, to reward a sustained high level of
performance and to penalise poor performance. The Department believes that the

advantages of a pay system which is more closely geared to efficient and inefficient

performance outweigh the disadvantages of administrative complexity and cost and the

creation of a new area of contention.




Difficulties in recruiting and retaining staff

20 ¢ In general, the Department has found that the increased unemployment of recent
years has enabled it to recruit the numbers of staff needed and that recent recruiis-
are of a higher standard than formerly. However voluntary resignations have noti
reduced to the extent expected. The relationships over recent years between pay
movements and voluntary resignations in the BO/CO/CA grades in DHSS are illusirsied
by the graphs in Annex 2. (The relationships are not exact because, for instance
scale maxima are compared with earnings, no account is taken of chenges in such
matters as hours, and pay changes are related to calendar years and not actual

dates of pay increased.)

21, Prom previous analyses we know that, for both men and women resignations

in DHSS tend to reach their peak during the first two years of employment. We

do not know to what extent this springs from dissatisfaction with pay, dislike

of the work of the Department, or other reasons. Among women staff voluntary
resignations tend to be high in the age=band of 25 to 30 years, the main years for
child=bearing and rearing. Whatever the reasons, resignations in DHSS local offices
are very expensive at *Local Officer (I) (EO) and Local Officer (II)(CO) levels
because of the need to train staff extensively before they can handle competently

claims and enguiries from the public.

22, The loss to the Department from this relatively high rate of resignations
extend beyond the costs of recruiting and training new staff. It includes, for
example, the loss of efficiency and accuracy from having to use'inexperienced
staff on work requiring a level of expertise and accuracy which can only be
quired from experience, with the additional cosis of extra supervision, remediz

training, double~handling of work to correct mistakes, the need to review cases

o

o

+
v

hrough error, and inadequate standards of service. Dilulicn

in which disputes arise
of quality among the staff who remain is reflected 2lso in the quality of candidate
for managerial grades. The Deparitment has suffered for many years now from the

detrimental effects of periods when we have been unable to attract and retain enoush

recruits of satisfactory quality.

23, Not all of these losses can be quantified, but the costs (at 1980 prices)

of recruitment and training for IOIs and LOIIs are estimated at £5,200 and £2,900
respectively. In 1980/81 the numbers of voluntary resignations among staff in

these grades were 1,021 (LOIs) and 3,859 (LOIIs) respectively, so that the estimaied
cost of the recruitment and training of their replacements for this year alone is
£16.5 million. The fact that many of the officers who resign each year have been

in the Depariment for less than twelve months shows the poor return the Depariment

is receiving for its investment.

* The origin of these Departmental grades for local office staff is described
in paragraphs 37-42.




. 24, At Newcastle Central Office difficulties have been encountered over the years

in recruiting and retaining good quality staff: even in the North East, in the
past, other employers have offered more atiractive terms and rates of pay. This
was particularly true of ATP staff. As in other parts of the Department, the

position has improved somewhat with the rise in unemployment.

25. The loss of trained ADP staff is an even greater problem at the Department's
computer centre at Reading: this is due to the inducements offered by the many

other employers of computer staff in the area.

26, Another factor affecting recruitment iz the time taken to recruit staff using
the processes required by the Civil Service Commission. Even at a time of high
unemployment, a good candidate is likely to take up a firm offer of an appointment
made by another employer rather than wait for the time it often takes to see if

the Department can offer an appointment. This is 2 matter of concern and the

Department has been seeking ways of speeding up the processes.

27 In theory voluntary resignations could be significantly reduced if the
Government offered the best rates of pay locally and led the market. Otherwise

it is inevitable that staff for whom the Civil Service has no intrinsic attraction
will resign because of better pay prospects elsewhere. It is not considered that
the Depariment or the Service could argue for the highest local rates of pay in

eny way which the tax-payer, including other employers, would find in any way
satisfactory. The Department would therefore look to greater flexibility in pey to
eliminate or mitigate excessive resignations and resignations in key grades on the

lines suggested in the next paragraph.

28. The Department believes that it is necessary to review the current pay system
as it affects recruitment and the retention of staff during the first few years
following appointment. We recognise that to admit any unrestricted measures of
flexibility in the application of starting pay rates by management would lead

to the'bidding=-up" of these rates so that the maxima would rapidly become the

normes Although there is some flexibility in some areas at present, there are
problems in attracting the right kind of staff and in containing and trying

t0 reduce the rate of resignations. Some limited flexibility would permit
Idiscretion in fixing starting pay and in awarding increments to staff whose services
we were anxious to retain (eg the payment of an additional increment on the
satisfactory completion of probation). Again, any such system would be divisive,

would complicate administration and would lead to some extra expense. But the




. costs and waste of the present system persuade us that the advantages of greater

flexibility would outweigh these disadvantages.

Productivity Bargaining

29. In theory, productivity bargaining arrangements could be one method of
removing inflexibilities from the system and of providing a tangible reward for
high (and good quality) effort and output. However, the Department can see a

number of objections to such a sysitem:=

29.1 In many areas of work it would be difficult if not impossible

to devise workable systems for measuring not only productivity,

but also equality and efficiency. Such measurements would be difficult
to devise in many areas of work especially where, as often happens,
there can be no control over incoming work=flow (eg each claim received
has to be dealt with); there are varying degrees of complexity (eg

as beiween a HQ policy section, batch clerical processes and dealing
with supplementary benefit claims); and varying work conditions (eg
some local offices have good, purpose~built premises whereas others

have poor premises which are dreadful).

29.2 Because productivity systems are not applicable to many areas of
work, they would be divisive among the staff and would create difficulties
in deploying staff from one area of work to another. Because work volumes,
work circumstances, the character of the district and the public served
can all vary so greatly, such a system would be a fruitful field for

disputes, based on comparisons of different conditions.,

. 29.3 If the Department is to continue to provide a caring and courteous
service to the public, it should not encourage its staff to regard the
public as wits in a production line = there are many who think the

Department has already gone far enough, if not too far, down this route.

Geographical Pay

30, The present system of national pay rates in the Civil Service may lead to a




mis—match with the labour market in some areas, paying too much in some places
but not paying enough in others. In addition, in DHSS it may act as a disincentive
to staff to move to larger cities where, generally, work pressures are greater

but the pay remains the same (apart from London).

31. In our view, however, the disadvantages of regional or local variations

in pay would greatly outweigh the advantages. The social security regional
organisation, which employs 13 per cent of the non-industrial civil service, is

a national organisation responsible for operating a social security system through
a network of over 500 offices covering all parts of the country. ‘A regional or
local pay system would introduce a multiplicity of rates for undertaking the

same duties in different locations, similar to the system which was abandoned in

the 1950s.

32. Tere would be serious problems in defining pay areas and, having defined
them, in determining the appropriate pay rates. This would give rise to dissatisfactior
and disputation which would affect staff morale. It would require a considerable
increase in the %nount of time required each year to negotiate pay rates: the
payroll, which at preseni covers 280 grades, would need to be expanded to encompaes
thousands of pay scales. It would also hinder the movement of staff, thus impeding
career development and the filling of vacancies with the most suitable staff.
Re-siting offices, already a lengthy and time=consuming task, would be made even
more difficult if it involved a financial loss for members of the staff. It would
not even be a sensible means of dealing with recruitiment and wastage problems.
These do not remain in set patterns and the Department would prefer to tackle them
through the proposals for more flexibility in the pay system described in
paragraphs 12 = 19 above. In short, the Department would see difficulties in the
re=introduction of either a regional or local pay system because of difficulties of
designation and the administrative complexities. London is an exception and should

remain so.

The ILondon Problem

33. The Department is particularly concerned about the pay of staff who work in
London. Problems of manpower and work standards in London are not new, but in

recent years we have identified more clearly the higher inexperience, greater turnover
of staff (voluntary resignations, retirements, staff movements) and the lower levels
of performance which are features of the local offices in London Regions. To counter

this we have increased London complements at the expense of provincizl regions,




. we: have used "task force" teams to help offices in difficulty and we have secured

some easements in the recruitment processes.

34. Within the last year there has been a general improvement in national and
london recruitment and staff turnover but on past experience this is likely to revert
quickly when the economy picks up. Even at present there are still problem areas
for recruitment, as the tables at Annex 3 illustrate. This analysis of recent
experience in the London West Region shows that in 5 of their local offices the
proportion of suitable candidates was still not good even in a year of rapidly
increasing unemployment. Similarly although national and London Region turnover
trends have been improving, particular offices still experience great difficuliies.
An illustration of this is given at Annex 4,

This must call in question whether the
London weighting additions are sufficiently large to attract staff of the right
quality and in the right numbers. One possibility which has been considered is that
advances could be made of the London Weighting allowances to enable staff to purchase
annual season tickets. In the event it was thought that such an arrangement could
have resource implications. The idea of giving an advance of the London Weighting
allowance seemed particularly attractive as it represented an advance of part of
the employee's emoluments and not a loan of extra money. One possibility might
be to make such loans available after, say, one year's service, which might act as
an incentive to some staff to remain who might otherwise leave, and thus it might
reduce the losses on the investment in training of staff, referred to in paragraph

23 of this Memorandum.

35 A particular difficulty of the pay system in London is the "cliff-face"
effect between Imner and Outer London Weighting boundaries. Staff can gel much more
money by travelling a relatively short distance further into central London, which is
often easier than travelling from one outer London locality to another because

the London Transport system is geared more to rapid iransit into the centre than

to movement round the periphery. While it is recognised that there are considerable
difficulties in increasing the total amount of money for London Weighting, never—
theless the Depariment considers that methods of mitigating the "cliff face"

effect of the existing system should be considered, whether or not the quantum of
money remains the same. One possibility might be to study other possible gradations
such as a tier system involving a number of concentric rings of pay boundaries

although this could give rise to fresh boundary problems.

36, There is a further dimension to these problems. A Department such as DH3S




. needs to have a constant flow of staff at middle and senior management levels

coming into HQ with recent firsi~hand practical experience of work in local offices.
Equally, staff of good potential need %o have their careers developed by working

in HQ, to widen their experience and perspective and to obtain first-hand experience
of working close to Ministers. 'The problem for many years has been that the greal
majority of staff in the provinces have been reluctant to uproot themselves and

come to London, even on promotion. Many staff have even preferred to have their
names removed from the lists of those awaiting promotion postings rather than

come to London when asked to do so to secure promotion. The Department has also
had to mount special promotion exercises to find sufficient HEOs for posts in
London, and as a result has had to fill vacancies with staff who would not otherwise
have been promoted at that stage. The present pay differential, even with London
weighting,does not act as sufficient incentive to influence staff to come there,

at the cost of what they see as a poorer quality of life.

L0 I and 10 II Grades

37 The difficult and demanding nature of work in DHSS local offices was
recognised in the establishment in 1975 of the Local Officer T and II grades which
give staff in these grades a pay lead over the Service scales for Executive and

Clerical officers.

38. In 1973 the Fisher Committee in their report on abuse of social security
benefits had said "The siaff of local offices have a difficult job. It is one
which probably makes demands on officers of executive and clerical grades which

are as great or greater than any in the Civil Service".

39. In March 1975, the Departmental report on Pay, Grading and Structure
confirmed that staff in local offices had to cope with more complex work then their
colleagues in the same grades in the rest of the Civil Service, were very vulnerable
to change, were subject to siress from the public and various pressure groups,

and were under cons{ant pressure to pay the correct amount of benefit as quickly

as possible. For these reasons staff in local offices of EO and CO grades were

awarded their pay lead and, in the case of EOs, exira annual leave.

40, Paragraphs 20-28 above on difficulties in recruiting and retaining staff

have described the very considerable investment in training L0 Is end IO IIs need

to deal with claims for social security benefits, and the continuing high resignation
rates among these grades in local offices. The factors which led to the new
gradings in 1975 are at least as valid today and point firmly to retaining them




. and indeed with rather greater flexibility in operating them, for instance,
in relation to the qualifying periods staff have to serve before they are given

‘the pay lead, which could perhaps help reduce the number of resignations.

e One disadvantage of the current rules for qualifying for local officer
grading is that staff in the Regional Offices are not eligible. This hinders

the interchange of staff at EO and CO levels between the local and regional offices,
which is detrimental to the efficient working of the Regional Organisation as

a whole and of the regional offices in particular. For instance, LO Is provide

the obvious and best source of candidates for EO staff trainers. The loss of 10 I
grading = and with it the extra pay and annual leave = is unlikely to be the only
factor influencing possible recruits but it is certainly important. The poorer

pay and leave conditions of the EO trainers also suggests to potential recruiis

that management hold staff training in lower esteem than the work carrie: out

local offices.

42, Despite these arguments in favour of widening the criteria for IO pay and

grading, the Department comsiders that the present limitation fo local officelsﬁaff

should remain and that the criteria should not be extended to include any group of
staff who work outside local offices, because there are many other EOs and COs in

the Department who work outside the Regional Organisation.

Specialised groups

43. As already indicated, the Department has a very large special group of IO Is
and 10 IIs for pay purposes. As a general principle we do not favour the creation
of special groups for pay purposes unless there are strong reasons for doing so,

and we have no proposals for the creation of any new group.

ADP staff

44. Arrangements already exist for EOs employed on ADP work to receive higher
amounts (within the maximum of the EO scale) than their counterparts engaged on
non=-ADP work. We consider that these arrangements should be retained and reviewed
regularly to ensure that the Department, which relies heavily on computers, can
recruit and retain staff for this essential work. The additional payment to ADP
staff is, in the main, to enable EOs in Government computing to progress to the
scale maximum more quickly than their generalist colleagues and at about the samé
rete as their analogues outside the Civil Service. Otherwise the Department will
continue to lose valuable irained staff, particularly at EO and HEO levels, which
represents a loss of the money and time invested in their training, and a loss of

their experience.




. 45. The Deparitment would not wish, however, to treat ADP staff at all levels

as a completely separate group for pay purposes. There is considerable benefit in
an inter—change of experience beiween line management and ADP functions at middle
and senior management levels, partly because it is essential that there be a
meeting of minds and understanding of respective needs if operations and planning
are to be handled effectively; and partly because an entirely separate ADP function

within the Department would not provide a satisfactory career siructure.

The use of new technologL

46 In planning its future operational strategy the Depariment intends to use new
technology on a large scale in order to increase efficiency, remove boring work

and provide a better standard of service to the public. The Committee will be aware
of the negotiations to produce a "New Technology" agreement in the Civil Service.

So far these negotiations have not been successful, largely because the Unions
insist that some means should be found of enabling the staff to share in the
benefits of the introduction of new technology by financial rewards and shorter
working hours. The Department is meanwhile pressing forward with technological
change but recognises that this is best achieved with the support of the staff

who do have fears about the effecis of new technology on their jobs. Commitment

to the Civil Service of course implies a recognition that processes and jobs

will change and that nobody has a right to a particular job, done in a particular
way and remuerated in a particular way. However, there will be a need to consider
whether or not the introduction of new technology should be reflected in the pay

and terms and conditions of service of staff.

Pay relativities and differentials

47 Apart from the problem of bringing people to London (see paragraphs 33—36), no
general operational problems arise from the differences in pay between different
grades. There is one particular problem, however, from the narrow differential
vetween Assistant Secretary and Under Secretary pay, and the need to fit iwo other
salary levels for the Executive Directing Bands between the two. For a short

time in 1980 Assistant Secretaries were actually receiving higher salaries than
Under Secretaries. This was a matter of particular concern to the Review Board

on Top Salaries who, in their report for 1980 (paragraph 84), drew attention

to the need for a coherent salary structure for the Civil Service as a whole and,

in this context, identified the compression and overlap between the maximum of the

Assistant Secretary salary scale and the Under Secretary as a matter requiring




close consideration and solution. Study of outside organisations suggests that
this is precisely the point at senior management levels where differentials
widen rather than contract. Also considerable care has to be paid to the
relativities internally between administrative and professional grades and

between professional staff initernally and their counterparts outside.

48, The problems have become worse in recent years, as the differentials at
Assistant Secretary level and above have narrowed further and further, and there
have been several occasions recently where suitable candidates could not be found
for particular posts at the salary comparable with that of an equivalent Civil
Service post. The posts in question have had to be re-advertised and filled at
substantially higher salaries than can be paid at the most senior levels in the

Civil Service.

Professional, Technical and Scientific Groups

49. With its five areas of business and important statutory responsibilities
especially in the environmental and public health fields, the Department's work
requires the employment of professional staff. This is especially the case, and
in a wnique form, in the health and personal social services professions (doctors,

dentists, nurses, pharmacists, scientists, social workers)

50, The Secretary of State's competence to discharge his duties to promote a
comprehensive health service (NHS Act 1977 Sec 1) and to guide Local Authorities
in their exercise of social services functions (Social Services Act 1970 Sec T)
depené.to a large extent on the Department's capacity to work in mutual confidence

with the maein health and social services professions in the Naftional Health Service

and the Local Authorities and voluntary bodies which provide an important range of
help and services. That confidence on the part of these professions depends in
turn upon there being within DESS an identifiable and respected professional

presence which is seen to be effectively involved in the formulation of advice on

policy to Ministers, with access to them.

51 Staff bring their different specific professional trainings and experience

to bear on all health and social problems within a professional division or group
(for example, in Divisions dealing with Mental Health and Illness, with Children

or Disablement or Nutrition). They provide information and advice relating to their

subject and interpret trends. They have the responsibility of maintaining close




. relations with appropriate individuals and specialist organisations outside the

Department, including important professional bodies in the Health and Personal

Social Services field, and of obtaining assistance end advice from these sources.

They discuss the development of services with practitioners individually or in

national and international fora then together as part of an administrative/

professional group they help formulate policies which will facilitate or stimulate
better and more efficient practice and the co~ordinated development of all services
for which Ministers are responsible. Other professional officers are engaged

in executive tasks in highly specialised fields (eg commmicable disease control,

toxicology and medicines licensing, where they may be one of a handful of experis

not only in the Department but nationally or in the world) or in health and social
services research, the medical sciences or the evaluation of medical equipment.
Some are engaged in clinical examination of patients and others in inspecting
services for vulnerable groups where the Secretary of State has specific powers

in social services legislation,.

52 The Department also requires professional involvement in more general fields,
for example in its Solicitors Office (especially for social security policy
legislation and casework); +through the contribution of accountants, statisticians
and economists across the whole range of the Department's business, or by

scientists and works staff dealing with health building and equipment.

53. The professional groups vary considerably in size. Their mobility also
varies within the Department and as between the Department and other Departmenis,
the NHS or industry, as do their career opportunities. Some staff belong to
groups whose main interest lies in the NHS; the more highly specialised develop
skills and experience with considerable value to industry. Although some of the
more highly specialised professional staff work solely within their own discipline,
a main feature of the formulation of policy within the Department is that staff
work in a multi-~disciplinary team in which the relationship between the different
administrative and professional members of a team is highly sensitive, especially

to salary differentials.

54 To reflect these features, the Department's functions and organisation

require a pay structure for these staff whichi=-

54.1 enables recruitment to match a varied and volatile field outside
and recognises that applicants may be mature and experienced specialisti

practitioners, often in their forties or even fifties, as well as younger




55

staff with high academic qualifications aiming to acquire their experience

within the Depariment;

54.2 preserves a "felt fair" relationship beiween disciplines, whilst

at the same time being responsive to outside market conditionsj

54.3 provides some means of recognising the contribution of small
groups of very highly specialised staff, for whom the Depariment cannot
offer a career structure, but whose contribution is important and whose

resignations would cause an expensive loss of experiencej !

54.4 attracts people of sufficient calibre to command the respect of

professional colleagues outside the Department.

The present pay structure does not provide this degree of flexibility.

DHSS would like to see more flexibility over starting pay to assist Departmental

recruitment, more flexible use of pay levels in highly specialised areas with

few career opportunities and greater financial freedom for secondments. In

addition, whilst DHSS consider that horizontal relativities in multi-disciplinery

working are important, they suggest that consideration should be given to the

possibilities for applying on top of the basic rates which reflect the horizontal

relativity a market addition (or market related allowances) which takes (take)

account of any major variation in pay and terms of service of the larger

specialist group outside from which the civil servants must be recruited and to

which they might well return.
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OFFICES IN LONDON WEST REGION

RECRUITMENT
1 AUGUST 1980-31 JULY 1981

(b) (e) (a) (e) (£) (&)

No oF | ToraL op | Tomar | Toran | TOTAM 1 morTaL | SUCCESSFUL
SCHEMES | APPLICATIONS | INVITED | ATTENDED MTF{%D SUCCESSFUL { % OF (c)

EALING 698 269 190 79 98 54.4

EOSTON 219 110 66 44 46 41.8

BOUNSLOW 339 114 84 30 54 47.3

KENSINGTON 450 109 76 46 42.2

NEASDEXN 63 40.6




_ 1 AUGUST 1981 VACANCIES AND WASTAGE IN YEAR ENDING 31 JULY 1981
b kiR PR 1981-1982 COMPLEMENT
‘ LONDON WEST REGION

' fnnual staff _ B
STAFF IN POST AT GAP AT 1.8.81  [turnover (voluntaryl ffé’gglcng
1.8.81 retiremen S,a.l'ld staff I.h_.—. ‘ma.ir
TOTAL 81-82 movements | TARGETS

ale « | e 104.-8"" 0. - L1 AL
COMPLEMENT 1.8.80 t0"31.7.81 130,68 4 REMARKS

TUTELAGE | OVERALL | TRAINED ACTUAL PERCENTACE 10T LOIT
OF COMPLEMENT

ACTON 110
BAYSWATER NIO
BLCONSBURY £0
CHELSEA ILO
CITY NIO
CRICKLEHOOD ILO
EALING ILO
EUSTON ILO
FELTHAY NIO
HARLESDEN IO
HARROW I
HOUNSLOY ILO
KENSINGTON ILO
NEASDET ILO
PADDINGTON ILO
RICHOND NIO
SLoUGy ILO
SOUTHALL IO
THICKENHAL 110
UXBRIIGE ILO
WEST END WIO
YESTEOURNE PARK A0
WESTHINSTER ILO
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143 23 1349
ol 5 1641
& ER g B 25.4
12% 26} ' 1630
e 18 22.0
9% 34y 37.9
Bl 48 25.0
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13l 11.8
15..4
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Department of Health & Social Security

HANDBOOK OF KEY FACTS

September, 1981




THE DHSS BUSINESSES

This note sets out some of the key facts about five different
businesses with which DHSS is concerned. Further information
about the three biggest of these is on the pages following: all
figures are estimated 1981-82 cash spending, in £ million.

SOCTAL SECURITY' ') pages..3<8....

Scale:
- cash benefits £26,253
- administration & operational costs £990
Management: '
- directly managed by DHSS

- decentralised operations through network
of central, regional and local offices.

Financial control:

- central control of benefit eligibility
through detailed legislation; total
expenditure depends also on number of
beneficiaries

HOSPITAL & COMMUNITY HEALTH SERVICES pages.l1:17...

Scale:
- current expenditure
- capital expenditure
Management:

- managed through 14 Regional + 90 Area
Health Authorities (to be reorganised
next Spring into 193 District Health
Authorities) operating in a framework
of national policies + guidelines.

operations highly decentralised through
hospitals, clinics and health professionals,

Financial control:
- total spending controlled through cash limits.

(1) Social Security figures are GB throughout;
all others relate to England only.




FAMILY PRACTITIONER SERVICES page J0..eenen

Scale:
- gross expenditure £2,400
- charges to patients

Management:
- services provided by independent contractors
eg GPs, dentists, opticians, pharmacists.
Financial control:

- contracts negotiated by DHSS & administered by
90 local Family Practitioner Committees; regulation
of drug prices & directly reimbursable expenses.

CENTRALLY FINANCED SERVICES

Scale:
- total cost £450

Management:

- covers many different services eg 4 Special
Psychiatric hospitals, specialised laboratories,
wheelchairs, with a variety of management
arrangements.

Financial control:

- spending mainly controlled through cash limits

PERSONAL SOCIAL SERVICES

Scale:
- spending depends on LA decisions about £1,900
- income from recipients about £230
- joint finance from NHS £75
Management:

- local authorities responsible for services
within framework of naticnal policies and
guidelines.

Financial control:

- cash limits on total of Rate Support Grant and
on capital expenditure.




SOCIAL SECURITY OVERVIEW

1981-82

EXCHEQUER VOTE
FOR
NON=CONTRIBUTORY
BENEFITS
£ 8886
AND FOR
ADMINISTRATION

£484

CONTAIBUTIONS
FAOM
EMPLOYERS & EMPLOYEES
TO

N.I. FUND
£14496

EXCHEQUER
SUPPLEMENT
TO

N.I. FUND ETC
£ 3065

Y

TOTAL BUDGET £ 256931

DHSS
ADMIN,

COSTS
£ 990 *

—

SOCIAL SECURITY
PAYMENTS

£ 26253

N.1. FUND
| _| RESERVES

!

!

!

!

17°/e
SUPPLEMENTARY
BENEFITS

b6%/0
CONTRIBUTORY
BENEFITS

{ PENSIONS

£17387

13%e
FAMILY
BENERAITS

( CHILDREN,
FIS)

ETC)

4 %o

OTHER

NON CONTRIBUTORY
BENEFITS

WAR PENSIONS,

MOBILITY
ALLOWANCE ETC)

£ 1089

% DOES NOT INCLUDE ADMINISTRATIVE COSTS INCURRED BY OTHER GOVERNMENT
DEPARTMENTS ( £ 435 M ). TOTAL ADMINISTRATIVE COSTS ARE 5% OF SOCIAL

SECURITY PAYMENTS,




ESTIMATED AVERAGE NUMBERS RECEIVING BENEFIT AT ANY ONE TIME
(Source CMD 8175)

9000+

Benefit
recipients
in 000’s

8500

Child benefit ( ramilies)®

incapacity penefit

f
300 I | i | I 1
75/76 76/71 s T8I ™0 so/st  81/82

L
Child benefit first introduced 1977 /78 for gll children

4




SOCIAL SECURITY
INPUTS

National Insurance Fund income

Employers pay
Employees pay
Self-employed pay

Treasury supplement,
interest, etc

£17,561

General taxation provides

- Pension benefits
(non-contributory) £1,089

- Supplementary benefits £4,353
- Family benefits £3,444

Administration. Costs are
Tncurred on

Manpower
Computers

AdJjudication and
advisory services

Agency payments,
Post Office, etc

Miscellaneous

Less payment from N.I.
Fund £471 and other
receipts

Net

*Does not include direct HQ staff costs of
Health and PSS work = about £70




PROCESSES
National Insurance Contributions Records

- 53 million accounts are maintained at
Newcastle C.O.

New claims to benefits in 1980 (millions)

Retirement Pension 0.7
Supplementary Benefits 579

Sickness and Invalidity
Benefit 9.3

Injury Benefit 0.5
Unemployment Benefit 5.1
- Child Benefit 0.9

Pavments made in a vear (millions)

- by order book
- by giro cheque
- by payable order

Reviews of existing awards (millions)

= Retirement pension e
- Child benefit 4.0
- Supplementary benefit 12.9




Contributory benefits

Retirement pension
Unemployment benefit

Sickness, Invalidity and
Injury benefit

Widows benefits
Others

Non-contributory benefits paid

War Pensions
Supplementary Benefit
Child Benefit
Attendance Allowance
Mobility Allowance
Others

Group benefit expenditure

on the elderly

on the disabled and
long term sick

on shert term sick
on the unemployed

on widows and orphans
on the family

£11,980
£2,004

£2,383
£709
£291

£476
£4,353
£3,385
£280
£161
£231

£17,367

£26,300




SAVINGS IN SOCIAL SECURITY PROGRAMME SINCE GOVERNMENT TOOK OFFICE
Approximate savings in 1982-83

SS Act 1980

Keeping pensions and long-term benefits in line
with prices rather than the higher of prices
and earnings

Deferring up-rating by two weeks:

SS_(No.2) Act 1980

i 5 per cent abatement

ii 'Freezing' Retirement pensioners'
earnings rule

Changes to "waiting days" and
linking

Abatement of unemployment benefit
for occupational pensioners
over

Abolition of earnings related
supplement

Reduction of supplementary benefit
for strikers families

Campaign against fraud and abuse

Up-rating national insurance child dependency
addition by legal minimum

SS Act 1981

Recovery of one per cent overshoot on social security 200

£1,400




NH.S. OVERVIEW 1981-82

NHS PATIENT
CONTRIBUTIONS CHARGES

£1180 £320

h 4
TOTAL  £11,100

Centrally

Personal — — - -4 : Financed
Social NH.S. Health

Strviclcs £10,650 Services

v
I
|
1

£380

Joint Finance
£15

t

HOSPITAL AND COMMUNITY HEALTH SERVICES FAMILY PRACTITIONER SERVICES
£8250 £2400

Current Capital Medical Dental Optical Drugs

Direct Medical Hotel £630 £690 £470 E130 £1110
Treatment| and and

Services | Paramedical] General
and Support Support 22000 GPq 8000 9000
Supplies | Services Services 21000 12500 Opticians| Pharmacists
other Dentists and

£3600 £945 £3000 staff Omps

Y

OQUTPUTS : eg. OUTPUTS: eg.
4m Acute In-patient cases G P Consultations

28m Acute Out-patient attendances GP Home visits
13m Accident a Emergency attendances ) Courses of dental treatment

|- 6m Psychiatric out-patient attendances Prescriptions
3.7m Health Visitor cases . Sight Tests

3-2m District Nurse cases




FAMILY PRACTITIONER SERVICES

GCeneral Medical Services

cost nearly £700 million

about 22,000 GPs

about 21,000 full-time equivalent ancillary staff
(nurses, receptionists etc) employed by GPs

over 180 million patient consultations per year
20 million home visits by the GP

Ceneral Pharmaceutical Services

cost to public expenditure about £1,100 million
charge income about £50 million

exemptions for the elderly, the chronic sick,
children, pregnant and nursing mothers, low incomes,
war pensioners

over 300 million prescriptions dispensed

General Dental Services

cost to public expenditure nearly £350 million
charge income about £120 million

exemptions for children, pregmant and nursing
mothers, low incocmes

about 12,500 general dental practitioners
about 30 million courses of dental treatment

General Ovhthalmic Services

cost to public expenditure about £50 million
charge income about £40 million

exemptions for children, low incomes

about 8,000 opticians and doctors

about 8.5 million sight tests

about 5% million glasses etc dispensed




HOSPITAL AND COMMUNITY HEALTH SERVICES

Mone

- net current
- capital

- charge income (about 2/3 from
private patient payments)

Manpower

Nearly 800,000 whole-time equivalent staff are employed.
Actual numbers ef staff are larger because many are part-
timers. Major groups are:

doctors and dentists 38,000

nurses 367,000

rofessional and technical staff
therapists, lab technicians etc) 65,500

ancillaries 173,000
ambulance staff 18,000
works and maintenance 26,000
administrative and clerical 106,000

Physical Resources

about 2,000 hospitals. A third of these were wholly or
partly built before 1900: 85 major new projects are in
the pipeline.

147,000 acute beds (over 40% occupied by people over 65)
139,000 beds for the mentally ill and handicapped
57,000 geriatric beds

19,000 obstetric beds




Breakdown of Expenditure

#

(a) by tvpe of input (per cent)

74 goes on salaries and wages
3 goes on drugs
6 goes on medical and surgical equipment etc

5% goes on food, laundry, linen, furnishings,
crockery, cleaning materials

3% goes on fuel and water

L goes on common services (eg rates, telephones)
2 goes on estate management, equipment etc

2 goes on vehicle and transport costs.

v function Sper cent}

10 goes on medical and dental services
31 goes on nursing services
12 goes on medical and surgical supplies and drugs

8 goes on medical support services eg investigative
tests and therapy

19 goes on catering, laundry and domestic services

9 goes on medical records, administrative and clerical
support, and miscellaneous services

11 goes on estate management (maintenance, boilers, etc)

by tvpe of service (per cent)

55 on general and acute hospital services, including
ambulances

6 on obstetric services
16 on services for the mentally ill and handicapped

3 on services mainly for children eg health visiting
2 on prevention and other community health services
12 on services specifically for the elderly

6 on administrative and support services




Activities

nearly 4.1 million acute in-patient cases

over 28 million acute out-patient attendances

over 13 million accident and emergency attendances
about 240,000 geriatric in-patient cases

nearly a quarter of a million geriatric out-patient
attendances

139,000 beds and 1.6 million out-patient attendances
for the mentally ill and handicapped

about three-quarters of a million obstetric in-patient
cases

3.8 million obstetric out-patient attendances

over 8,000 health visitors attending about 3.7 million
cases a year

nearly 14,000 district nurses attending about 3.2 million
cases.




ACUTE SERVICES 1975-80

[All in patients in acute mainly acutz and partly acutz hospitals)

Index (1975/76 =100)

T6/77 77/78 T8/79 T9/80

t T t

Available beds

Cost per case

~ Lgngth of stay




OBSTETRIC SERVICES 1970-74
(1)

Index (1970=100)

120 5

Expenditure
at constant
prices

Total Births

85 . - .
1970/7! 1971/72 1972/73 1973/74

% based on costs in maternity hospitals




OBSTETRIC SERVICES [975-80
(IL)

lndex (1975/76 =100)

w

Total Dbirths

79/%0

T

Expenditure at constant
pricas

Cost *pcr CASE  cmmmm—
Length of stay —--

Available bDeds

% gased on costs in maternity hospitals.




IN-PATIENT SERVICES FOR THE ELDERLY [975-80

Index (19752100)

Geriatric cases

79/%

78/79 Available beds

Cost ™ per case
i

\ Length of stay

* based mainly on costs in geriatric hospitals
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