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CONFIDENTIAL

10 DOWNING STREET

From the Private Secretary

MR. HATFIELD
CABINET OFFICE

CIVIL SERVICE PAY NEGOTIATIONS

The Prime Minister was grateful for
Sir Robert Armstrong's minute of 16

January, and is content with the proposals
set out in it for handling the 1984 Civil
Service pay negotiations.

DAVID BARCLAY

17 January 1984
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Ref. A084/160

PRIME MINISTER

Civil Service Pay Negotiations 1984 ‘Ll'

I should be grateful to know whether you are content that
the Ministerial and official machinery for handling the
1984 Civil Service pay negotiations should be the same as that in
the last two rounds, allowing for changes in Ministerial and

official responsibilities, ie:
i a Ministerial Group (MISC 66) composed as follows:

Chairman: Chancellor of the Exchequer with an
understanding that you may wish to take
the chair yourself on occasions

Members: Secretary of State for Defence
Secretary of State for Social Services
Secretary of State for Employment

Minister of State, Privy Council Office
(Lord Gowrie)

Minister of State, Treasury (Mr Hayhoe)

ii. an Official Group (MISC 67) under the chairmanship of

Mr Peter Kemp, the Treasury Deputy Secretary in charge of

the negotiations, who would also be available to attend

——— —

the Ministerial Group as required.

e This year the negotiations will probably not begin until the
end of March when the results of the data collection exercise
will be available to both sides. The unions may however wish to
complete the negotiations by early May, before their annual
conferences. Ministerial discussion is therefore likely to be
concentrated in April but the official Group will be doing some

O —
preparatory work in February and March.

ROBERT ARMSTRONG

16 January 1984
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Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000

21 November 1983

The Rt Hon George Younger MP
Secretary of State for Scotland
Scottish Office

Whitehall

LONDON SW1A 2AU

QW”

CIVIL SERVICE (SINGLE OUTSIDE ANA:zspé) GRADES

Thank you for your letter of 25 Ogtober on the treatment of
the pay of the single outside amdlogue grades. I am grateful
also for the replies from other colleagues concerned.

I agree, of course, with Geoffrey Howe's earlier comment

about the arguments of principle for breaking single outside
analogue links. But, as his letter indicated, we face

serious practical obstacles in doing so in many cases.

Moreover, a wide variety of staff are involved. Some belong
to very specific sectors of the pay market and the best way to
allow market factors to bear on them may be to continue with
the existing arrangements. But my proposal referred only to
this year and I certainly have it in mind to consult colleagues
about the longer term as soon as we can see the options clearly.

Meanwhile, we are taking the opportunity to review the links,
grade by grade, and taking steps to change or abolish those
which are not satisfactory. As you know, we have already gone
a good way towards getting forest workers' pay on a better
footing, especially in respect of pensions. Barney Hayhoe is
writing to you again separately about this. We are about to
begin a review of Fire Service Officers in the Ministry of
Defence and are also tackling firemen. Both of these links
are questionable, though I note that Michael Heseltine has said
he would be content to continue with existing arrangements for
firemen in this pay round. His officials and mine will be
pursuing this further. '

/Patrick
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Patrick Jenkin raised the question of fringe bodies. I can
confirm that we intend to maintain generally for this year
links between fringe bodies and Civil Service or other
public service models, subject to the costs being contained

within the cash provision.

I am copying this letter to the recipients of yours.

(fizg/V/q%J’ :4

NIGEL LAWSON

CONFIDENTIAL
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QUEEN ANNE'S GATE
LONDON SWIH 9AT

Z1 October 1983

’

CIVIL SERVICE "SINGLE OUTSIDE ANALOGUE" GRADES

Thank you for copying to me your letter of T thGBer
to Michael Heseltine in which you propose to @ontinue
in general the present arrangements for dealing with
"single outside analogue" grades for a further year.
This is just to let you know that I am content with
the approach you suggest.

I am copying this letter to recipients of yours.

p i

The Rt Hon Nigel Lawson, MP
} CONFIDENTIAL
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2 MARSHAM STREET
LONDON SWIP 3EB

01-212 3434

My ref: J/PS0/15640/83

Your ref:

2&/ October 1983

CIVIL SERVICE "SINGLE OUTSIDE ANALOGUE"™ GRADES

Thank you for sending me a copy of your letter of 1 October
to Michael Heseltine.

For the reasons which you give, it would seem sensible to
continue for another year the pay 1links between the civil
servants 1in question and their outside analogues. So far
as DOE is concerned, the number of staff involved is fairly
small (the largest group being the police in the Royal Parks)

and what 1is proposed could be accommodated within our cash
limits,

I also agree that we should see how our proposals on the
longer term pay arrangements post Megaw, for the Civil Service
develop before deciding our general policy for the future
for the SOA grades,

Although you did not specifically refer to staff of fringe
bodies, I assume that as in previous years the intention
is to maintain analogue links with the Civil Service or other
public service models as appropriate, subject to the cost
being contained within the cash provision. I mention this
only because the potential difficulty for «cash limits is
perhaps greater in the fringe body context. The implications
for the pay links of fringe bodies will clearly have to be
borne in mind if the general principle of single analogue
links within the Civil Service is to be abandoned.

/ 1 am copying this letter to recipients of yours.,

PATRICK JENKIN

The Rt Hon Nigel Lawson MP

CONFIDENTIAL
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MINISTRY OF DEFENCE WHITEHALL LONDON SW1A 2HB

TELEPHONE ©1-218 9000
DIRECT DIALLING O1-218 2.1.1.1./3

MO 20/17/6 26th October 1983

CIVIL SERVICE SINGLE OUTSIDE ANALOGUE GRADES

Thank you for your letter of 755 October.

I am content that we continue with existing arrangements for
this pay round. The three major defence groups are police, Royal
Fleet Auxiliary staff linked to Merchant Navy rates and firemen
who are linked to local authority rates. I am however bound to
say that having to contain the cost within existing cash limits
means yet another financial squeeze for defence. The cost of the
police settlement alone will increase pressufe on cash limits by
nearly E2M in a full year.

A copy of this letter goes to the Prime Minister and the other
Cabinet colleagues, the Attorney General, the Lord Advocate, the

Minister of State Privy Council Office and Sir Robert Armstrong.

U; (S a3 PP
L(j(v}¥Hd’(
Michael Heseltine

The Rt Hon Nigel Lawson MP

CONFIDENTIAL







SCOTTISH OFFICE
WHITEHALL, LONDON SWI1A 2AU

53 ;
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The Rt Hon Nigel Lawson MNP
Chancellor of the Exchequer
Treasury Chambers
Parliament Street

LONDON

SW1P 3AG 15 October 1983

CIVIL SERVICE "SINGLE OUTSIDE ANALOGUE" GRADES

For the reasons set out in your letter of 7’66tober to Michael Heseltine,
I think that we have little option but to céntinue the SOA pay arrange-
ments this year.

As I made clear at my bilateral with Peter Rees, we find it very
difficult indeed to absorb the extra cost of these settlements, and
therefore I do not welcome your expectation that we should once again
nave to find the extra cost from our own resources. About 5 per cent

of my Department has SOA links, compared to approximately 3 per cent
for the whole Civil Service.

I am surprised at your comment that, even post-Megaw, it may well
turn out to be sensible to continue the existing arrangements for
most of these grades. This contrasts with Geoffrey Howe's comment
in his letter of 1 October 1982 that there are "strong arguments in
principle for breaking the single outside analogue links". I would
have preferred us to conclude that this would be the last year when
the links would be maintained. As a minimum, I hope we can agree
that, before next year, the matter will be fully considered inter-
Ministerially.

I am copying this letter to the Prime Minister and to other Cabinet
colleagues, the Attorney General, the Lord Advocate, the Minister
of State (Privy Council Office) and Sir Robert Armstrong.
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DEPARTMENT OF TRADE AND INDUSTRY
1-19 VICTORIA STREET

LONDON SWIH OET
TELEPHONE DIRECT LINE or21s DH22
SWITCHBOARD  01-215 7877

JFLU627

Secretary of State for Trade and Industry

.24 October 1983

The Rt Hon Nigel Lawson MP
Chancellor of the Exchequer
HM Treasury

Treasury Chambers
Parliament Street

LONDON

SW1P 3AG

oy 9

CIVIL SERVICE "SINGLE OUTSIDE ANALOGUE" GRADES

Thank you for sending me a copy of your letter of October,
proposing that for the present pay round the pay of the
"single outside analogue" grades in the Civil Service should
continue to be linked to specific outside pay rates. I am
content with the approach you recommend.

2 I am copying this letter to the recipients of yours.

1=

NORMAN TEBBIT







IINISTRY OF AGRICUI iRE. FISHERIES AND FOOD
LONDON SWIA 2H1H

LO“.IDF‘TIAI

The Rt Hon Nigel Lawson MP

Chancellor of the Exchequer

Treasury Chambers

Parliament Street

LONDON

SWI1P 3AG 24; October 198%
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CIVIL SERVICE "SINGLE OUTSIDE ANALOGUE GRADES"
In your letter of 7 Ocfober to Michael
in the present pay round we should con*:.rlue for a furl,}'u_,r ;.'en_r wi Vh
the present arrangements for dealing with the pay of single outside
analogue grades in the Civil Service.

Apart from the farm workers on my Ministry's experimental farms about
which, as you say, we have had separate correspondence, my interest is
mainly concerned with ships' officers and crews whose pav is aligned
to the National Mantime Board's pay agreements and the police
constables at the Royal Botanic Gardens € As you mention, the
Mnistry of Defence has the major i in Departmental police.
UHHJ_CT to Michael Heseltine's views, I am content with the proposals
for this group.

;
K

Aew,
‘L

-
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or single outside analogue grades for a

n general I am content with your proposal to continue
- £

arrangements

copying this letter to the Prime Minister, other Cabinet col
aAttorney General, the Lord Advocate, the Minister of‘ State
Council Office) and Sir Robert !
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NORTHERN IRELAND OFFICE
GREAT GEORGE STREET,
LONDON SWIP 3AJ

SECRETARY OF STATE
FOR
NORTHERN IRELAND

The Rt Hon Nigel Lawson MP

Chancellor of the Exchequer

HM Treasury

Parliament Street

LONDON

SW1 29 October 1983

A

IO S

CIVIL SERVICE "SINGLE OUTSIDE ANALOGUE" GRADES

I have seen a copy of your lettér to Michael Heseltine and I

agree with your proposal to maintain the pay links between the

Civil Service "single outside analogue" grades and their comparators
for a further year.

In Northern Ireland, the pay for certain classes of employees
such as police, teachers and water workers, which in GB are
administered by local authorities, are funded entirely by central
government. It is too early to judge what effect this will have
during the coming pay round and I only mention this potential
special NI difficulty now as something which we should be borne
in mind.

I am copying this letter to the Prime Minister, other members
of the Cabinet, the Attorney General, the Lord Advocate, the
Minister of State (Privy Council Office) and to Sir Robert
Armstrong.







cc Chief Secretary
CONFIDENTIAL Mr Middleton

. Son s Mr Bailey
?M Mr Anson
Mr Kemp
Mr Wilding
‘0( Mxr Pearce
[® Mr Mountfield
Mr P Davis
Mr N J King
Treasury Chambers, Parliament Street, SWIP SAG Miss Sinclair |
01-233 3000 i g
Mr Tuson

Mr Corcoran

7 October 1983

The Rt Hon Michael Heseltine MP
Secretary of State for Defence
Ministry of Defence

Whitehall

London SW1A 2HB

1

AT N
7 1?(7( Uatt

CIVIL SERVICE "SINGLE OUTSIDE ANALOGUE" GRADES

We need to decide how we treat in the present pay round the

pay of the “single outside analogue" (SOA) grades in the
Civil Service. ere are abou 0,000 non=-industrial and

industrial civil servants (over half in your department)
whose pay has in the past been directly or indirectly linked
to specific outside, mainly Eublic_EgQ;or, pay rates. The
most important groups are Ministry of Defence pglice, the
merchant seamen in the Royal Fleet Auxiliary, nurses in the
special and state hospitals, teachers, firemen, agricultural
workers, and printers.

We agreed that these pay links should in the main continue to
operate during the 1982/83 pay round. We cannot decide on our
general policy for the future until we have taken our thinking
further on longer term pay arrangements, post Megaw, for the
civil service generally, although it may well turn out to be
sensible to continue the existing arrangements for most, at
any rate, of these grades. 1In those few cases where the
present arrangements appear to be unsatisfactory, we are
already carrying out special reviews of them. I have also
had separate correspondence with colleagues concerned with

the special cases of Government farm and forest workers.

I therefore suggest that the right course would be to continue
in general with the present arrangements for a further year.
The number of staff involved is relatively small; applying
these settlements during the past year cost very little more
than the general pay increases agreed for the rest of the
Civil Service would have done; and most of them follow public
service settlements which we already directly control or

CONFIDENTIAL
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influence.

The first group of civil servants who would expect to settle
in this pay round are the departmental police, principally
those in your department. Maintaining the presently agreed
level of link with the pay of the civil police (in line with
the recommendations of the Wright Committee which we accepted
in 1979) would require an 8.4 per cent increase for those
below the rank of Superintendent and 7.7 per cent for
Superintendents and Chief Superintendents. -

I shall be glad to know that you _and gther colleagues are
content with this general “@pproach (and with the speciriic
pmmal police); I think it is the
right one for us to adopt. So far as cost does, I should
of course expect any difference between the overall value
of single outside settlements and what is eventually settled

for non-industrial civil servants generally to be accommodated
within cash limits.

I am copying this letter to the Prime Minister and to other
Cabinet colleagues, the Attorney General, the Lord Advocate,
the Minister of State (Privy Council Office) and Sir Robert
Armstrong.

ot
e

VE Al

NIGEL LAWSON
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MR SCHOLAR //ﬁﬁ\ 19 September 1983
\MZ Mount <\\ '

Mr Ingham \\ﬂ//

PAY ARRANGEMENTS FOR NON-INDUSTRIAL CIVIL SERVANTS

I am minuting you to bring you up to date on the developments
this front: Ministers recently considered how the negotiations
on Megaw should be handled in the context of the 1984 settlement

with the Civil Service and decided to make its position clear

- the Government was prepared to work towards a Megaw
arrangement but with safeguards (no unilateral access

to arbitration plus a parliamentary over-ride)

and to consider, as a step towards a Megaw-type arrangement,
the collection of information on pay and other relevant

factors to inform, but not to constrain the 1984 negotiations.

This was put to the unions orally. Predictably it did not
go down well, coming as it did at the same time as the (leaked)
news of the 3% pay factor. I was told that the leaders 'almost
walked out". I am inclined to be sceptical about this: where
would they go? The union side asked for a written version of
the Government's position. I enclose a draft which will be
put to them, as a draft, tomorrow. We have contributed to it
from here and I am satisfied that it is firm on the vital points
while retaining a reasonable tone with the rank and file civil
servant in mind. Treasury Ministers do not consider it necessary
to bother the Prime Minister or other Ministerial colleagues
with this and I think that is right since the draft closely

reflects the recent discussion Chaired by the Prime Minister.

NICHOJAS OWEN

CONFIDENTIAL




DRAFT LETTER TO SEND TO

P D Jones Esg
Secretary
Council of Civil Service Unions

PAY ARRANGEMENTS FOR NON-INDUSTRIAL CIVIL SERVANTS

We met on 13 September when I outlined to you the Government's
position on & number of points which you had raised in
connection with future pay arrangements for non-industrial

civil servants. I write now to confirm what I said.

2. Overall I confirmed to you that the bovcrnmcnt were prepared
to continue to try to reach agreement on a new pay system based
on the recommendations of the Megaw Report. 1In line with Megaw
such a system must give full weight to all those factors which
are relevant to any settlement - affordability, retention,
recruitment and other non-pay factors in conditions of service,

as well as pay movements and levels elsewhere in the economy.

3. There are many points on which agreement will be needed.
You have however asked for indications of our position on

three specific matters connected with the longer-term, and

one specific point in connection with the 198k negotiations.

i, First, you raised questions about the role of the new
independent body which Megaw proposed should collect data
for the negotiations, and the extent to which the negotiating

parties should have access to the detailed material which it




would collect. Megaw had not envisaged such access, but you
have argued that both parties need this if confidence in the
body's work is to be established. I told you that the
Government were prepared to discuss this possibility
constructively. It would however be necessary for the

body to be accepted as authoritative and, in keeping with
the Megaw recommendations, for pay negotiations to be
conducted within the framework established by its
assessments. In these negotiations other factors

could of course be properly brought to bear.

5. Becond, as you know Megaw suggested that when there
were pay "levels" negotiations (every four years) agreement
should be reached within upper and lower quartiles on the
appropriate levels, which would then be a factor to be
taken into account in negotiating pay movements within

the constraints of the movements quartiles. You asked
that the negotiating range in respect of levels should

be narrowed, perhaps so as to gofrom quartiles to the

fourth and sixth deciles. I told you that the

Government's view was that we should adhere to quartiles

as Megaw recommended as the range within which the parties

should seek to reach agreement.

6. Third, you asked for a right of unilateral access to
arbitration; and assurances regarding Parliamentary
overxide on arbitration awards. 1In reply I said that

the Government recognised that arbitration can have a




role to play in resolving disputes in certain circumstances. Bu
the Government did not consider it right that either party
should be bound to go to arbitration against its will. This

is in line with Megaw, which rejected unilateral access.

In addition I said that the Government could envisage
circumstances in which Parliament might need to be asked

to approve the overriding of an arbitration, award or of the
operation of the new arrangements overall. The Government's
position in this respect must be safeguarded under any new

agreement.

T. We are agreed that it is not now possib]e to contemplate
having new long-term arrangements in place for the 1984

pay negotiations. That being so, and in line with the

kind of arrangements we are discussing for the longer-term,
the Government are however prepared to discuss with the

CCSU the possibility of some form of data collection to
inform those negotiations. We shall want to consider

with you the details, but we are thinking in terms of

fairly generalised data concerning non-manual pay settlements

in the private sector as a whole in the present pay round.

The data must include information on recruitment, retention
and other labour market factors. This information might

be collected primarily by the Office of Manpower Economics
in accordance with ground rules to be agreedlbetween us with

appropriate access of the parties to the information collected.




I made the following further points in this connection

Discussion of this possibility, and if agreed the
collection of data for 198L, is based on the
assumption that the parties remain in negotiation
over Megaw and are making progress in moving

forward towards acceptable long-term arrangements.

Data collected would inform but not in any way
constrain the 1984 pay negotiations. Since we

have yet to reach agreement on long-term arrangements,
next year's negotiation will therefore necessarily

be on an ad hoc basis, as will the data collection.

It should thus be explicitly understood and agreed

in advance that the negotiating freedom of either

side would not be restricted by reason of the data
collected; and there would be no particular limit

of the kind envisaged in Megaw, within which the

eventual outcome could lie.

As in the case of this year's negotiations, there

can be no advance commitment by the Government to
go to arbitration if a negotiated settlement
cannot be reached for 1984. This is consistent
with our position on longer—-term &rfangements
relating to arbitration. Naturally, as this
year, we hope a negotiated settlement will be

reached.




9. The Government propose that discussions of the
possibility of date collection, and if so agreed the

data collection itself, should proceed in parallel with
discussions towards full agreement based on Megaw for the
longer-term, taking account of the points and positions
noted above and also of the many other points we have

yet to discuss. You suggested, and we agreed, that we

should aim for midsummer 1984 as a target date for a

£

full draft agreement on longer—-term arrangéments.

10. T shall be grateful to know the CCSUs views, and in
particular that you are content to proceed to discuss
the possibility of data collection for 1984 on the

basis set out in paragraphs T and 8 above.

CONFIDENTIAL
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10 DOWNING STREET

From the Private Secretary 8 September 1983

MEGAW

The Prime Minister took a meeting on Monday evening about
the questions raised in the note by the Chairman of the Official
Committee on Megaw attached to your letter to me of 2 September.
The Chancellor of the Exchequer, the Secretaries of State for
Defence, Social Services and Employment, the Minister of State,
Privy Council Office, Sir Robert Armstrong, Mr. Kemp (HM Treasury),
Mr. Gregson and Mr. Mount were present.

In a short discussion it was agreed that the Government should
continue the attempt to agree a new pay system based on Megaw's
recommendations. But this did not imply unconditional agreement
by the Government to data collection as a background to the 1984
Civil Service pay negotiations. Such agreement might lead the
unions to suppose that the lower quartile would be the floor of
negotiation, and if so the outcome would almost certainly be higher
than the 1983 pay settlement. It would be essential to include
amongst the data which would be collected information about
retention, recruitment and affordability; the Government should
make it clear that it was not binding itself to negotiation within
the inter-quartile range; and there could be no question of
agreement to the unions' requests that the inter-quartile range
should be narrowed so as to lie between the 40th and 60th percen-
tile, that the Government should allow unilateral access to
arbitration, and that Parliamentary override of an arbitration
should be possible only in clearly defined circumstances such as
the operation of a national pay policy.

Summing up the discussion, the Prime Minister said that the
Official Side should indicate that the Government wished to
make progress in the discussions to agree a system based on Megaw.
They should make it clear that the Government could not accept any
narrowing of the inter-quartile range, unilateral access to arbitra-
tion, or a restrictive Parliamentary override. Collection of data).
on private sector pay movements by the Office of Manpower Economics
could go ahead, providing it was part of a wider collection of data,
as envisaged in the discussion. The Official Side would need to make
it clear from the start that, in the 1984 pay negotiations, the collec-
tion of data did not imply that the Government would negotiate within
the inter-quartile range; indeed, the Government should say explicitly

/ that




that it was not bound to that range. As to the two broad
approaches to the collection of data, set out in annex A to the
MISC 84 report, there was a preference for the generalised
approach (paragraph 5b of annex A), since it seemed to be further
away from comparability.

I am sending copies of this letter to Richard Mottram (Ministry
of Defence), Steve Godber (Department of Health and Social Security),
Barnaby Shaw (Department of Employment), Mary Brown (Privy Council
Office), Richard Hatfield (Cabinet Office), Mr. Kemp (H.M. Treasury),
Mr. Gregson and Mr. Mount.

Miss Margaret O'Mara,
H.M. Treasury.
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PRIME MINISTER

Megaw: Meeting on 5 September

BACKGROUND
Before the Summer Recess there were exchanges between you,the
Chancellor of the Exchequer, and the Secretary of State for Employment

on the current negotiations with the Civil Service trade unions on
) — L —

the recommendations of the Megaw Committee for a new long-term system
T .——-—-v-———__._______________-

for settling the pay of the non-industrial Civil Service. The main

point at issue was that the Chancellor of tﬁédﬁgbhequer wished to

tell the unions that the Government would be prepared to explore the

__possibility of setting up formal arrangements for collecting data on

private sector pay movements as_background to the 1984 Ciyil Service

—

pay negotiations; the Secretary of State for Employment expressed

strong misgivings about the wisdom of this. The relevant arguments
are set out in the Secretary of State for Fmployment's letter of
27 July and the Chancellor of the Exchequer's minute of 28 July.

2 In the event, no statement was made. Exploratory discussions
with the unions have continued. The current state of affairs is
described in the Note by the Chairman of the Official Group on Megaw,

circulated with the letter of 2 September from the Chancellor of the

Exchequer's Private Secretary to yours,

3 The Note reports that the unions have raised three main issues.
R e

a. That they should have access to the detailed data
A _
c ollected by the Pay Information Board (PIB) proposed by

Megaw.

b. That the level of Civil Service pay should always lie

between the 40th and 60th percentile of the range E?nﬁay for
—

—_——

outside staff in comparable employment, instead of the much

1
CONFIDENTTAL
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wider range (25th to 75th percentile) recommended by Megaw,

Ce That the Govermment should allow unilateral access to

arbitration; and that Parliamentary override of an arbitration

award should be possible only in clearly defined circumstances

such as the operation of a national pay policy. (The Government's
——#_-‘-\——.‘_-_._ﬂ_—_———_ﬂ-“-___m

position is that access to arbitration should be permissible
only if both sides agree; and that the Government must have an
— ]
unfettered right to seek Parliamentary override. Megaw recommended
———— e A —

against unilateral access; but he also recommended that the

—

Govermment should be committed to accepting the outcome of
———y —

arbitration - i.e. that any Parliamentary override should be

at the initiative of Parliament itself, not the Government).

The unions are said to be looking for a statement of the Government's

views on these issues, and the handling of the 1984 pay ;égotiations,i

in time for a meeting which they are holding on 6 October.

4, The Chairman of the Official Group appears to favour not bringing

g
these issues to a head, but instead seeking to make gradual progress

towards a Megaw-type system by offering some form of data collection

e —————y

as an input to the 1984 pay negotiations.

Da You will recall that in discussions with the National Health Service
(NHS) trade unions the Government has refused to entertain the possibility

of collecting agreed data on outside pay movements as an input to NHS pay

negotiations, on the grounds that this would concentrate attention
undesirably on comparability rather than recruitment and retention and

what can be afforded. The Chairman of the Official Group (Annex A to

his Note) recognises that an offer of data collection to the Civil
Service unions could make this position more difficult to hold in the
NHS and elsewhere, but suggests that the risk of repercussions would

be reduced if the data were linked to specific Civil Service grades.
e U | ST

2
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MAIN ISSUES

6. There are two main issues,

Does the Government wish to work towards a Civil Service

pay system based on the Megaw recommendations?

In the light of the answer to i., what are the next

steps in the negotiations with the trades unions?

Do we want a Megaw system?

7. There are strong arguments for continuing to work towards a

Megaw system. The Megaw Committee was established on the Government's

initiative. Its recommendations are widely regarded as sympathetic

to the views deployed in evidence by the Government. The Government

has announced its acceptance in principle of the recommendations; and

this was repeated during the General Election campaign., It would be

e e

extremely difficult, and damaging to staff relations, now to abandon

the attempts to agree a system based on Megaw. Moreover, Ministers
have seen advantage in establishing a stable system for settling
Civil Service pay; there is no ready alternative to Megaw; and it is

— — ———y
not easy to see how one could be created.

3. Nevertheless, a Megaw system will certainly have features which

——

Ministers will find unattractive: in particular, it is bound to
———e Y
include formal arrangements for collection of data on outside pay

movements and levels; and it is bound to commit the Government, save
in exceptional circumstances, to making pay offers in line with some
measure of outside pay movements (in practice, almost certainly the

—

lower quartile will bé_fhe floor), If Mjnisters consider that they

will not in practice be able to accept these features, it would be
better to terminate the negotiations quickly: the longer they go on,

the greater the expectations of progress, and the greater the

disappointment (and risk of a ions of bad faith) from ultimate

breakdown.
_-—.—'_'_'_-'_—'_—._M
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9. So far, Ministers have taken the view that they are willing
to work towards a Megaw system in good faith, but that they are

not prepared to make significant concessions overall in order to
achieve it. The meeting on 5 September seems likely to continue

to take that view,

Next steps

10, The Chairman of the Official Group identifies three main

courses of action. He dismisses stalling (paragraph 12¢ of his Note)

on the grounds that it will be regarded as a refusal to negotiate
__-__——__-.______,_——-_

seriously. That seems plausible.

2 b 0f the remaining options, the first would be to make a clear
statement of the Government's views on the issues méntioned in paragraph 3
above. It would probably be possible to be reasonably forthcoming on

the first (as the Chairman of the Official Group points out, tﬁe
Government itself is unlikely to want the PIB to deliver its judgments

without consultation or question); but a Government statement at this

stage on the second and third would have to be uncompromising. The
e s — % e —

likely outcome would be one or other of the following.

a, It is conceivable, but unlikely, that the unions would
acquiesce. If so - unless Ministers should have decided
that a Megaw system is, on reflection, undesirable - well and

good.

b. More probably, it would lead to a breakdown in the negotiations.
—— -
In this event, an important weakness in the Government's position

would be that it could not claim to be standing four-square on

the Megaw recommendations: on arbitration, it would be taking

a significantly harder line than Megaw, It would therefore risk

being accused of deliberately wrecking the negotiations by
introducing a departure from the Megaw recommendations which it

knew was bound to be unacceptable to the unions. The Chairman

of the Official Group also says that breakdown would mean that
there would be "no framework for either the 1984 negotiations

or for the longer term". Ministers will wish to consider how

L
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serious a difficulty this would be., Most forms of employment
do not have a "framework" in this sense, and manage well enough
without it., But there are special considerations in the case
of the Government and the Civil Service which Ministers have

previously regarded as making a "framework" desirable,

12, The second main option is to try to make some progress towards

a Megaw-type system by introducing piecemeal changes: the particui;r

possibility mentioned in the Note is the possibility of data collection
for the 1984 pay negotiations. An important difficulty about this

is that data collection is not a free-standlng part of the Megaw system,

pir e
The logic of the Megaw recommendations is that each q1de should accept
must

limitations on its freedom (in particular, it /bargain within the inter
e —

quartile range of outside pay settlements). The limits must be set

2
objectively by a third party: hence the recommendation for data

collection by a PIB. Divorced from the rest of Megaw recommendations,

data collection has no obvious merit; and offering it to the Civil

Service would make it more difficult to refuse it to other public

service groups., It might also be difficult to drop later if the
e SR

negotiations eventually failed. The Government would implicitly have

accepted the relevance of data collection to pay determination, even

outside a Megaw system; and it is seldom easy to argue that ignorance
— i

is pnféfrable to knoﬁikdge. The difficulties are not necessarily

insuperable; but Ministers will wish to weigh the rigks carefully.

13. An approach which might be less risky would be to link the

possibility of data collection explicitly to acceptance of one or more

v

of the key Megaw recommendations: the most natural possibility would be

e

to link it with the restriction of bargaining to the inter quartile range.

This would force the unions to accept that they could not expect to do
significantly_ﬁgﬁigr than the private sector. On the’;?;;r hand, it
would commit the Government to offering at least the lower quartile of
private sector pay movements in 12§3. Some Ministers will not welcome

such a commitment. But if there is to be a Megaw system at all, it

will have to be given sooner or later: if it is unacceptable in principle,

5
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as argued in paragraph 8 above, it would be better to abandon the

attempt to negotiate a Megaw system,

Further work

14, The options before Ministers are described in fairly general terms
and appear to need further elaboration before a specific proposition
could be put to the unions. In particular, if Ministers favour offering
some form of data collection, important questions of detail (discussed

in Annex A to the Note) will need to be settled. Moreover, presentation

to the unions will need careful consideration. You will probably wish

to invite the Chancellor of the Exchequer to arrange for officials to

produce further advice for Ministers in the light of the Conclusions of

the meeting.

HANDLING

15, You will wish to ask the Chancellor of the Exchequer to open the

d::> discussion by outlining the current state of discussions with the trade

unions, and his views on the right way forward. You might then invite

(/§;>the Secretary of State for Employment to speak, both on the issue of data
.

collection and on negotiating tactics. The Secretary of State for Social

Services will wish to comment both as a major employer and from the

standpoint of possible repercussions in the NHS., The Secretary of State

for Defence and the Minister for the Arts will have views, in particular,

on the likely effects of the various possible courses on staff relations

and morale.

CONCLUSIONS

16, You will wish the meeting to reach conclusions on the future handling

of the negotiations with the Civil Service trades unions on Megaw and
probably, in the light of those conclusions, to invite the Chancellor of
the Exchequer to arrange for officials to produce further advice on

detailed tactics and presentation in the light of those conclusions.

Dr

115
P L GREGSON

Cabinet Office

2 September 1983

6
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. MR Scy,éLAR 2 September 1983

cc  Mr Mount

PAY ARRANGEMENTS FOR THE CIVIL SERVICE

The time is approaching when Ministers have to finally decide
whether they do want a Megaw-based system for pay negotiations, and

on what tegmé?’and if not, how they can find an honourable way out

- e m— — ———

of their commitment to have one. This subject will arise in

Monday's méeting on this subject so I am rehearsing some basic

arguments below.

The advantages which could be claimed for a Megaw system is
that it offers a degree of comparability sufficient to reassure
civil servants that they will be looked after, but with sufficient

flexibility to allow the Government to take managerial factors

- affordability, and the need to recruit, retain and motivate -
--_._-_.-__-_— —

into account. It could be argued that, in comparison with unconstrained
_...--—5

collective bargaining, a Megaw system offers improved industrial

relations and greater public confidence in the Government's

dealings with its employees. Moreover, it would do so at little

or no extra cost, because the Government - according to

Sir Geoffrey Howe's evidence to Megaw - would not want Civil Service

pay to fall behind the private sector in any case. A Megaw-based

system would also avoid wild fluctuations in settlements (several
years of falling behind followed by large, inflationary, catching-up

settlements. )
The disadvantages of such a system are

1) That by building in comparability into its own system

the Government is setting a_bad example to the other employers.

It is difficult to see how the average level of settlem$ents in
the economy can fall, or fall quickly enough, if all employers

negotiate primarily on the basis of comparability. Settlements

will fall if employers negotiate on the basis of their capacity
- e ———

to pay (low, in many cases) and ability to recruit (easy, in most)

rather than on a follow-my-leader basis.

2) Megaw will constrain the Government more than the unions.
The Government has secured settlements lower than the Lower Quartile
CONFIDENTIAL
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. in the last three rounds; it could not do so under Megaw.

—

Even Lower Quartile settlements would be difficult to achieve;

union leaders would dig in hard rather than have to report to

their members that they had secured only the very minimum

possible under the new arrangements. Conversely, the unions

would not be effectively constrained since they cannot realistically
expect, under this Government at least, to secure settlements

greater than the Upper Quartile.

3) Although the Megaw system provides a degree of flexibility
to accommodate managerial factors, in practice, the recruitment,
retention and motivation factors are less visible than pay comparisons.
The latter may for this reason tend to dominate negotiations,

rather than the former.

My own view is that the disadvantages for the Government

———

outweigh the advantages of a quieté;_iiﬁg; it is not my impression
that a Megaw system would improve industrial relations in the Civil
Service sufficiently to improve Civil Service performance or affect
voting behaviour. Civil servants naturally hanker for the old

pay research regime which allowed them to haggle over the comparability

data and then to secure settlements equal to the private sector

upper quartile level. But given that this is denied them, I doubt

myself whether the majority would be significantly reassured by

Megaw arrangements. The Civil Service unions themselves seem very

suspicious of them. Thus Megaw might achieve, at best, modest

industrial relations gains, at some cost in terms of the paybill

and the demonstration effect on the rest of the economy.

I
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5 Goant WP RAC
reasury Chambers, Parliament Street, SWIP 3A(
0O1-233 3000

2 September 1983

Michael Scholar Esq
10 Downing Street

Bor hocdod

MEGAW

The background papers to the meeting which the Prime
Minister is holding on Megaw on 5 September are the
Chancellor's minute of 22 July and the subsequent
comments of other Ministers. As a further contribution
to Monday's meeting, I enclose a note from the Chairman
of the Official Committee on Megaw, which has been
discussed amongst Departments. It sets out the present
position and the main options now before the Government.

I am copying this letter to the Private Secretaries of

those Ministers who are attending the meeting on Monday,
and to Richard Hatfield (Cabinet Office).

/?n«n ¢QQCU%&

/hmq%ﬁui# O>ﬁ6¢a

MISS M O'MARA
Private Secretary
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certain position (the median) in a "pay league". There could,
moreover, be certain advantages to the Government in agreeing on
greater "transparency" for the PIB's operations: it would not
neces:arily suit the Government to have an independent and authori-
tative PIB working in secret consulting neither party on its inter-
pretation of the data it collects. Officials believe it would not

—
be worth foundering on this issue alone if a satisfactory agreement

-
-

could be reached on the er elements in a new system.

7 (b) is much more difficult The essence of Megaw = and one of

its main attractions f the Government - is that the pay

for civil servants in any one year should reflect outside

in that year. A action on pay levels would need to be accommodated
_..--" 3 g = =
within that constraint. On the face -of it, there are few attractions

g —

in narrowing the ranges within which levels might “legitimately™ lie

under a new pay system. This zins to look like a return to straight

comparabilit Moreover, it is % much greater width of the ranges

of level han under pay research which give the best guarantee that

the la Jﬁchlrp of the Megaw system would not require any significant

e

prior adjus nts to ensure that 211 Civil Service pay levels lay within
—""__-_'___—-_-—-'q

‘he prescribed ranges. There is a further fundamental problem on
levels insofar as the unions are absolutely convinced that Civil

Service pay levels have fallen badly behind and must be put "right"

over a itransitional period during which the normal "movement"
constraints would be modified.

6. (c) is also very difficult. The unions cling to the right of
unilateral access to arbitration, and are only prepared to discuss the
possibility of a Parliamentary override of an arbitration award in very
Clequj defined circumstances such as the operation of a 19t¢oégz_5;§h—ﬂ

i

policy. Ministers, on the other hand, decided in E Committee on
--__-—_‘-—'.’ - - - -

2 December 1982 tnat any new arbitration agreement must provide for
access only where both perties agreed; and that in addition, the
Government would need need to retain the right to ask Parliament to over-

turn an arbitration award in unspecified circumstances. The present

positions of the two sides are therefore wide apart here.

Te Against this background there is no Prospect of early agreement
on detailed new pay determination arrangements for the Civil Service.

This does not mean that such agreement could not be reached in the

2
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longer run, perhaps by development in stages, particularly if moderate

opinion continues to reassert itself in the unions and their negoti-

ators as a result have more room for manoeuvre than present Conference
esolutions permit them.

8. It is likely, however, that a statement of the Government's views

n the points at (a)-(c) above would lead quickly to a brea?down

4=

in the present discussions because it would highlight the exl sting

gulf between the parties. ne way to avoid this, and to sustain the
regotiations on a long term agreeme would be to take a

step in the direction char y Megaw in the procedures for

a2y negotiations. This cou take the form of some limited

|2
- - (!

lection on pay movements to inform (not conaﬁr&in) the 1984 1

ations: this is somethin "or which the unions alﬂ—u;v

1984 Pay Negotiations

Such a step would be seen by the

general as a tangible
ermination

ment in any ong term arrangements which could be

ither side would be
would allow a trial run-of
ey aspect of Megaw—based system There is a good chance that
if the unions were at ction exercise to inform the-
T
1984 negotiations they would not ress now their reguest for a prior
indication from the Government its willingness to allow access to
arbitration,
10. This option is worth serious nsi 1 01 Certainly the
availability of any ;a8 produ n an ag basis might de 0
affect the Government room manoeu It would mazke it more
difficult to achieve an agreed settleme: below the lower guartile
figure. On the other han there is 1litt reas to suppose that
the unions would be prepared to sett! "0 388 T year in any case,
and this is no more than the constraint
implicitly accepted as pa and parcel of the NMegaw approach. How-
ever, an imporuant difference from ﬁeba is that "informed" pay
nment free if it chose
to do SO (eJ because it thought this was justified on grounds of

affordability) to impose a settlement below the lower quartile without
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formally breaking a new pay agreement, or invoking safeguard clauses
at the outset. The Government would be free to decide at the time

of the negotiations whether to seek an agreed settlcment, impose one,
or permit arbitration and if so, on what basi

11. The note at Annex A contains preliminary sug;eations on how

data collection might be carried out. Concern about the possible
implications of this for other public service groups could point to
linking the data to certain specific Civil Service grades. It could,
however, be difficult to agree in time with the unions the job evalu-
ation methods to be used for this. It would also make it more
difficult to resist pressure for ancillary information on pay levels
even though the data relevant to the negotiations would be about pay

-4

A more generalised approach to data on pay movements would
difficulties but would carry a greater risk of being
relevant by other groups. It would also be necessary 1o
decide on the precise role of the OME and the use of consultants and
whether it migh e helpful to have an individual appointed to oversee
the data collection work on an independent basis. If Ministers wish
to pursue the option of data collection for 1984, further paper will
be prepared by officials setting out the detailed issues involved in
its handling.
Options
12. The unions have asked n in ation of the Government's
I

present position on the issues o ined above in time for a meeting

they are holding on 6 October. tactical terms the main options

wppear to be:

(2) To put forward : initive staten of the Government's
position on issue 3 Vit ffer of anything
special for

(b) To continue

pressing by
possibility

pay negotiations which would constitute a step in the direction
charted by Megaw; +these proposal eken forward at
the same time as.progress in discussions on the longer term;

To refuse to take up a substantive position on issues (a)-(c)
. £ XL L

or to contemplate ad hoc data collection arrangements for 1984.

4
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for other groups to argue in the run-up to their pay
negotiations in 1984 th: he data collected by the OME
for the Civil Service negoti ons was relevant to them,
although they might still do particularly if the ranges

were much the same and cou be taken as a reflection of

more readily be
involve any need for job evaluation.
also not leave the way open to pressure

ided on outside pay levels since no

A

mparison would exist. Arguably, however,
the data collec
ygblic service groups,
that the Civil
ay round.
to be covered by data collection
on pay movements shou un from August to February. But it would

-

be possible to extend 984, so as to ensure that
the bulk of oth public servi settlement: out of the way
Service were
ction for the Civil
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Treasury Chambers, Parliament Street, SWIP 3AG
O1-233 3000

5 September 1983

Miss Janet Lewis-Jones
Private Secretary to the
Lord President of the Council

Ser gonst,

MAKING THE PRINCIPAL CIVIL SERVICE PENSION SCHEME CONTRIBUTORY

The Chancellor will shortly be circulating a paper to Cabinet on public sector
pensions policy for discussion at the meeting on 15 September. It will include a
proposal that the Principal Civil Service Scheme should be made contributory,
although the Chancellor is only seeking a decision in principle at this stage.

Since the subject may come up at the Cabinet meeting, your Minister may wish
to see copies of the recent correspondence on the subject which I enclose.

I am copying this letter to David Heyhoe (Lord Privy Seal's Office) and John

Lyon (NIO). I am also sending copies, without the enclosures, to the Private
Secretaries of Cabinet Ministers who have already seen the correspondence.

;%?ﬁv«’) QLQ\CU\CS,
MW 0 /hovar

MISS M O'MARA
Private Secretary







From: THE PRIVATE SECRETARY

CO?%,‘SEE?“{.?TT?': 1A
INT I i I

Howme OFFicE
QUEEN ANNE'S GATE
LONDON SWIH 9AT

30 August 1983

DCEN MEN\SJ’“H [

MAKING THE PRINCIPAL CIVIL SERVICE PENSION SCHEME CONTRIBUTORY

The Home Secretary has seen your letter ofkjﬁfhugust to Brett Bonner, setting
out the Chancellor's proposals for negotiations with the civil service union
on how the PCSPC could be made contributory.

He sees no objection to discussions being opened with the trade unions on the
modalities, but he is concerned that, in preparing for these negotiations full
account should be taken of the position of prison officers under the PCSPS and
the problems which could arise for them under a contributory scheme. There
will need to be close liaison between the Treasury and the Home Office Prison
Department on this matter.

In view of the Home Secretary's responsibilities for the pension schemes for
the police and fire services, he welcomes the Chancellor's view that the
appropriate level of contribution by civil servants should not be considered
in isolation from other public service sector schemes for which the Government
has responsibility. You will recall that contribution rates in the police and
firemen's pension schemes were recently increased significantly.

Copies of this letter go to Brett Bonner and the other recipients of your letter.

Yowis A M%
J h/} Sﬂ/\‘mlbv

H H TAYLOR

Miss M O'Mara

CC"E N R ED







W[w)
ﬁ_@ j}sw vt il
I e

EZ:T: mw’

With the Compliments of
the Private Secretary to

the Minister of State %
parly e

¥ ad
DEPARTMENT OF HEALTH AND SOCIAL SECURITY (ﬂ?

Alexander Fleming House

Elephant and Castle
London, S.E.I.




DEPARTMENT OF HEALTH AND SOCIAL SECURITY

Alexander Fleming House, Elephant & Castle, London SE1 6BY
Telephone 01-407 5522

From the Minister for Health

Miss Margaret O'Mara

Private Secretary to

The Chancellor of the Exchequer
Treasury Chambers

Parliament Street

London

SWIP 3AG DM Auc_re;}— 9833

‘\-DC'O\’ MO&JG—?J&"’

MAKING THE PCSPS CONTRIBUTORY

In the absence of Mr Fowler, the proposal in your letter of 11 August has been
considered by Mr Clarke and Dr Boyson. I have to let you know that both feel
this matter needs some collective consideration by Ministers before discussions
are opened up with the Civil Service unions. We are of course concerned here
from a number of points of view: the implications for other parts of the public
sector (in our case, the NHS); the implications for civil service industrial
relations; and the implications for the mounting debate on reform of the
occupational pensions sector and the problem of the early leaver.

The circulated paper concentrates on the civil service problem: but your letter
accepts that this cannot be studied in isolation from other public sector schemes.
Ministers do of course understand that the immediate proposal is to open discussion
only on "modalities"™ and structure, and not get into the key issues of effects on
contribution and pay. But it seems to them that Ministers should have an
opportunity to consider the Government's stance on these issues before discussions
are opened up with the unions. The whole issue could have important implications
for the NHS and seems likely to have consequences for the Government's approach to
wider public sector pay issues which ought to be explored further.

I am copying this to the recipients of your letter.

V‘OUT‘.':: -‘-'atnce_:«c/‘

&JQ@

ROBIN NAYSMITH
Private Secretary
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CABINET OFFICE

Winister of State MANAGEMENT AND PERSONNEL OFFICI
Old Admiralty Building

Whitehall

London SWIA 2A7

Felephone 01-273 4400

Lord Gowrie

Miss M O'Mara

PS/Chancellor of the Exchequer

HM Treasury

Parliament Street

London SW1P 3AG 22 August 1983

Do Marget

MAKING THE PRINCIPAL CIVIL SERVICE PENSION SCHEME CONTRIBUTORY

We have now seen a copy of your letter of (1% August to the Private
Secretary to the Secretary of State for Employment about the Ciwvil
Service Pension Scheme.

Lord Gowrie very much welcomes the Chancellor's proposal to confirm
the Government's commitment in principle to a contributory pension
scheme and to authorise the opening of negotiations with the Civil
Service unions on the terms described. Not only is the reform
desirable in itself but, as the Chancellor indicates, it is the

way in to much wider reform of pension contributions across the
public services - to the potential benefit of the Exchequer.

Two further points. First, the Cabinet Office (MPO) is committed

to seeking abolition of the compensation payable to civil servants
dismissed on grounds of inefficiency. As such payments are made
through the mechanism of the PCSPS, change requires either agreement
with the unions or primary legislation. It is inconceivable

that the unions would agree to the necessary changes in isolation
but they might well be brought to accept them in the context of

a broader reform of the PCSPS as a whole. We would wish to seize
the opportunity of the new negotiations to achieve this particular
objective among others.

The second point is simply to record that the Cabinet Office (MPO) -
given its responsibilities among other matters, for retirement

and redundancy policy across the Service - has a considerable and
direct interest in the policy issues discussed in the MISC 84 paper
and in the proposed negotiations with the unions. This interest

/would be best
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would be best reflected if our officials could be associated
with, and as necessary take part in, those negotiations.

I am copying this letter to the recipients of yours.

A
oy Sﬂnft)
|

e

P L CANN
Assistant Private Secretary
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Caxton House Tothill Street London SW1H 9NF

Telephone Direct Line 01,21361400
Switchboard 01-213 3000

Margaret O'Mara
Private Secretary to
the Chancellor of the Exchequer
HM Treasury
Great George Street
LONDON Swl /9 August 1983

R Mormet

MAKING THE PRINCIPAL CIVIL SERVICE PENSION SCHEME CONTRIBUTORY

Thank you for your letter of 11 August. My Secretary of State is
away next week and will not be able to consider these issues

fully by 24 August. Moreover he believes that the question of
whether to move to a contributory scheme, and if so how, cannot

be readily separated from questions about how the scheme is to

be costed and about whether effective pension contributions should
be increased. He would therefore prefer to consider the issues
raised in your letter when he has had an opportunity to see the
Chancellor's forthcoming proposals, which we understand are likely
to be discussed in Cabinet on 15 September, about public sector
pension policy generally.

He appreciates that this approach may mean that it will not be
possible to start discussions with the Civil Service unions until
after 15 September. But he believes that this delay would bring
with it the important compensating advantage that the Government's
broad policy on how the scheme is to be costed and on contribution
levels will have been established in advance. In his view these
issues are bound to be raised by the unions very guickly.

I am copying this letter to the Private Secretaries to other members
of MISC 83 and to Michael Scholar (No 10), David Staff (Lord
Chancellor's Department), Roger Bone (FCO), Hugh Taylor (Home Office)
Stephen Williams (DES), Derek Hill (NIO), Caroline Brookes (D/Energy)
John Wilson (Scottish Office), Judy Roberts (Welsh Office),
* Bright (DOE), Caroline Varley (DTI), Alex Galloway (Chancellor
' Andrew Melville (D/Transport), David Dawson

(Dt fos b
(Cabinet Office). 5

Inory ol

2
3
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Treasury Chambers, Parliament Street, SWIP 3AG
0O1-233 3000
11 August 1983
Brett Bonner Esq

Private Secretary to the
Secretary of State for Employment

V%%

Lear lorek

MAKING THE PRINCIPAL CIVIL SERVICE PENSION SCHEME
CONTRIBUTORY

In the debate on the Scott Report on 22 October last year,
the Minister of State, Treasury, said that the Government
was attracted to the proposal in the Megaw Report on the
Determination of Non-Industrial Civil Service Pay (Cmnd 8590)
that the Principal Civil Service Pension Scheme (PCSPS)
should be put on to a contributory basis. I am enclosing a
paper by the Official Group on the Megaw Report (MISC 84)
which contains proposals on how such a change might be brought
about. As you will see, it seeks authority only for the
opening of negotiations on methods and leaves aside the
important question of what the right employee contribution
level should be.

The Chancellor does not believe that the question of the
appropriate level of contribution to the PCSPS can be
considered in isolation from other public service schemes for
which the Government has responsibility. He will therefore
shortly be putting proposals to Cabinet on how to carry
forward the Manifesto commitment to a continuation of price
protection of public sector pensioners "on the basis of
realistic pension contributions". But he thinks that it
should be possible to discuss with the unions the principle
and the means of turning the PCSPS contributory in advance
of decisions on the level of contribution, provided it is
recognised that such decisions are still necessary.
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The Chancellor would therefore like now to confirm the
Government's commitment in principle to a contributory
scheme and to authorise the opening of negotiations

with the Civil Service unions. He understand that the
unions themselves are expecting such an initiative.
Thus, unless he hears from colleagues to the contrary by
24 August, he proposes to ask officials here to proceed
in conjunction with officials of other Departments as
appropriate.

I am copying this letter to the Private Secretaries to

other members of MISC 83 and to Michael Scholar (No 10),
David Sstaff (Lord Chancellor's Department), Roger Bone (FCO),
Hugh Taylor (Home Office), Stephen Williams (DES),

Derek Hill (NIO), Caroline Brookes, (D/Energy),

John Wilson (Scottish Office), Judy Roberts (Welsh Office),
Roger Bright (DOE), Caroline Varley (DTI), Alex Galloway
(Chancellor of the Duchy's Office), Andrew Melville (D/Trans-
port), David Dawson (MAFF) and Richard Hatfield (Cabinet
Office).

47aﬁﬂ Lowurd

/%ﬁa¢?:¢tr O;ﬁﬂmua

MISS M O'MARA
Private Secretary
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MAKTNG

THE PRINCIPAT, CIVIL SERVICE

PENSION SCHEIME CONTRIBUTORY

the employee's share

employer's share should

be

its decision on the a2p
the help of an assesscen
rate which would be needed in

service benefits.

There is of course 2 long background To this issue (goin

2
least to the Scott and embrecing both Ilinisterial coms

of the work of tThe cizl Committes on the Valuation of Pexnsi

and the decisions to inc
services). T
was expressed TO
Minister of State Treasury
tattrzcted by the proposal %
that "few would dissent froa

sch

rsion contributions by tThe
itial position on The iiegaw
Comnors on 22 October 1382 by The
who szid that the Government were
o} : ! ivil service scheme contributory";
roposition that public service peansion
rtributions from those corcerned.
pensiorns increase nust be included as '
M"there would bé no guestiozn

going to civil servantis as

CORFID=NTTA




I‘..llu of a change a contributory schene®.

%3 “The- Conservative Party Manifesto stated

"Tn +the next Parliament we shall continue to protect retirement
pensions and other linked long-term benefits ageinst rising prices.
(= (=] £ - 4

Public sector pernsioners will also continue to be protected on the

basis of realistic pension contributions"
ached report by the Official Group on the lMegaw Report

4 The att
MISC &4) see¥ks Ministerial authority for the opening of discussions
- =

he civil service trade unions 2bout the modalities of making the

with-t
The discussions

Principal Civil
will be unlikely to come to a conclusion about the "reallelG"1 vel of
‘contrizution and any zssocizated ofisetting pay increases for many nonths.
this kind the departments who took part in

Service Pernsion Schene contrivutory.

As is common with reports of
Tinisters.

its preparation heve fully reserved the positlon of their I

1 Treasury
6 July 1983




MAYTRG T=% PRIFCIPLT CIVIL SERVICE
PENSION SCE=RME CONTRIZUTORY

m™ig paper cousiders the neXv steps in pursuing the suggestion
the Su=—mzry o Becormendations) that

e provided £his can be intzoduced &t no edditional cost To Du
_funds, the basis by which civil servents comizibute to tTheir
should be one whe—-eby a direct convT hution is mede from the

o cover +he whole of the employee's shaTe

d the exployer's shzre shoT-o

e i opal ol o sexvents do not make a: - co:tributiéﬁ
“owards : 3 gpaxt Zzom <The 1< per cens deduction for widows
tand axy 12 »s Zor added yeexs. Eowever, as.
-o0inted : & ! ~~ants have been maling an "eflective

axound 8 per cent of pencionadble pey as 2 result of the pay cC
bilily sysvex= which was in operation mwntil 1980. 1In <The debete
‘22 October 1982 <he Mimister of Stebte, Mr Ezyhoe, said thet
| ezrlier risepprehension. about civil gerven®ts nct payins oo
bad sbeted as & result of the WO TepoIes. Ze szid that neverihesless
risunderstandings were elmost boumnd ©o contirne end the Governnent WeTIe
therefors att:aéted.by the proposel to meke the scheme ¢onTribuToI7 .,
Members from ell sides of the Zouse generally supported’ the suzzestion,
end at & subseguent meeting of the Joint Official and Trade Union Side
Conmittee on Superzanuation the Trade Union Side raised no objections

-

Ip:inciple. ' - : -

on the essurpiion that Hinisters agTee will be to open

Lo -
th2 +=adz unions on the basis of proposals by Tkhe

—

end in the following paTagTepns, ¥eé suggesw how this skould be
ct

the principel object is to m2ke the systen more overt, we
world not be proposing exy : 2 o2 the level of benefits.
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A+ the end of the dey, iZ a conbiridbutory schems were introduced, the - (j“'

method of financing would be changed, but the individual civil sexv

ought not to notica much difference. We wonld not want to propese chEnges
which would interfeme with the planned computerisation of the pension
ayerding process which is &% present in fzaip, or incur large scale exvT
administrative costs. - On ths contrary we shonld take <The opportunivy of
intredneins sizalificatioz where pessible, with 2 view Yo mel¥ing <The Wwhole

systen less costly and nore efficient.

Tegiclative Powers

he Superzmpuztion Act 1872 expowers the Treasury to "maxe,

omd paministe= schemes (wheither comt=ibutory or not) ececvesie’e

> legislation is therefore *eou;:Od To set up & conuﬁ_bu,c‘y
acbeme""*I‘ could be dome by malins a scheme emending the exd Lstine POSZS.
which would then be laid be ore Pzrlismert tnder the negative resoluiion

procedure.

of civil serverts (about 2,800) whe
ecploynent entitling <henm +O TETes
or linted <o outside aﬁalogues who, in
=pation2l percion schemes., Zeczuse
¢o not ra account of The super-
conuation cover j 3 nct be ] without
their individuzl consernt, to incresse their pay To the exvent necessexy
ito enstre thet contributions counld be peid wi +hout loss of tale-~none DZy.
With this exception, which could be pub right when & suitable legislative
| opportunity occurzed, perkaps in a Miscellzneons Provisions Bill,
| no need ZoT gengr_l legislztion on the PCSPS, and wonld hope That tase

{ 3 . : 4
| basis of the c¢o tributory sSchsme could be acreed with the tozade’ u:;cnu,

| and introduced as en uncontentious mavier.

S Methoi of

Most privaté sector pexczion scheres, and some in the public sector, ere
funded. Actuzries dete-—ine the azmount of money that would be reguired to
meet the liability for ~uture benefits and recommend +he rate of con-
“ribution which is necessary to achieve thi The split of the contribn—

B Tl saic B for -H:v'-ﬁ"'"l o u_g

- - .
——— e —— -y
- ¥ - - H R BT T A —— =

B T —t .y ——
(i 6pet r--ul.. D...w i S e [ ——

| From time To +ime, msu=2lly 0 5 years, new actuariel
rtrisuation

| 2ssessnents are ‘made to e_su:e is still solvens .Contritu
| & e 3 ’

!
|

CCRFID=NTILT;
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r(d: pnd benefit levels mzr then heve o be re”o_swdeﬁnd but, in
practice, deficiis heve normally been financed by increased empl cyer.
’ -

contributions. % -

7 As far es the PCSPS is concerned, elthoush 2 funded scheme is the
obvious wey of maling the whole system overt, we recommend strongl
ggairst it. One of the principal reesors for funding persiors in the
private sector is to ensure securivy for the superannuation of employees

o
against the bankrupicy of theix firm a POlnu which does not arise with the

Governnent's own employees. To fund existing lizbilities would involve an

enormons 2ddition to defined public expenditure end cause & mzjor uphesvel

in cepitzl markets. The urnions are likely to press for a funded schens

for uhev coulid u#en denend a formzl shzze of conirol as trustees a2nd pley
T ] A S S o

e jpard in iryestment policy, but we prorose To refuse this. We propose

thet the civil service scheme should —rem=in non-funded.

8 Megew assumed (20 of the Summery) that the CGovernment would make
its decisior on the eppropriete pensior coniri
Actusry of

e o o RATT

- Megaw elso recormends (Recormendations 21 and 22) the GA should be-*
recuired to consult the profession on his assurptiops and to submiv bis
erguments and vions To tThe scrutiny of the Pay Information Boezd
and we agree I sbou_d be done, es & further help To meking the

whole matter

decision need be taker at this stage on the method of
méasuring the costs of th heme, but we zre pttracted to the Megaw
proposal &s & straightforwa—d and econoricel method, and one which woulid
verzit dec isions To be takex ’“om time +o time on eppropriave
contribution rates when these were nﬁeded.uo re;lec '
2lthouzh (2s meationed in privete secTorT
anze benefit levels or e=pli

e =
-

desirable for the PCSPS to =a2ke

for it to be extended to otikex
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33 . The choice of 2 : . rement does not, of course, inply ‘ap=
decision on nethods fina: or on how these should be divided._";ﬁ
I'ieg’me‘chod,‘ would \ ncentrate attention on the total costs
of benefits, rather than on the index-linked element as such. This would
be in line with the Covernment's policy statement in the debate on

22 October which was widely welcomed Y : .

"Much of th concern zbout public sector pernsions is

-

focused on index linking and there is understandeble

-resentment ny additionzal burden upon ‘Vexpayers as a result.
Few would dissent from the provosition that public sector pension
schemes should be based upon fair contributions from those concermed.
In this context, the cost of pension increases must be included as
well as the cost of the basic pension.” %
) : < ; oo <
12 Izn 1981 - 82 Ministers corsidered the possibility o
introducing 2 special c! ‘for menbers of public sector schemes to cove
the additiorz2l cost of pe:
the private se Exployze contridutions

to cover both

We propose thzi working assemp-
tion that .the PCSPS should be costed on 2 basis that includes the cost of

pensions increzse in the wey assumed by the liegaw Report
T R T

13 Nor Superarn-uet:

luded in the PCSPS. Trhese
paynents T i e employer raise

different is : - ' % the zeperal

objective of = - ndir *Hey were to ,be

txreated senara

be dorne.




“Pinzncizl) =Zffects

The present scheme is 2

CONFID=ZNTTAL

"terminal salary" scheme with benefits besed on

length ol = —~eolonable service and pernsionzble pay at the time of leaving

2 coniributory schesme would be similax bdut with contributions levied on

pensionzble pay t::oughout reckonzble servi

civil servants &xe
past to Taks account
331

Spso facto atiract

+he Mipister of State rma2ae

guestion of uncovenantec
servants as

'ﬁﬁerefO“ﬁ

‘as 2 wholt

by Sncre=

measure

chenzes

A
w2 ‘.‘-.

‘effective contc

Sone cozparison wxun T
feature in exy nsgotiatll
scheme 2nd over time.

contrititions in D:lvate se
#:7els of benefits and particulerly
T
[

wWes nNesrer To 4.

of vensions increases should be
presucption that the civil service should adopt
o face up to the fact That There is .2 choice.TO

fna p=iorns coulcé be
be m=2de between the
2t worr znd

+he benefits

Since however exristving
o have received reduced rates of p2y in the

on-contributory nature of +he .schemes, gress
n be levied. If

nsionable pey would therefore be higher end

before contributions c=

nefits, fhis would obviously be wrong, and

clear in the debate thav there could be no
or windf2l) geins going to civil
the method of financing. Tne

increase

practice

1 be how the costs should be divided between

+he irnformetion on the &

the present employee con:rﬂoutlon is.

'right" level of employeeé contributions.
ctor prac*lcn will obviously have To -
™is varies considerebly from scheme To
+the average ratio of employee To explo
'schemes was about 1 %o 3 but, by 197°
the eveilabilitvy
%taken into account end there should be no’
the private sector &verage

[ ¥ B_S -

income civil servants wish to enjoy whils®

sf+ter retirenent.




16 ﬁe presune that i ment"13 ob A s Ya x : :-;:'L_—\_._.-
trit¥™
research, and probadbl illustration, since these

-

ion Tate at as g t es it was assessed under pay

guestions do not have - ; me +time, if we teke the cosT
of the present schene o salery, of which 1% per cent is
alresady met by employees direcT ' izh their contributions, the

e

would be 2ll scuzr ; ntribution were raised To
cent and pay increz t 6 ; ' (The figure of 8% per

cert is chosen as the "eifecH ' nder the cld pay reseerch,

and the figure of 20 per ceat X Goverment Actuary's Department

—_— -

e

rough estimate of the currert cost

recent fall in the expected real n

an outcome would however imply 2 recductvion in the

civil servants of about 1 per cent which could be

édditional contribution towards the 6 per cent increase in benefits which
o

the increase in gross pey would erntail.

pension co : ané coz=espon
from the cuestions of
-

Hovever - ' “wo0 a2-e pound

they should.

18

£ ha

Llthough the general objective is notv to eller the essentiels of <The
schene, we should taks the opportvunity of the change to include a number.
of lesser reforms intended to improve the scheme 2s & whole and reduce

costs. , .

19 We should for example try to remove the present diflerences between
servents which will probadbly, in any

+he treaiment of men end women civil
‘case, have to be removed within 2 Iew years as & result of chznges ir the
general lavw. We would reg ire men 2znd women to peay the same percentage
rate of contributions &nd provide widowers' pensions on tThe sane besis.es
those now provided for widows. Given thatT wonmen generelly live lonzer
than men, widowers' pensions would be mlikely to be & costly addition,

‘but they wonld be included the extre costs to be taken into.

5 - ———— ek v

account in assessing | contcriputicn r2Ses. Ve should Dol assuzme VI

a proposal To trez this respect

will necessarily be 1 Upion Side.

o e —-




Iondon Weighting
determining liow I
any charngss would
the scheme and of

21
drawn irxto

seperace.

& & move

option To co:
sun;
]

el

b gn impro

-I—‘D

-
o o— T

is lower

of service. Many schenmes

benefit formula which

thet retired members will

pension. Such &n adjustnmeznt

public service schemes when uziversal

ments were = but tThe
in The

pace with subse

public service pe

————

The Trade Urion Side hazve a numse

uced level: of

c
g : - E Tec
T

nable. XHere again

ion of the costs of

Finn’
L

r 0f ¢claims which could z2lso be

-

theory they could dbe kept

~

2llow for the fact
tate retiremesnt
service and other
netionel insurance persion
adjustment was not modified To xkeep

basic State pension. A4As & result

o0 be reduced by only & small part of the

ed justment was drorzed
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23 It would be possible to suzzest that PCSPS benefits should agaﬁy

be aMPksted to tzke account of current and future level of the basic
Stzte pension implying thet contributions would then be lower than would
otherwise This reises bowever very large guestions about
which ought %o be provided for the retired ard it
end fipapcial implicetions. Moreover it is a

P o g = : yhiie servic
nestion waich is of concern to-afi/occu_atlozéi schenes, To
in the context of = move to 2 coniributory PCSPS woulé complicat
- - -: - . 23
urozracszably, Ve should however ensure that novhing 1s done

ce future dscisiors on this complex topic.

Separzte Scheme fo

The provisionof for industrial civil
Ther

ifferent problerm n 4} of pon-industrials, ILhere

gntes ralises @izl
‘2z case for moving TO schemes, znd we recommend that this should bde

explored with the urions in the contezt of 2 move To 2 contributory

schene,

woich would

znd

control machinery.
on the operation of 2

-

zs part of the move to 2 contributory scheme,

ecdiately after the date of tThe change would
receive 2 windfell increzse in their superanmuziion benefits. Tne con-
tributions pzid by civil secvants still in service would pay for these in
nevertheless be wrong to allow large windfall

+he long run, but it would
gains To cogud gizply ~ogult of 2 chance ir the method - finencing.

Taf wincfzll could be corpletely oznly by providing

in respect of Teckonzb e before the changeover date
celculated on a2 diifer £67 “Hose parable in respect of laver

. .
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service, but this would be tantzmouds . 6 rusning two sepzrate schemes for

——

es lopg 2s existing civil servants remain in the service. Ve thir-_k,!_‘a

the best solution is +o provide for a2 Uransivional period of say 5 je s,
during which the-incre pezy would be treated es a compensatory
2llowance znd absor! ensionzble pay on a2 tapering scale.. The
extra benefivs

gccouxnt ia The

contribution raz und to be an element of rough justice

Ve
-

ip suck & changeover no way paking the transition guickly

the position of indivicuals.

rployee contributions to 15 per cent of
bux towards tThe cost

A
=N

e, involve & breach of The
+ional.problecs can be -’
ith the uriors znd need not be

would be to open cis-
a2 pzper proviced Y
Govermmeznt. 7 jecss i be to t—¥ to separzte discussions o=
a3 contridutoxr? Sc2 froxm the muck nore
possible increases cross pay ané
of explorese coniTil ., I+t would not be possible,
sensible nezotisztions on pzy and contributiox levels
chanzes h Cat eed .z2nd costed so %h

ccount in the final negotl )
zte or this basis, and might esk IoT

of benefits .from zand there ere reel choices To be

mede zbout the extent to wrich e s want to give up current income

in the expectation ol - Ve would seek to convince the

unions that is 3 : ts to move to & contributory scheme
rehensions of recent years and make

CORFIDERTTAT,
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agreed, we could put a paper to the vrions a2t once. If
acrzed to concentrate on nt be possible
discussions in Time for ' on 0N numbers

thoses on the 1985 pay satv

a» Schemes

is concermed solely with the PCSPS and with Megaw since

3. However whztever is decided for

ssions fecr the other public service

‘As the Mirister of Svate

scheme, 'This will mzke it much

easier To see - 023 i cozpare the position of -civil-
sexvants wilth v : groups.' Civil servarts axe li¥ely to be
unwilling righer level.of contzibuyion for s . benefits

ublic service schenes.

i - -
waTh one ENDcIel.

proposzls ox now to do this

2 %that éiscussiorxs should per - ol 1 service trade
unions oz the modalities of meid \ e pension schexe

corntributory; Sgpatr

b  the 2in should be to devise 2 structure, but not.settle <he
critical cuesiions of contridution levels and pay upraving uatil &l
the other Izctors had been exploreé and costed; -

¢ we should ¢ry to evoid large W 1 geins znd losses elthoush
within The schene as a2 whole n of individuals is bound

‘o be 2ltered;
d the scheme : funded. TFor the purpose 0f the
discussiors, ve shou opt the Megaw assuzpiion on the method .0f

neasurensnt, 2 " Governzen:t estimate of the new

entTert co-tribution rzte necessary ' _ benefit.




"CONFIDZNTI AL

s s o .
rasts n c ki e 3 SuS

e mad T

$o coordéinate progress on the. PCSPS

introduce
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Treasury Chambers, Parliament Street, SWIP SA(
O1=283: SOO0

5 August 1983

W F S Rickett Esq Ns()

10 Downing Street WVJL*WNmﬁXthwq(ffaﬂy5Z1§%?

i}[&q Willie ,

MEGAW

In your letter of g/ﬂﬁgust you confirmed that the Prime
Minister was content that officials should offer civil
service union representatives the draft statement

attached to the Chancellor's letter of 1 August to the
Secretary of State for Employment. A version of the text,
revised to reflect Mr Tebbit's reply of 2 August,was
accordingly offered to the unions, whose reaction was to
prefer no statement at all, and to call off their special
Council meeting on 6 August.

The union representatives have not pressed to know the
Government's intentions for the 1984 negotiations. 1In part
this is because they expect that the Government will be in

a position to let them have views on this, and on wider
matters concerning Megaw, in the early autumn. The Chancellor
hopes that the Ministerial discussion envisaged for the

autumn can be arranged for September.

Copies of this letter go to the Private Secretaries to members
of MISC 83, and to Sir Robert Armstrong.

dww,
&A.l(w :

J O KERR
Principal Private Secretary

CONFIDENTIAL
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Telephone Direct Line 01-213
Switchboard 01-213 3000

The Rt Hon n¢uel Lawson MP
Chancellor of the Excheguer
Treasury

Great George Street

LONDON SWl1

MEGAW

Thank you for your letter of 1 gust, I am glad to
you are prepared to leave overvVuntil the Autumﬂ furt
consideration of whether data should be co llected fo

Y o 4

and to make no reference to datz collection in the
However, I fear that paragraph 5 of the draft stat

be taken as it stands to imply that data is llhhlg
collected. What other "arrangements" could the Govern:
have in mind? would prefer a paragraph which simply
that discussion

held with the unions about tn.
the 1984 pav neg hould be handled I agree tﬁa
union ask about data co ' 2ials

not yet taken a vieuw.

Lo
2

4

t
1
s will
g

otiati

o

o
= '3 (D

= @
]
Q
L)

L

lcials should say that

e s 7
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EMP
Min/State, Privy

Council Office
(Lord Gowrie)

Min/State, HMT

Mr.

(Mr, Hayhoe)

E.P., Kemp
CHMT) 10 DOWNING STREET

From the Private Secretary 2 August 1983

MEGAW

The Prime Minister has seen the Chancellor
of the Exchequer's letter of 1 August to the
Secretary of State for Employment.

She is content with the draft statement
attached to his letter. She agrees that the
statement should contain no reference to data
collection; that Ministers will need to consider
this issue in the autumn; and that the unions
should be told that the Government have not yet
taken a view. She also agrees that it would be
a mistake not to offer a statement on the lines .
of the draft attached to the Chancellor's letter, |
but that it would not be a disaster if no state-
ment, or no joint statement, could be agreed.

I am copying this letter to the Private
Secretaries to members of MISC 83 and to
Sir Robert Armstrong.

WP 8. RICKERT

John Kerr, Esq.,

HM Treasury CONFIDENTIAL
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Treasury Chambers, Parliament Street, SWIP 3AG
| 01-233 3000 M w No
Thos cs et ( un..m,,
L N Wik At

The Rt Hon Norman Tebbit MP s sat. é t
ey 11 2% e}hy
Secretary of State for Employment 10' J

Caxton House J“n“ahﬂ’
Tothill Street k”l
London SW1 1/‘

1 August 1983

MEGAW

I have been considering the points raised in your letter of
27 July, Michael Scholar's letter of %} July, and Gray Gowrie's
minute of 28 Ju%y, on Megaw.

2. I enclose a copy of the proposed draft statement, which has
been strengthened as the Prime Minister wished. In view of your
comments, it does not now refer to the possibility of data ;
collection in the context of the 1984 Civil Service pay negotiation.
Please let me know quickly whether you are content with it. -

3. Since we shall almost certainly have to revert to this issue in
the Autumn, I ought perhaps to record now that I doubt whether we
will be able in practice to avoid any data collection for next year.
We are at present strongly committed to discussions with the unions
on the basis of Megaw' the benefit of colleacues copies
of Geoffrey Howe's ' December, and an extract from a
pamphlet which the MCSV 1 1 just before the Election.

- =

The proposals in my minute of 22 July were essentially designed to
ovid time for us decently to explore the Megaw route in detail in
e li g cf our commitments, so as to consider whether in due course
ve want a solution based on Megaw; and, if not, to find a way out
which honours our pledges. The breathing space would also be used
to consider what alternatives we would look for in place of a Megaw-
type solution.

4.
pr
+ =
il

S. Given the strength of our commitments I doubt if we shall want - or

be able, without a major row - to break off Megaw negotiations before

J each the 1984 negotiations. There are many issues on which
sions on Megaw could in due course collapse (the questiocn of
ation and override, and the question of the transitional period

/are the most
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are the most obvious ones). But for us to break on the principle
of data collection on an agreed basis would in my view be a tactical
mistake; for it is central to Megaw. Thus I find it hard to see
how, consistent with our commitments, we could refuse even to look
at this possibility for 1984. I agree with what Gray Gowrie says
on this point, and also with his conclusion that the sort of agreed
data collection we had in mind would not necessarily be harmful.

6. Of course you are right to point to the wider problems involved in
data collection. But I doubt whether what we might want to go for
would be as damaging as you imply. The vital point would be to

limit the relevance of the data collected to the Civil Service so as
to prevent its being prayed in aid by other groups; this could be
done, for example, by using job evaluation based on a few key Civil
Service grades. Megaw has a number of pointers here which would be
helpful. If and when we come to it, my officials would of course
consult yours over the details. And of course it had never been my
suggestion we should commit ourselves to data collection for 1984
willy-nilly; all the elements would have to be agreed with the unions,
and it would not be difficult to fail to reach agreement.

7. All that is for discussion in the Autumn. But meanwhile there
are two immediate points on which we need to be clear.

8. First, it is certain that, when later this week, the unions see the
sort of statement now proposed, they will ask about our intentions in
respect of the 1984 negotiations. I do not think it would be right
for officials to say that we rule out data collection for 1984 : this
would cast doubt on our Megaw bona fides. I suggest they say that
we have not yet taken a view.

9. Second, it may be that the unions will ask for changes in the draft
statement itself. We shall have to treat any such suggestions on
their merits. It would not be a disaster if at the end of the day
there were no statement, or at least no joint statement, at all.

But I think it would be a mistake not to offer a text.

10. I am copying this to the Prime Minister, other members of MISC 83,
and Sir Robert Armstrong. If you, or any of our other colleagues,
disagree with the points in paras 8 and 9 above, or with the enclosed
text, please let me know by tomorrow night.

thy
\%w b} w; r
y?cﬁ,\l(w
PP- NIGEL LAWSON

(Arpruest by e Clascsellun. )
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DRAFT STATEMENT ON PROGRESS TOWARDS NGE
DETERMINATION FOR NOh—'Z:USTﬁ:’* "I"I SE VEVTC

ERM ARRANGEMENTS FOR

The Government and the Council of Civil Service Unions (CCSU) both remain
committed to the aim of working out in the light of the Megaw Report

new orderedpay system which will provide, for the longer-term, fair
sensible arrangements for determining pay for non-industrial civil

2. There has been full discussions between the two sides on the possible

shape of these new arrangements and useful progress has been made.

3. Any new arrangements must take appropriate account of financial
economic considerations; and enable factors other than information
outside pay to be brought to bear in the negotiations, including

particular recruitment and retention and other labour market factors.

i, A number of important issues have been identified which will need to b
resolved before any new longer-term agreement can be reached and on which
further discussion is required. The aim of the-parties will, however, be
to complete by June 198L +tI aration of a full draft agreement to

enable the constituent unions of the CCSU to consult their membership

such an agreement is concluded.

Government and the CCSU

negotiations
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For almost 25 years up to 1980, Civil Service pay was determined by reference to the objective of “an efficient Civil Service,
fairly remunerated”. This system of “fair comparisons” was scrapped by the present Government in 1980, since when
increases in Civil Service pay have effectively been pre-determined by reference to the percentage amounts allowed for
under the cash limits system. The Government and the Civil Service Unions are currently holding "without prejudice”
discussions on the report of the Megaw Inguiry, whose central recommendation was a system which should “ensure the
Government pays civil servants enough, taking one year with another, to recruit, retain and motivate them to perform
efficiently the duties required of them at an appropriate level of competence.”

The Government said last
December that it accepted, in
principle, the broad approach of the
recommendations of the Megaw
Report and was prepared to enter
into negotiations with the Civil
Service Unions with a view to
agreeing a new ordered pay deter-
mination system based on them.
Since then there have been wide-
ranging discussions which both
sides have approached in a spirit of
goodwill. As we say in our Manifesto,
“we are committed to fair and
reasonable levels of pay for those
who work in the public services"
and we shall continue to seek fair
and sensible arrangements for
determining pay in the Civil Service.

We reject the conclusion of the
Megaw Inguiry on the Civil Service.
We do not regard the principle of
the market as a sound basis for
determining pay in 2 career civil
service.

If people are expected to commit
themselves to the public service,
they must have an assurance that
their earnings will not be subject to
the arbitrary whims of passing econ-
omic fashion during their careers.
The Labour Party endorses the
principle of fair comparison in civil
service pay. There were difficulties
with the old system. In particular,
the delay in assessing and imple-
menting a comparability system
often led to anomalies. Low pay
must be dealt with separately. We
shall therefore consider more
streamlined procedures, sticking to
the same principles.

The Alliance aims would be to con-
sult with the TUC and CBI annually
in order to obtain wide acceptance
of the range of increase in incomes
which the country can afford: this
would apply to the private as well as
public sector. Procedures for pay
determination should be established
for the whole public service as well
as the Civil Service. External com-
parisons would play an important
role with evidence collected by an
independent body. Internal relativi-
ties are also important and union
agreement should be sought to the
use of job evaluation techniques in
this context.

The Alliance's "Programme for
Government” proposes a fair and
systematic approach to pay in the
public services. We intend to set up
a single independent Assessment
Board for public service pay to
provide fair comparisons with the
rates of pay of comparable groups in
the private sector. Our objective will
be to ensure that pay in the public
services grows at the broadly similar
rates to private sector pay.

Q2. Would your Party allow the Civil Service Unions the unilateral right of access to arbitration over pay?

It would not be right if a Govern-
ment could be forced to arbitration
and required to implement the
award regardless of circumstances.
Megaw concluded that access to
arbitration should only be by mutual
agreement. This matter isone of the
subjects currently being discussed
with the Civil Service unions.

=
3
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Cash limits are part of the pro
cedure for planning and controlling
public expenditure and not an
arbitrary limit on Civil Service pay.
Cash limits have been reconciled
with a negotiated settiement this
year and an arbitration award which
was fully implemented last year.

Q4.

The Civil Service cannot ignore pay
differentials elsewhere. A Conser-
vative Government could not
properly use tax-payer's money
deliberately to pay higher rates to
civil servants than are paid by other
employers. The surest way 1o
improve the position of the lower
paid is to increase the country's
<«©conomic prosperity.

How would your Party ensure

Yes.

The czsh Iimit system will be used
by Labour as a system of monitoring
expenditure not as 2 system of
hidden pay fixing. The National
Economic Assessment will involve
Public Sector unions in discussions
on public sector wvolumes of
spending in the Autumn for the
following financial year. Cash
spending control totals will not be
set until after pay negotiations in
the following six months.

In addition to standard pay negotia-
tions based on comparability we
shall also allocate an amount of
public expenditure to bring low pay
up to 2 decent level. This will in-
evitably mean some compression of
difierentials but will not detract
from the general increase in pay.

that a2nyv cash limits do not pre-emp

Yes, provided the unions agree to
accept the findings. For its part the
Government could only reject them
after both Houses of Parliament had
passed resolutions to that effect.

| Any cash limits would be fixed in the
light of the understanding reached
between the Government and the
TUC and CBI (see Q1). This should
remove the risk of a major differ-
ence between the amount provided
for in the cash limits and the size of
the Civil Service pay increase.

What special steps would your Party take to eliminate low pay in the Civil Service?

An Alliance Government should set
a good example by its policy on low
pay to its own employees. Our Joint
Programme includes a series of
measures designed to assist the
lowest paid.

An Alliance Government will nego-
tiate arrangements for arbitration
with the public_service unions and
establish agreed procedures which
will come into operation in the un-
likely event that negotiations on the
basis of fair comparisons break
down.

¢ genuine negotiations on Civil Service pay?

An Alliance Government will not
operate cash limits to restrict civil
service pay rates. Pay will be deter-
mined in accordance with the prin-
ciples explained zbove, and cash
limits set accordingly.

Again, the pay of different groups in
the civil service will be determined
by fair comparisons with equivalent
private sector groups. We intend to
tackle the problems of the lower
paid groups by reforming the
system of social benefits so that
those in greatest need receive sub-
stantial supplements to their
incomes. For example, under the
new “basic benefit" system we are
proposing, a working family with two
children, currently earning £100 per
week, will be around £24 a week
better off.




NOTE FOR THE FILE

MEGAW: NEW PAY ARRANGEMENTS FOR THE NON-INDUSTRIAL CIVIL SERVICE

Because of the Prime Minister's ailment the Ministerial meeting

to discuss the Chancellor's minute of 28 July was cancelled.

Since all the Departments concerned were agreed that it was
not possible to postpone a statement to the Council of Civil Service

Unions until the autumn, I put the following options to the Prime

Minister:

a) to allow the Chancellor of the Exchequer to speak
to Mr. Tebbit and to seek to persuade him to agree the
draft statement attached to the Chancellor's minute of
28 July;

b) to rule in favour of the Employment Secretary and to
agree that the draft statement attached to the Chancellor's
minute should be issued to the CCSU subject to the deletion

of the last two sentences of paragraph 5. The statement
would therefore make no reference to the possibility of
inviting the OME to collect data on pay movements in the

1983/84 pay round as part of the 1984 negotiations.

I told the Prime Minister that the Department of Employment
were advising Mr. Tebbit to resist the Chancellor's approach;
that the Cabinet Office advised strongly against the inclusion
of the last two sentences of paragraph 5 of the draft statement;
and that she herself had earlier objected to any reference to data

collection in the context of the 1984 pay negotiations.

The Prime Minister ruled that the statement attached to the
Chancellor's minute should be issued to the Council of Civil Service
Unions subject to the deletion of the last two sentences of paragraph
5. She commented that the possibility of inviting the OME to collect
data on pay movements could always be introduced at a later stage in

the negotiations.

=




I subsequently informed the Chancellor's office and

Peter Gregson of the Prime Minister's decision.

e

1 August 1983
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Treasury Chambers, Parliament Street, SWIP 3AG
0O1-233 3000

PRIME MINISTER

MEGAW: NEW PAY ARRANGEMENTS FOR THE NON-INDUSTRIAL
CIVIL SERVICE

Michael Scholar's letter of 27 July records our talk about
my minute of 22 July. Having thought further about what
you said, it now seems to me that we really need an early

meeting with those colleagues most concerned. We need to

be clear whether we want to go on down the Megaw road, and

e —

if so how far. And if we want to get onto a different
———————

track, we need to decide how to make the switch.

25 I hope that a meeting can be arranged soon. I would
be happy to circulate a further note on the points it might
address. Meanwhile, the meeting of the Council of Civil
Service Unions has been postponed from 2 August to 5 August,

e
but we ought to say something to them before then.

3 The most urgent issue for us to consider is the one
raised in Norman Tebbit's letter of 27 July. I take his
ey

points, but we need to decide whether we could in fact do
R I s Ll

nothing about data collection for the 1984 negotiations

e e ]
without being accused of going back on our commitment to

negotiate on the basis of Megaw - of which some kind of data

collection was a central part. (I mentioned Geoffrey Howe's
e

statement last December, but I also have in mind the

repetition of it in the Central Office contribution to the

attached leaflet which the CCSU put out during the Election

o
campaigp.)
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4. As we agreed, I have had further work done on the
draft statement which was enclosed with my minute of
22 Jaly. The attached new version plays up the need
to take into account affordability, market forces, etc.

and omits the detail in paragraph 2 of the original
version. I also enclose a brief note showing officials'

thinking about data collection in respect of the 1984 pay

negotiations. Both texts might be worth circulating
before the proposed meeting, though I would hope that it
would focus on the substantive issues, as well as the

terms of the statement.

D A copy of this minute goes to Sir Robert Armstrong.

O

i

N.L.

28 July 1983

(o ey s
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DRAFT STATEMENT ON PROGRESS TOWARDS LONGER-TERM ARRANGEMENTS
FOR PAY DETERMINATION FOR NON-INDUSTRIAL CIVIL SERVANTS

The Government and the Council of Civil Service Unions both remain
committed to the aim of working out in the light of the Megaw Report
a new ordered pay system which will provide, for the longer-term,
fair and sensible arrangements for determining pay for non-industrial

civil servants.

2 There have been full discussions between the two sides on the
possible shape of these new arrangements and useful progress has

been made.

3 Any new arrangements must take appropriate account of financial
and economic considerations; and enable factors other than informa-
tion on outside pay to be brought to bear in the negotiations,
including in particular recruitment and retention and other labour

market factors.

4. A number of important issues have been identified which will
need to be resolved before any new longer-term agreement can be
reached and on which further discussion is required. It is clear
that it will not be possible to settle all these matters in time

for a new agreement to be brought into effect for the 1984 pay
negotiations. The aim of the parties will, however, be to complete
by June 1984 the preparation of a full draft agreement to enable

the constituent unions of the CCSU to consult their membership

before such an agreement is concluded.

5, The Government and the CCSU have considered what arrangements
might meanwhile be made, consistent with progress towards a longer-
term agreement, to provide a framework on an ad hoc basis for the

1984 negotiations. The factors to be taken into account in these

negotiations will, in line with the recommendations in the Megaw

Report, include the position on recruitment and retention in the
%

e

Civil Service, the cost of any prospective settlement and the general

economic background to the negotiations. In addition, it is
e

proposed to explore the possibility of inviting the Office of Manpower

g

1
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Economics (OME) to collect on an agreed basis data on pay move-

ments in the 1983/84 pay round which can inform the 1984 pay

negotiations. The basis on which this might be done will be

T e ST
the subject of further discussions between the Government and

the CCSU.

6. In the event of a negotiated settlement not being possible,
the question of recourse to arbitration before the Civil Service
Arbitration Tribunal and the basis on which this might take place

will be discussed at the time between the two parties.

i Discussions will continue between the two sides on the
detailed arrangements for the framework of the 1984 pay negotiations
and on the content of a full procedural agreement covering the

longer-term position.

CONFIDENTIAL
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DATA COLLECTION FOR 1984 PAY NEGOTIATIONS

The way in which the Office of Manpower Economics (OME) might set
about collecting data on pay movements to inform (but not constrain)
the 1984 pay negotiations would need to be agreed beforehand with
the unions. Ministers would thus have to decide what they wanted;

if no agreement could be reached there would be no data collection.

2. OME would be likely to collect data by approaching individual
private sector firms directly for information, although some use
might be made of published data. The period covered would be say
August 1983 to March 1984.

3. Decisions and agreement would be needed on a number of points.

These would include (a) the appropriate balance between the

different sectors of the economy: manufacturing, service industries,

financial sector etc, (b) the geographical spread, and the spread

in terms of size, of the firms to be contacted; and (c) the extent
to which separate data should be collected in respect of settlements

at different earnings levels within firms.

4, Data collection would be limited to what would be needed for

the 1984 Civil Service pay negotiations, and tailored to this end.
e

Agreement would be needed on the extent to which data collected
H

would be made public.

Sia The data for 1984 would be concerned with pay movements only,

and not with pay levels. OME would gather information on changes

in basic pay rates only. On past form, changes in bonuses, overtime,
etc are a relatively small and stable element in earnings. Outside
changes in hours and leave would also be left out of the count.

All information would relate to changes in non-manual pay rates.

6. A survey of pay levels would necessarily be a more complex

exercise and wghld need to take account of factors such as changes
b S
in bonuses, overtime, hours and leave etc. Such a survey is not

e ——
A s e

R el

-
CONFIDENTIAL




CONFIDENTIAL

proposed for 1984, but of course if it were looked for in some

future year the same need for agreed ground rules would apply.

A One point for consideration and agreement is whether the

OMEs work for 1984 should in some way be overseen or supervised

by a "wise man" to ensure that the ground rules were respected.

8. The 1984 arrangements would set no necessary precedent for

negotiations in later years.

CONFIDENTIAL
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", COUNCILOF CIVIL SERVICE UNIONS

A General Election
has been announced for June 9th 1983.

What are the issues in the election which will
most directly affect you as civil servants, or as
employees in the public sector?

The Council of Civil Service Unions has
approached all four main political parties and
asked them questions on the key issues —
pay, pensions, jobs and public spending.

*on pay — because of the way that Civil
Service pay has fallen behind outside
earnings and the cost of living;

In this leaflet we reproduce the parties’
* on pensions — because index-linking is replies. None of the Civil Service Unions is
under attack; affiliated to a political party, and we are not
making a recommendation about how you
% on jobs — because they have been cut by should vote.
100,000 and further cuts are envisaged;

But we do think that all our members, in
* on public spending — because it is being cut  both the Civil Service and the public sector,
as a deliberate act of policy, and levels of are entitled to know where the political parties
public spending affect pay and jobs: they stand on some of the most important issues
also crucially affect service to the public. affecting them.
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IOTE ) JPAY IN THE CIVIL SERVICE AND PUBLIC CORP

For almost 25 years up to 1980, Civil Service pay was determined by reference to the objective of “an efficient Civil Service,
fairly remunerated’. This system of “fair comparisons" was scrapped by the present Government in 1980, since when
increases in Civil Service pay have effectively been pre-determined by reference to the percentage amounts allowed for
under the cash limits system. The Government and the Civil Service Unions are currently holding “without prejudice”
discussions on the report of the Megaw Inquiry, whose central recommendation was a system which should "ensure the
Government pays civil servants enough, taking one year with another, to recruit, retain and motivate them to perform
efficiently the duties required of them at an appropriate level of competence.”

QL.

CONSERVATIVE

The Government said last
December that it accepted, in
principle, the broad approach of the
recommendations of the Megaw
Report and was prepared to enter
into negotiations with the Civil
Service Unions with a view to
agreeing a new ordered pay deter-
mination system based on them.
Since then there have been wide-
ranging discussions which both
sides have approached in a spirit of
goodwill. As we say in our Manifesto,
"we are committed to fair and
reasonable levels of pay for those
who work in the public services”
and we shall continue to seek fair
and sensible arrangements for
determining pay in the Civil Service.

LABOUR

We reject the conclusion of the
Megaw Inquiry on the Civil Service.
We do not regard the principle of
the market as a sound basis for
determining pay in a career civil
service.

If people are expected to commit
themselves to the public service,
they must have an assurance that
their earnings will not be subject to
the arbitrary whims of passing econ-
omic fashion during their careers.
The Labour Party endorses the
principle of fair comparison in civil
service pay. There were difficulties
with the-old system. In particular,
the delay in assessing and imple-
menting a comparability system
often led to anomalies. Low pay
must be dealt with separately. We
shall therefore consider more
streamlined procedures, sticking to
the same principles.

What principles would your Party adopt for determining Civil Service pay?

LIBERAL

The Alliance aims would be to con-
sult with the TUC and CBI annually
in order to obtain wide acceptance
of the range of increase in incomes
which the country can afford: this
would apply to the private as well as
public sector. Procedures for pay
determination should be established
for the whole public service as well

as the Civil Service. External com-*

parisons would play an important
role with evidence collected by an
independent body. Internal relativi-
ties are also important and union
agreement should be sought to the
use of job evaluation techniques in
this context.

SDP

The Alliance's "“Programme for
Government” proposes a fair and
systematic approach to pay in the
public services. We intend to set up
a single independent Assessment
Board for public service pay to
provide fair comparisons with the
rates of pay of comparable groups in
the private sector. Our objective will
be to ensure that pay in the public
services grows at the broadly similar
rates to private sector pay.

Q2. Would your Party allow the Civil Service Unions the unilateral right of access to arbitration over pay?

It would not be right if a Govern-
ment could be forced to arbitration
and required to implement the
award regardless of circumstances.
Megaw concluded that access to
arbitration should only be by mutual
agreement. This matter isone of the
subjects currently being discussed
with the Civil Service unions.

Yes.

Yes, provided the unions agree to
accept the findings. For its part the
Government could only reject them
after both Houses of Parliament had
passed resolutions to that effect.

An Alliance Government will nego-
tiate arrangements for arbitration
with the public service unions and
establish agreed procedures which
will come into operation in the un-
likely event that negotiations on the
basis of fair comparisons break
down.

Q3. How would your Party ensure that any cash limits do not pre-empt genuine negotiations on Civil Service pay?

Cash limits are part of the pro-
cedure for planning and controlling
public expenditure and not an
arbitrary limit on Civil Service pay.
Cash limits have been reconciled
with a negotiated settlement this
year and an arbitration award which
was fully implemented last year.

The cash limit system will be used
by Labour as a system of monitoring
expenditure not as a system of
hidden pay fixing. The National
Economic Assessment will involve
Public Sector unions in discussions
on public sector volumes of
spending in the Autumn for the
following financial year. Cash
spending control totals will not be
set until after pay negotiations in
the following six months.

Any cash limits would be fixed in the
light of the understanding reached
between the Government and the
TUC and CBI (see Q1). This should
remove the risk of a major differ-
ence between the amount provided
for in the cash limits and the size of
the Civil Service pay increase.

Q4. What special steps would your Party take to eliminate low pay in the Civil Service?

The Civil Service cannot ignore pay
differentials elsewhere. A Conser-
vative Government could not
properly use tax-payer's money
deliberately to pay higher rates to
civil servants than are paid by other
employers. The surest way to
improve the position of the lower
paid is to increase the country's
economic prosperity.

In addition to standard pay negotia-
tions based on comparability we
shall also allocate an amount of
public expenditure to bring low pay
up to a decent level. This will in-
evitably mean some compression of
differentials but will not detract
from the general increase in pay.

An Alliance Government should set
a good example by its policy on low
pay to its own employees. Our Joint
Programme includes a series of
measures designed to assist the
lowest paid.

An Alliance Government will not
operate cash limits to restrict civil
service pay rates. Pay will be deter-
mined in accordance with the prin-
ciples explained above, and cash
limits set accordingly.

Again, the pay of different groups in
the civil service will be determined
by fair comparisons with equivalent
private sector groups. We intend to
tackle the problems of the lower
paid groups by reforming the
system of social benefits so that
those in greatest need receive sub-
stantial supplements to their
incomes. For example, under the
new “basic benefit" system we are
proposing, a working family with two
children, currently earning £100 per
week, will be around £24 a week
better off.




In 1980, the Government established an inquiry under Sir Bernard Scott into the value of public service pensions.

The Scott Inquiry supported the principle of index-linked pensions, and concluded that the level of contributions paid b
civil servants at that time was broadly correct.

Q5. Would your Party continue to index-link public service pensions?

CONSERVATIVE

The Conservative Manifesto states:
“In the next Parliament, we shall
continue to protect retirement
pensions and other linked long-term
benefits against rising prices. Public
sector pensioners will also continue
to be protected on the basis of
realistic pension contributions’.

LABOUR

Yes. We agree with the Scott
Inquiry's conclusions that index-
linking is a valuable principle which
should be extended beyond the civil
service — not restricted.

LIBERAL

Yes, and examine ways in which
index linking could be extended to
private sector pensions.

Q6. What is your Party's policy on the effective level of employee contributions?

Decisions have already been taken
on the appropriate employee contri-
bution rates for a number of public
sector groups. The other public
service schemes will follow. The
main aim will be to ensure that
employees make a proper contri-
bution to the costs of their pension
benefits — the costs of index-linking
should not be met by taxpayers
generally.

We agree with the conclusion of the
Scott Inquiry that the level of effec-
tive contribution was about right in
1980.

All public servants should contri-
bute to the cost of their pension
benefits to the same extent as
employees in the private sector. An
independent agency, such as the
Government Actuary, should make
the necessary calculations. ;

We have no plans to alter the
present arrangements on employee
contributions.

The present Government set itself a target of reducing Civil Service staffing levels by 100,000 up to April 1984. It is
currently on target to achieve a total of some 630,000 civil servants by that date, a reduction of roughly 14% since 1979, and
it is examining options for further 5% and 10% cuts in every department.

Q7. What is your Party's policy on current and future Civil Service staffing levels?

CONSERVATIVE

The Manifesto pays tribute to the
high standards of administration
and integrity of the Civil Service. We
are on course to achieve our target
for Civil Service numbers of around
630,000 by 1 April 1984. There-
after, our aim will be to match
departments’ staffing levels to their
functions. In doing that we will
continue to seek economies by
reviewing  functions;  further
increasing efficiency; using new
technology; and contracting out
work to the private sector when to
do so makes good management
sense and represents value for
money for the taxpayer (see
Question 8).

LABOUR

Our plans will involve a major
expansion of the civil service as part
of the expansion of government
activity. In particular, intervention
on industrial and economic matters
will revive areas of government
activity. Our defence policy, while
abandoning the use of nuclear
weapons, may well involve in-
creased employment in civilian
defence staff in order to sustain our
role in NATO. There are also impor-
tant areas of the civil service, for
example unemployment benefit
offices, which are grossly under-
staffed as a result of recent cuts.

LIBERAL

Numbers in the Civil Service must
be related to the tasks it is asked to
perform. Arbitrary reductions in
staff may actually mean less effi-
ciency and effectiveness whereas
more staff employed for example in
the Inland Revenue on investigation
would be cost effective in reducing
tax evasion and avoidance. Quality
of service and equity in administra-
tion must not be neglected in an
anxiety to cut costs.

We plan to repair the damage which
Mrs. Thatcher's cuts have done to

the public services — health,
housing, education — and have
extensive programmes to raise
standards in all these areas. It is un-
likely that these objectives can be
achieved without some increase in
civil service staffing levels.




As one arm of its policy of reducing Civil Service numbers, the present Government has adopted a programme of
privatisation and hiving-off of Civil Service functions. In the wider public sector, various functions have been privatised: the
latest project (British Telecom) is nearing completion.

Q8. What is your Party's policy on the privatisation and contracting-out of Civil Service and other public sector functions?

CONSERVATIVE

Privatisation and contracting out
are key elements in the Govern-
ment's economic strategy. They
open up areas to the discipline of
market forces and promote
competition and efficiency and
improve the quality of service to the
consumer. To this end the Govern-
ment aims to privatise or contract
fout services whenever this will
improve efficiency and effective-
ness.

We opposed the privatisation of civil
service activity and will consider
ways of reversing the privatisatio
of the present government wher
possible.

LIBERAL

The Alliance believes in the mixed
economy. Functions should be allo-
cated between the public and
private sectors according to which
can perform them better. Many
public services cannot be run at a
profit; trade unions in the public
services however should be invited
to join with management in develop-
ing ways of measuring output and
assuring quality of service so as to
iprove genuine efficiency and
efisctiveness.

Q9. What is your policy towards the privatisation of British Telecom?

Our aim is that British Telecom will
become a private sector company.
Reform of the nationalised
industries is central to economic
recovery. Most people who work in
these industries work hard and
have a great sense of public service.
The Government has gone to great
lengths since 1979 to improve the
performance of the state sector.
Nevertheless few people can now
believe that state ownership means
better service to the customer. So
we shall continue our programme to
expose state-owned firms to real
competition and we shall transfer
more state-owned businesses to
independent ownership.

We are totally opposed to the privat-
isation of British Telecom. Tele-
communication development is too
important to be left to the market.

British Telecom is a classic case of
the need for profitable parts of the
enterprise to subsidise the less
profitable but essential public
service elements.

We do not oppose the privatisation
and contracting out of civil service
and other public sector functions in
principle, but we believe that the |
onus of proof — in terms of economy
and effective delivery of the service
in question — is on those who wish
to propose any change in present
arrangements.

The Alliance is determined to get
away from the incessant and
damaging warfare over the owner- |
ship of industry and switch the |
emphasis to how well it performs.
Thus we will not privatise British
Telecom's main network but will
seek alternative means — for
example through an Efficiency Audit
Commission — of increasing its effi-
ciency and ensuring its future
Success.

The present Government said in 1979 that “public expenditure is at the heart of Britain's present economic difficulties”
(CMND 7746), and it has accordingly attempted to make substantial cuts. '

Q10. What is your Party's general attitude towards public spending; do you intend to cut spending further, or restore and

expand services, or leave things broadly as they are?

CONSERVATIVE

The Government has promised to
maintain a firm control of public
spending and borrowing. But
careful control of expenditure does
not mean savage cuts. The
Government's plans provide for
public expenditure to remain
broadly constant in real terms for
the next 3 years. As the economy
grows, however, public spending
will be reduced as a proportion of
national output. The ratio of public
expenditure to the gross domestic
product is planned to fall from 44
per centin 1982-83to41'% per cent
in 1985-86.

LABOUR

Our plans involve a major expansion
of public spending. In many areas
public spending is the only way to
ensure care for those who need it.
The public sector should also be
active in other areas where the
private sector, for whatever reason,
is not providing an adequate
service,

The public sector is a major poten-
tial force for job creation in the
economy, both within the civil
service and throughout the
economy. It will be one of the major
elements in our plan for jobs.

LIBERAL

The Alliance proposes a £3 billion
increase in public sector borrowing
with a series of measures designed
to get the economy moving again.

e TR
The Alliance is committed to selec- |
tive increase in public spending and
to restoring and expanding public
services, both because it is essential |
to raise standards in health, housing
and education following the damage |
that has been done over the last
four years, and because it is
obviously sensible to switch the
money which is paid to people to do
nothing into payment for useful jobs
instead.




Jobs: Civil Service jobs have
been reduced by 100,000
since 1979. Already 33,000
jobs have been lost under
privatisation., There are
further threats to British
Telecom, to Royal Ordnance
Factories, to Companies
Registration and to all kinds
of common services such as
cleaning and catering, typing
and reprographics. The
Cabinet agreed on 16
December 1982 that
“departments should aim to
contract out more of their
work'',

Departments have now been
asked to report on further
cuts,

Pay: Since 1979 Civil Service
pay has declined in relation
to earnings and to prices.

Low Pay: Two thirds of civil
servants earn less than
average earnings, one third
are below the poverty line.
But the Treasury said at
arbitration in 1982 that “pay
is a matter for the market
place and social needs are
the province of the social
security system'’.

£/} THE LAST 4 YEARS

CUTS IN CIVIL SERVICE JOBS
1979 = 100 NUMBER OF CIVIL SERVANTS: 733,176

1980 1981 1982 1983

-3.5%

707,620

CIVIL SERVANTS £ 5.2 %

695,070
CIVIL SERVANTS

—4:9%

675,424
CIVIL SERVANTS

—-11.0%

652,000
CIVIL SERVANTS

AVERAGE EARNINGS AND CIVIL SERVICE PAY
1980-1983 (1980 = 100)

AVERAGE
EA&NIINGS

—

1194

CIVIL
SERVICE
PAY

1980 1982 1983

Sources: Average earnings: Average Earnings Index (Department of Employment (1983) Average earnings
figure: late March figure)



You have now read the parties' answers and know how they
stand. No doubt you will also want to seek the views of your
own parliamentary candidates about both local and national
Civil Service issues.

The three main issues are pay, pensions and jobs. The kinds
of questions you might ask your candidate are:

on pay: can civil servants expect fair treatment on pay from
your party?

on pensions: do you agree with the Scott Inquiry's conclusion
that index-linking of public service pensions should continue
and be extended to all pensions?

on jobs: what is your view of Civil Service staffing levels,
particularly as they affect standards of service in this
constituency? ;
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10 DOWNING STREET

PRIME MINISTER

Agree to meeting as proposed
in paragraph 27 \1 :
—————

Please see Mr, Tebbit's

attached letter (Flag A) and

also the note from Lord Gowrie

(Flag B).

_,——"’#.

28 July,
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PRIME MINISTER

MEGAW: NEW PAY ARRANGEMENTS FOR THE NON-INDUSTRIAL CIVIL
SERVICE AND THE 1984 PAY NEGOTIATIONS

Nigel Lawson sent me a copy of his minute to you of 22/5:1y
on this subject and I have subsequ%ijéxxseen Norman Tebbit's
7

uly. \ P"“A

comments set out in his letter of

I have a good deal of sympathy with Nigel's proposals. The
Government said last December that it accepted, in principle,
the broad approach of the recommendations of the Megaw Report
and was prepared to enter into negotiations with the Civil
Service Unions about them. We repeated this statement in the
Election campaign in the course of replying to specifiec questions
put to us by the Council of Civil Service Unions. We also

said in our Manifesto that we were '"committed to fair and
reasonable levels of pay for those who work in the public
services'" and that we would '"continue to seek sensible arrange-
ments for determining pay in the Civil Serwvice following
the Megaw Report".

Against this background I am sure Nigel is right when he says
that "we need to consider what kind of framework for next year's
pay negotiations would be consistent with our commitment to

work towards a new system based on Megaw'". I share his judge-
ment that an external, non-binding, source of data on private
sector pay settlements nei?-§EFTH§“FSETE'E?EVTE§'E'convenient
bridge to any new system while not committing us to accepting
any particular level of pay settlement.

At the same time I recognise Norman's worries. Data collected
by OME "on a basis to be agreed beforehand between the two
sides, if necessary with someone acceptable to both overseeing
its work" would inevitably, and whafgyer we might say, limit
our freedom ST ZCTION to some extent. But the reality is tHat
dﬁ?_T?EEHBH'BT'Etffﬁg is already constrained by the statements
made during the Election canlPargn. If we are still in
negotiation next year for a post-Megaw pay system it will be
very difficult to refute arguments that the current experience
of private sector pay settlements is relevant to the pay settle-
ment we seek with our staff. And the OME and the Department

of Employment are not the only sources of such data. The
Unions will be abl& to make all of their arguments using other
sources of current information on the pay scene irrespective

of whether new iffformation is collected by OME. The difference
is, perhaps, that data collected by the OME, with the Civil
Service in mind, might be more readily™weScribed as unique

and irrelevant to other negotiations. —

]




The effective choice for us to make appears to be between:-

(a)

a pay negotiation next year which is directed,

by agreement, towards the _gurrent pay movement
experience of the private sector - and whilch
expressly includes recognition of the importance

of arguments about recruitment, retention,
affordability and so on, or

an unconstrained negotiation in which the Unions
will be free? to argue not only for a Megaw minimum
but to ifffulge all of their higher flights of
fancy on "catching up" and to accuse us, intoc the
bargain, of going back on our Election promises.

On balance I prefer course (a) provided that the unions will
agree to suitable wording. :

I am sending copies of this minute to members of MISC 83 and

to Sir Robert Armstrong.

LORD GOWRIE
28 July 1983







CONFIDENTTIAL

Telephone Direct Line 01-213
Switchboard 01-213 2000

The Rt Hon Nigel Lawson MP

Chancellor of the Exchequer

HM Treasury

Great George Street

LONDON SWl 27 July 1983

MEGAW: VEW RRANGEMENTS FOR THE NON—INDUSTHIAL CIVIL SERVICE
You copied to me your minute of 2€/Ju1y to the Prime Minister.

I doubt whether it would be advantageous for 1984 to ask the
Office of Manpower Economics to provide the two sides with

data about private sector pay movements in the coming round.

You do not specify the kind of data you have in mind. But

given the formidable technical problems involved, and the time
constraints, it must be quite likely that the data would be of
a generalised nature relating to all private sector settlements,
or perhaps to all private sector settlements for white colla
workers, rather than to settlements covering workers whose jobs
can be directly compared with Civil Service jobs. Generalised
data of this kind would in my view be damaging. It would be
authoritative and public. It would provide the unions, both in
the CT?“i Service ¥M? elsewhere in the public services, and
ybrduhg mere widely, with valuable negotiating 1n101maflon. I 5
is largely on such grounds that we have hitherto consistently
declined to make puullbmj available the settlement data collected

by my Department.

Data more specifically related to the jobs of Civil Service
comparators would of cocurse be less repercussive But I sfill
fear that it would help the u S I than it woulu help us.
The unions would be bound to insist that the data be arranged
in a way which would reveal the upper and lower quartiles of
pay movements; and in mfy . view this would in practice constrain
the negotiations. There would be clear expectations that the
settlement would not be below the lower quartile° and indeed a
settlement demonstrably below this level for 1984 would surely
rule out any prospect of the unions agreeing to long term
arrangements based on Megaw. Such P"pobiatlong could well
conflict sharply with our negotiating aims,

- 1 -
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I would like to be clearer about the data you have in mind, and
about how you see these risks being avoided or reduced, before
going along with what you propose.

I am sending copies of this letter to the Prime Minister, to
members of MISC 83, and to Sir Robert Armstrong.

P
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10 DOWNING STREET

From the Private Secretary 27 July 1983

Desn John

MEGAW: NEW PAY ARRANGEMENTS FOR
THE NON-INDUSTRIAL CIVIL SERVICE

The Prime Minister and the Chancellor discussed this
morning the Chancellor's minute of 22 July, to which was
attached a draft statement on progress towards longer-term
arrangements for pay determination in the non-industrial
Civil Service. The Prime Minister said that she disliked
the terms in which the statement had been drafted: it gave
the impression that the Government had gone straight back
to comparability writ large. She hoped that the text
could be revised, to give more prominence to the need to
take into account in future negotiations affordability,
market factors and so on. The Prime Minister also expressed
doubts about the proposal to collect on an agreed basis data
on pay movements in the 1983/84 pay round.

After discussion, it was agreed that the Chancellor
would submit a revised draft, taking account of the Prime
Minister's points. He would also, when the information was
assembled, let her know the basis on which it was proposed
to collect the pay movements data, including the comparators
which were envisaged, and whether the comparisons would be
made with movements of average earnings, including back-pay
and overtime. Meanwhile, his announcement could include, in general
terms, the proposal to explore the possibility of collecting
such data on an agreed basis.

I am sending copies of this letter to the Private
Secretaries to members of MISC 83 and to Sir Robert Armstrong.

ywvs s{wfnl«\ :

rt{bkavL Jeleo lar~

f
John Kerr, Esq.,
HM Treasury.
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MEGAW: ARRANGEMENTS FOR 1984

The Chancellor's proposal in paragraph 7 of his notecould create

unnecessary difficulties for the Governmént in 1984 and beyond. He
.

proposes that data on "some private sector pay movements in the

1983/84 pay round should be placed on the negotiating table". By so

agreeing the Government would raise the unions' expectatlons - may

——

even invite them to think - that in 1984 settlements will be within

the interquartile range of the data on the table. This will have two

disad?gﬁtages:

The Government has settled at below the lower quartile
in the last three rounds (the last settlement was 4.86%;
the interquartile range was 5-6.8%). It couldn't succeed

—_—

repeating this success in 1984 1f agreed comparability

data was publicy acknowledged. To observe the spirit

of Megaw, the Government couldn't open the bidding at

below the lower quartile. It would open at this 155@1,

— —

and be pulled upwards towards the median.

A settlement in 1984 on Megaw lines could win over the
————

waverers on the union side. The Government tactics

ought to achieve the reverse, by appearing forthcoming
but emphasising those points of principle with which
the union leadership have most difficulty. Discussions

of actual pay data should be left until last.

I would suggest, therefore, that the second sentence of paragraph 4
of the Chancellor's draft statement be deleted. I have discussed this

with Mr. Tebbit's officials: he may also minute on the lines above.

NIC;BEQ OWEN

26 July 1983

CONFIDENTIAL




( &{g o T' LJQL
n ol ”-n”f'ua

Tredsury Chambers, Parliament Street, SWIP 3AG
0O1-233 3000
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PRIME MINISTER

MEGAW: NEW PAY ARRANGEMENTS FOR THE NON-INDUSTRIAL
CIVIL SERVICE

.

As you know, we told the Council of Civil Service Unions that we

were ready to accept in principle the broad approach of the

recommendations of the Megaw Report and to seek agreement with them

on a new pay system for—ggg-gon-industrial Civil Service on that
—_——

basis. This commitment was re-affirmed at the time of the Election

and we must clearly now show ourselves ready to proceed.

2 So far, the discussions between my officials and the unions have

been largely explaratory and we have not yet entered into commitments

on any points of substance. It is clear that there is a number of

difficult issues to be resolved before any agreement can be reached
'-—-——_:__._.....

for the longer-term. These include the precise role for the

——t

(f}proposed "Pay Information Board" (which I think we should rename:

I dislike the word 'Board' in particular in this context); the

R
CED arrangements for access by the negotiating parties to the data which

e T
it collects; the way in which the data on private sector pay compari=-

sons should set the framework for the pay negotiations; access to

arbitration and powers of Government override; and also the transitiona
h-.-

arrangements for moving into a new agreement.
3 We cannot settle these points quickly and I shall want to

S —————
consult colleagues on them in due course. I see no advantage
from our point of view in moving any faster than we need towards

a new long-term agreement. At the same time we want to keep the

CONFIDENTIAL
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talks with the unions in progress and we do not want to incur
blame for any break-down. Fortunately, some at least of the

unions want to move forward quite cautiously themselves because

their members view the Megaw recommendations with a good deal

—

of suspicion. All the unions now accept that we cannot have a

—
full-scale agreement in place in time for the 1984 pay negotiations.

This means that we do not in practice need to complete discussions

on it before next summer.

4. This is helpful. But it does mean that we need to consider

what kind of framework for next year's pay negotiations would be

consistent with our commitment to work towards a new system based
on Megaw, while not at this stage involving us in any long-term
commitment of either a general or specific kind. In particular,

we do not want to set up a Pay Information Board or ahy similar body

until (a) we are quite clear on its role and (b) we are certain
S

that there is a prospect of an overall agreement with the unions
which we would regard as satisfactory and into which this piece of

machinery could sensibly fit.

B The CCSU are due to have a full meeting of their Council on

2 August and it would be helpful if the union negotiating team were
in a position then to give some indication where matters now stand
between us. Otherwise there is a risk that they will be pressed to
make faster progress and to bring issues to a head. That would be

unhelpful.

6. An interim report could set out briefly the key points which

need to be resolved, give an indication of the timetable to which
we are now working and sketch out a possible approach to the frame-
work of the 1984 negotiations without, at this stage, committing us

firmly to this. Any report which was made would become public and
p——— — e
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we have to approach it on that basis. Of itself, I do not think

that a public statement in terms acceptable to us would be ufilelp-

ful, perhaps the reverse.

s The main difference between the position this year and that

which I have in mind for 1984 would lie in the proposal that some
 —
data on private sector pay movements in the 1983/84 round should be

pfgaed on the negotiating table. If we were not ready to agree to

this, we should effectively have to abandon Megaw here and now.

I envisage that the data would be collected by the OME on éﬁbasis &%

to be agreed beforehand between the two sides, if necessary with
?saeone acceptable to both overseeing its work. Unlike Megaw, the

d

ata which were collected would, howé?%r, only inform, not constrain,

the negotiations. We should also make it clear that (consistently

with Megaw) other factors, including recruitment, retention and cost,

" ——

would have to be taken into account in arriving at a settlemgpt.

The unions will press us hard for an advance commitment to access to

arbitration in the event of disagreement but I think we must resist

this. Overall, a framework on these lines would leave us with more
room for manoeuvre than we would have under a full Megaw system and

would keep our options open for the future.

8. I attach a draft of the kind of statement on which we might

consult the unions next week. It would be helpful to know by

Wednesday, 27 July, if you and others are content for me to proceed
in this way.

9. I am copying this minute to members of MISC 83 and
Sir Robert Armstrong.

d = 22 July 1983 .
Lonpondddy” O < (gt by He Clorcellss
AvaYol teaks CONFIDENTIAL &vi W Cn LV, CU-’?'%M)




2

CONFIDENTIAL

DRAFT STATEMENT ON PROGRESS TOWARDS LONGER TERM ARRANGEMENTS
FOR PAY DETERMINATION IN THE NON-INDUSTRIAL CIVIL SERVICE

The Government and the Council of Civil Service Unions both remain
committed to the aim of working out in the light of the Megaw Report
a new ordered pay system which will provide, for the longer-term,
fair and sensible arrangements for determining pay in the non-

industrial Civil Service.

AR There have been full discussions between the two sides on the
possible shape of these new arrangements and useful progress has
been made. A number of important issues have been identified
which will need to be resolved before any new long-term agreement
can be reached and on which further discussion is required.

These include:-

(a) the role of any new body established to collect

— e

data for use in negotiations under the agreement;

(b) the procedures for the analysis of the detailed
_
information available to it on pay comparisons and
e
the access which the negotiating parties should have

to this material;

(¢) how the information both on outside pay movements
ﬂ

and on outside levels of pay is to be used to construct

a framework for negotiations on Civil Service pay;

(d) the arrangements governing access to the Civil Service
Arbitration Tribunal when agreement cannot be reached
through negotiation and the safeguards the Government would
look for in the operation of any new agreement and over

access to arbitration.

~ -
3 Any new agreement will need to cover in detail the way in which
the new arrangements will operate on these and on other points.

It is clear that it will not be possible to settle all these matters

1
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in time for a new agreement to be brought into effect for the
1984 pay negotiations. The aim of the parties will, however,

be to complete by June 1984 the preparation of a full draft
agreement to enable the constituent unions of the CCSU to consult

their membership before such an agreement is concluded.

4, The Government and the CCSU have considered what arrangements
might meanwhile be made, consistent with progress towards a longer-
term agreement, to provide a framework on an ad hoc basis for the

1984 negotiations. It is proposed, in line with the recommendations

in the Megaw Report, to explore the possibility of inviting tge

Office of Manpower Economics (OME) to collect on an agreed basis

data on pay movements in the 1983/84 pay round which can inform

the 1984 nﬂgn+iatigns. The basis on which this might be done will
be the subiject of further discussions between the Government and

the CCSU.
—

5e In addition to consideration of the data on outside pay move-
ments ,either party will be able to advance in the 1984 negotiations

_any other factor which in its view needs to be taken into account

in deciding on new pay rates, including,for example,the position
on staffing in the Civil Service and the cost of any prospective

settlement.

6. In the event of a negotiated settlement not being possible,
the question of recourse to arbitration before the Civil Service
Arbitration Tribunal and the basis on which this might take place

would be discussed at the time between the two parties.

Tis Discussions will continue between the two sides on the
detailed arrangements for the framework for the 1984 pay
negotiations and on the content of a full procedural agreement

covering the longer-term position.

CONFIDENTIAL







MANAGEMENT IN CONFIDENCE

10 DOWNING STREET

From the Principal Private Secretary

SIR ROBERT ARMSTRONG

Early Retirement and Merit Pay in the Civil Service

At her meeting with you today, the Prime Minister emphasised
the importance which she attaches to improving the incentives for
people in the middle and upper ranks of the Civil Service at a time
when the reduction of posts has diminished promotion opportunities.
The Prime Minister asked you to give priority to bringing forward
schemes for merit pay and for early retirement at the highest levels
of the Civil Service.

You said that the MPO was working on both these schemes, and
that you expected to bring forward a scheme for merit pay by September.
But this could not only be applied to a small number of people at the
top of the Civil Service. It would have to be a scheme of general
application, which could be operated on the basis of objective
criteria. As regards early retirement, an obstacle had been the
Treasury's attitude towards the cost.

The Prime Minister commented that, in catering for the people
she had primarily in mind, an early retirement scheme was perhaps
an alternative to merit pay. The cost of such a scheme would be
relatively small and she would be prepared to tell the Chancellor
of the Exchequer of her view that it had to be met.

The Prime Minister concluded by asking you to give priority to
bringing forward proposals on these matters.

18 July 1983

MANAGEMENT IN CONFIDENCE




With the Compliments
of the

Chancellor of the Exchequer’s

Private Secretary
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CONFIDENTIAL

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

31 March 1983

Michael Scholar Esqg
10 Downing Street
LONDON SWL1

quahd,

In the course of today an agreement has been reached in the
1983 pay negotiations for the non-industrial Civil Service
between the Treasury and the negotiating team representing

the Council of Civil Service Unions, who will be recommending
its acceptance to the constituent Unions. A copy of the press
notice which is being issued from the Treasury this afternoon
is attached.

Copies of the agreement, and of detailed briefing for press
officers, are being circulated separately.(not to all).

Copies of this letter and enclosure go to the Private Secretaries
to all Cabinet Ministers, and to Sir Robert Armstrong.

(ijwﬂ &ALS'
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1983 PAY NEGOTIATIONS FOR NON-INDUSTRIAL CIVIL SERVICE

An agreement has been reached in the 1983 pay negotiations for
the non-industrizl Civil Service between the Treasury and the
negotiating team representing the Council of Civil Service
Unions. h rotiating team which comprises

Secretaries evant Unions will be recommending

=

its ac tan ] tituent Unions.

The agreement provides for increases in pay from 1 April 1983
of 4 per cent for steff who are on their scale maximum or are
paid on flat rates and of per cent for other staff together

with an increase for taff of £70 a year. The

agreement also provides for changes in the structure and

amounts of London Weighting payments in the coming pay year

and for a number of other changes in the pay rates of

- £

particular groups of staff.

A copy of the detailed agreement is attached to this notice.




NOTES FOR EDITORS

1 It 1s estimated that this agreement will increase pay,
London Weighting and pay-related zllowances by 4.86 per cent

on average.

i The cost of the settlement will be contzined within the

provision for total Civil Service administrative expenditure

in the Public Expenditure White Paper (Cmnd 8789). This

covers a wide range of expenditure, and allows for an increase

of 3% per cent in Civil Service pay.

The agreement covers staff in grades up to and including

issistent Secretary level.




to

press noti

I have shown this draft to the
Prime Minister, who is content with it.
I should be grateful if you could let us
hage the detailed briefing for Press
Officers as soon as possible,

John Kerr Esqg
HM Treasury.
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Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000

31 March 1983

Michael Scholar Esq
10 Downing Street
Whitehall

LONDON SW1

\
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CIVIL SERVICE PAY

I attach the draft of a Treasury press notice about today's
agreement. If you have any comments on it, could I have
them quickly? The intention is to agree the notice with
the Unions in the negotiations which are still proceeding.

Some aspects of the agreement are not yet final: I cannot
therefore yet send you a copy of the text. One will follow
later this evening.

The press notice and notes for editors will of course be backed

by detailed briefing for press officers. It too will follow
later.

\Ki_u,x«s L0 |

~
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NOTICE

OTIATIONS FOR NON-INDUSTRIAL CIVIL SERVICE

An agreement has been reached in the 1983 pay negotiations for

Service between the Treasury and the

the Council of Civil Service

eam which comprises the General

Secretaries of all the relevant Unions will be recommending

its acceptance to the constituent Unions.

The agreement provides for increases in pay from 1 April 1983
of 4 2h r staff who are on their scale maximum or are
paid

with an increase for

agreement also provides f ges in the structure

amounts of London Weighting payments in the coming pay year

and for a number of other changes in the pay rates of

particular groups of staff.

A copy of the detailed agreement 1s attached to this notice.




NOTES FOR EDITORS
1. It is estimated that this agreement will increase pay,
London Weighting and pay-related allowances by 4.86 per cent

on average.

The cost of the settlement will be contained within the
provision for total Civil Service administrative expenditure
in the Public Expenditure White Paper (Cmnd 8789). This

covers a wide range of expenditure, and allows for an increase

of 3% per cent in Civil Service pay.

The agreement covers staff in grades up to and including

s1stant Secretary level.
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From the Private Secretary 30 March 1983

Dean Johw,

CIVIL SERVICE PAY NEGOTIATIONS

The Prime Minister took a meeting this morning to discuss
the Civil Service pay negotiations. The Chancellor of the
Exchequer, the Secretaries of State for Education and Science,
Defence, Social Services, the Lord Privy Seal, the Secretary of
State for Employment, the Minister of State, Treasury, Mr. Peter
Le Cheminant and Mr. Peter Gregson were present.

The Chancellor said that following intensive discussions
between Treasury officials and the Leaders of the Civil Service
white collar unions he had had a meeting with the unions yesterday
evening. They had reaffirmed their desire for a negotiated settle-
ment, and expressed recognition of the Government's willingness
to contemplate a settlement going some way to meet their concern
for the lower paid. They then outlined a settlement which they
would be prepared to recommend to their members, including the
introduction of an intermediate zone for the London Weighting
payment, an overall London Weightingsettlement worth 0.15 per
cent, deferment until next year of their claim for reduced working
hours, and a general settlement worth 5.3 per cent of the total
pay bill. This would include a significant element of flat-rate
cash increase: they had indicated that their preferred solution
at the 5.3 per cent level would be a 3 per cent increase plus
£3 a week for all adults.

In discussion it was agreed that 5.3 per cent was too high.
Such a settlement would cause great difficulty with the nurses
and other National Health Service workers, whose 431 per cent
increase had been described by the Government as an exceptional
settlement, This difficulty would be compounded by the fact that
the Government was manifestly responsible, as employers, for Civil
Service pay. There appeared to be little disposition to strike
amongstthe Civil Service unions at the present time. The Government
welcomed the improved industrial relations within the Civil Service,
and wished both to secure the lowest possible settlement, and also
to maintain these improved relations. Indeed, 4.9 per cent was
also a high figure, particularly in relation to the National Health
Service. But the Scottish teachers' settlement at 4.975 per cent
and the likelihood that English and Welsh teachers would seek
arbitration if they could not match the Scottish figure, together
with the 4.8 per cent settlement for local authority manuals, all

/ put very
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put very considerable pressue on the Government's present offer
to the Civil Service unions of 4.5 per cent. It was noted that
it was proposed to finance the settlement strictly within the
present 3% per cent cash limit for the Civil Service. This would
be an important point in the presentation of the Civil Service
settlement, in contrast with the National Health Service settle-
ment where, because of growing demand and manpower numbers, the
cash limit increase could not be set some way below 4% per cent.
There would be advantage in securing a quick settlement with the
Civil Service, before the preparations for Civil Service union
conferences began after Easter. There were strong arguments for
avoiding arbitration in the Civil Service this year.

Summing up the discussion, the Prime Minister said that it
was agreed that the Treasury should have authority to offer up
to 4.9 per cent, on the basis that this would secure a quick
settlement, and provided that the increase in pay would be contained
in aggregate within the present cash limit for the Civil Service
which was based on the 3% per cent pay factor. The Treasury should,
however, continue to seek a lower settlement than the maximum
authorised, and should do thelr utmost to reach a settlement no
higher than 4% per cent. It would be for the Treasury and the
other employing Departments to ensure that the settlement was
financed within the existing cash limit in aggregate.

I am copying this letter to the offices of all those present
at the meeting. I should be grateful if they would ensure that
it is not circulated outside Private Offices and is seen by the
smallest number of people who need to be aware of its contents.

\VVVLO thibrokq’

YxNUhvhJA‘ g;ANALﬁA/
#ffﬂf,f/

John Kerr, Esq.,
H.M. Treasury.
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Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000 9.

MINISTER

CIVIL SERVICE PAY NEGOTIATIONS

Following intensive discussions with my officials, the leaders of

the Civil Service white collar unions asked to see me this evening.

They strongly reaffirmed their desire for a negotiated settlement;
pointed to the substantial concessions from their original claim
which they had made as evidence of this; and expressed recognition
of the Government's willingness to contemplate a settlement going
some way towards meeting their concern for the lower paid. They
then went on to outline the nature of a settlement which they would

be prepared to recommend to their members.

AT The details are complex and include some elements of considerable
presentational value to us - including acceptance in principle of the
introduction of a lower rate of London Weighting payment for juveniles

ﬁ _-ﬂlm
and some shading of the pay increase to be received by juveniles

throughout the country. They also indicated their willingness to

reach a general London Weighting settlement with us built around our

concept of the introduction of a new Wintermediate" zone with only

modest increases (2% per cent) in the London Weighting payable in the

present inner zone (where the bulk of London civil servants work) and
ﬁ

acceptance that there should be no increase in the London Weighting

payments beyond the new intermediate 2zone. They also indicated that

they would be prepared, in the context of a general settlement, to

defer until next year pursuit of their claim for reduced working hours.

Fa In return they proposed a settlement which would be worth (all in)

5.3 per cent of the pay bill and would include a larger element of

/flat rate
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flat rate cash increase than we have previously been prepared to
contemplate. They did not indicate what their sticking point was
on the balance of percentage and cash but said that at their 5.3

e
level their preferred shape would be 3 per cent plus £3 a week for
all adults.
4, I took delivery of their proposals and undertook to consult
colleagues about them. I did not enter into substantive discussion

or hint at possible areas of compromise.

Dls My assessment of the position is that we cannot get them to

recommend a settlement at 4% per cent. I am clear that for our part

we should not in any case contemplate going above 5 per cent, among

other reasons because of the potential repercussions on other pending
settlements like that of the English school teachers. Equally, I do
not think that the unions can now be expected to put forward a further

modified claim. The onus is now on us to decide how far we are

prepared to go in making an offer to them - on a "without prejudice"

basis and only made public if it is to be recommended by them to their

members.
—
6. The opportunity for a settlement may be there. We can only find
out if it is by putting our best offer on the table for them to accept
i - G —
or reject. I hope we can agree our position on quantum while leaving

L e Y Sy
some flexibility about how the quantum is divided up between percentage

=

and cash sums.

de The union leaders are clearly anxious to reach an agreement before

Easter, for their conference season, which could lead to a hardening of

attitudes, follows shortly. So I believe that we need to take our
decision tomorrow. If we fail to reach a settlement now we will need

to consider our alternative options.
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y Copies of this minute go to Keith Joseph, Michael Heseltine,

Norman Fowler, Janet Young, Norman Tebbit and Barney Hayhoe; and

to Sir Robert Armstrong and Mr Gregson at the Cabinet Office.

P

PP-

4 (G.H.)
29 March 1983
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The Ministerial Group on Civil Service Pay Negotiations
(MISC 66) met on 22 March under my Chairmanship to rthlg}j

review the current state of negotiations with the trade

PRIME MINISTER

NON-INDUSTRIAL CIVIL SERVICE PAY NEGOTIATIONS

unions. I gave some preliminary indications in my
letter of 21 March to the Lord Privy Seal, of which you

received a copy.

2 Officials have held lengthy discussions with the
unions. In accordance with their negotiating authority
they offered increases favouring those on the middle

and higher points of their pay scales (as in last year's
settlement) and worth, on average, 3% per cent. The

offer was made on a 'without prejudice' basis, that is,

it is confidential, cannot be quoted before an arbitration

tribunal, and can be withdrawn if we so decide.

e In response, the unions have reduced their claim

considerably (though not by quite so much as some press
reports have suggested). They have indicated that they
would be prepared to recommend to their members a
settlement which officials estimate would cost about
_ziﬁper cent, provided that this is weighted so as to

favour the lower paid: the specific proposition they

have put forward is for an increase of 3 per cent plus
jil;;Jﬂeek. It is clear that they are.;EITEng to negotiate
on both the overall value of the settlement and the precise

/shape. But unless
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shape. But unless there is some measure of preference

for the lower paid, the deal will not command the

necessary weighted majority in the Council of Civil

Service Unions.

4. The unions have also indicated that they are
willing to withdraw their claim for shorter working
hours; and that they would be willing to accept that
negotiations on such matters as changes in the system

of London Weighting and the restructuring of certain
salary scales (which MISC 66 approved at its meeting

on 15 February) should be settled within a predetermined
sum of money and on an agreed timetable. The estimate
of 5% per cent in the previous paragraph, like the other
relevant estimatesin this minute, includes an allowance

of 0.3 per cent for this sum.

5 I must emphasise as strongly as I can that all this

has gone on in the strictest confidence. It is essential

to preserve this confidence. If it became known that

the unions had reduced their claim in the way I have
described they would probably be unable to hold their
militants. This is what happened with the press reports
referred to in paragraph 3 above: the unions have been
forced to disown them, even though we have some reason to
believe that they accurately described what was the unions'

fallback position before the leak took place.

6. MISC 66 took the view that we should do our best to
obtain a negotiated settlement which the unions will
recommend to their members. Other considerations apart,
the natural alternative for the unions is to ask for

/arbitration.
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arbitration. They have a right of access to arbitration;
we should find it hard to refuse it, especially in the
light of what we said about arbitration during the water
workers' pay dispute; and although any arbitration award
would probably be below last year's award of 5.9 per cent
on average, the general level of settlements in this
year's pay round suggests that it might well not be much
less. The average level of settlements in the non-
manufacturing private sector is just over 5% per cent; in
the private sector as a whole three-quarters of employees

covered by the Department of Employment's confidential

surveys have settled between 5 and 6 per cent.

T We must, of course, take full account of our general
strategy for pay, the likely repercussions of any settlement
on other pay negotiations, and what can be afforded. An

offer costing up to 4% per cent overall, and probably

fractionaliy more, could be afforded within the aggregate

of "departmental cash limits. Any settlement above 4% per

c8AT would however create particular difficulties for the
Secretary of State for Social Services, in the context of
the National Health Service. MISC 66 therefore took the
view that the aim should be to secure a settlement at not
more than 4% per cent. If, as may be the case, the unions
are not willing to settle at this level, we shall need to

think again about our approach to the negotiations.

8. As for the 'shape' of the offer, the Group agreed

that it would be to our tactical advantage to go some

way towards the union position and concede some element

of favourable treatment for the lower paid. This is of
course in principle undesirable, although we did concede
/a small flat-rate
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a small flat-rate element in the 1981 settlement. We
therefore agreed that our negotiators should do their
utmost to minimise the weighting in favour of the low
paid. The flat-rate component of any offer should be
in the area of £1 a week or less, rather than the £3

a week suggested by the unions. Officials should also
ensure that the weighting does not extend to juvenile
grades. The unions attach relatively little importance
to those grades; and the recruitment position makes it

quite unnecessary to offer them above-average increases.

9. It is desirable that we should try to make early
progress. The longer the negotiations last, the nearer

we draw to the union conferences in May (with the

attendant risk of unreasonable pressure being exerted

on the union negotiators), and the greater the danger of
leaks. MISC 66 therefore consider, subject to your
views, that officials should be authorised to negotiate
with the unions on the lines I have described. Any
offers would, as before, be on a 'without prejudice'
basis in order to avoid raising the floor in case there

should be arbitration.

10. There are difficult judgements to be made here, and

you may wish to discuss them with me.

1ll1. In view of the need to maintain secrecy, I am, with
the agreement of the other members of MISC 66, sending a
copy of this minute only to Sir Robert Armstrong.

GaH
23 March, 1983
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From the Private Secretary 23 March 1983

De o~ P’UV\M’([‘ ;

The Prime Minister and the Chancellor had a word this
evening about non-industrial civil service pay.

The Chancellor spoke on the lines of his minute to the
Prime Minister of today's date (which the Prime Minister had
not yet read). The Prime Minister said that she thought that
the Scottish teachers settlement, and the' likely settlement for
teachers in England and Wales suggested that it would be right
for Mr. Le Cheminant to seek a settlement not above 43%. The
Prime Minister also said that she would be prepared to accept,
in the interests of reaching an agreement without recourse
to arbitration, a minimum tilting towards the low paid,
providing that it did not apply to juveniles (she added by this
she did not just mean 16-year olds). The Prime Minister noted
that a settlement on this basis could be met with existing
cash limits.

I would be grateful if you would neither photocopy nor
circulate this letter outside the Private Office.

A
/éw4 JG\uJT&f'

e,

Miss Margaret O'Mara,
HM Treasury.
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CIVIL SERVICE PAY

Discussion in MISC 66 today envisaged a negotiated settlement
which would increase average earnings by up to 5%, with a bias
towards the lower paid in the shape of a £40-50 per annum for
all grades except juveniles. The upper limit of the average
increase is 1% higher than that previously agreed in MISC 66,

1% higher than the Prime Minister's negotiating limit.

The principal questions for the Government are:

s Is a settlement of up to 5% the very

lowest which can be achieved?

i 2 9 Can it be presented credibly in view of
the NHS settlement?

iii. Is the degree of bias towards the lower paid
acceptable, in view of labour market and management
considerations?

The Treasury advise that a negotiated settlement of just under 5% is
just possible: it would be in line with the local authority manuals'

settlement, and the expected Scottish teachers' settlement. I would

judge that a slightly lower negotiated settlement might be possible,

but not as low as 43%. Arbitration would probably result in a
verdict of 5.2-5.3%, which the Government would be under a lot of

pressure to accept.

On presentation, it would be difficult for the Government to be seen
to settle on its own employees, without a struggle, an increase which
is higher than that awarded to the NHS employees after a long and
bitter dispute. This point argues for holding to 431%, leaving it to
the arbitrator to award the higher figure. This could result in a

marginally higher settlement but would maintain credibility.

The proposed shape of the settlement would accommodate the unions'
preference for a bias in favour of the lower paid but it runs counter
to our policy of trying to price young people back into work and could

establish a minimum money increase in the economy. The only

/justification




justification for accep
th

ting the unions' view of the shape of the

package (£x + Y%) is that it would enable the Government to secure
an acceptable average settlement. This it is not doing. If any
bias is justified, it should favour the middle managers in the
Civil Service, to whom we are looking to accept greater obligations
in coping with disputes and who only benefited from the Budget

by less than 1%, compared to the 2-3% of the lower paid.

/’M/‘Q
NICHOLAS
22 March
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Treasury Chambers, Parliament Swureet, SWIP 3AG
01-233 3000
21 March 1983

The Rt. Hon. Baroness Young
Lord Privy Seal

Lo Loovet ﬂMO \«Liﬂj',

CIVIL SERVICE PAY

As you know, a meeting of MISC 66 has been arranged for tomorrow morning, 22
March, to take stock of the position we have now reached in the negotiations on
non-industrial Civil Service pay before 1983.

At its meeting on 15 February MISC 66 agreed that it was reasonable to aim at a
settlement in the range 4-4% per cent and endorse the package of proposals as an
opening offer which would be worth around 3% per cent in total. The Prime
Minister agreed with our conclusions but asked that our negotiators should be
instructed not to go beyond 4 per cent in discussion with the Unions.

In the event the main part of our opening offer was made to the Unions on 8
March with the other elements following a few days later. The totality of the
offer (costed at 3% per cent) was made "without prejudice" - a formula which
means that the offer is confidential, cannot be quoted against us in any
arbitration proceedings and indeed is withdrawable by us if we so decide. Our
negotiators have been in close touch with the Unions since the offer was made,
both in formal sessions and in more restricted groups. They have not found it
necessary to improve on our initial offer but have concentrated instead on
persuading the Unions to greater realism and on technicalities designed to reduce
the ultimate negotiating process to manageable proportions.

The Unions have cooperated well in this last process and it is clear that they
would much prefer an agreed settlement to the alternatives. This does not
mean, however, that we are within striking distance of an agreement. There
remain significant differences of approach, both on quantum and on the shape of
any settlement. The question of "shape" is particularly important to the Unions.
They have different ambitions but are united in the belief that they can only sell
a settlement to their members (and from our point of view, more importantly,
recommend it to them! if it is biased in some way in favour of the lower paid.

I will elaborate further on figures at our meeting but it may be helpful if I set

out briefly the elements which it appears might be comprised within an agreed
settlement if one could be achieved. The points are:-

a. A statement recognising that the present settlement was an ad hoc one
designed to take us through the period before a new post-Megaw pay
agreement could be negotiated. Both sides would say that the agreement
was without prejudice to their respective positions. No commitment would
be implied.
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b. The Unions would agree to withdraw their hours claim while reserving
the right to re-present it next year.

c. All of the non-central elements - London Weighting, pay restructuring
etc - would be set aside for detailed negotiation (against a timetable) over
the coming weeks, but with a clear joint agreement on the sum of money
available for these purposes (probably about £10 million or one-quarter of 1
per cent of the pay bill.)

All 3 of these points are valuable to both sides. The first gives the Unions a
reason for not pursuing their catching up claim this year and us, if we wish to
take it, an excuse for a shape of settlement which departs a little from that
which we would prefer to see; the second removes an area of cost uncertainty
for us (eg if any arbitrator decided to throw in a little on hours as a make-weight
in a final award) while enabling the Unions to avoid putting to the test a claim
which is not strong but may get stronger as time passes; and the third enables
the Unions to go for a quick settlement on the key issues. without being delayed
by arguments on detail while enabling us to see from the outset the true cost of
any settlement we make,

The questions of gquantum and shape of the main part of any settlement are
obviously the most difficult, not least because they import substantial questions
of public presentation and of possible repercussions. The issues ‘are well known
and we can explore them at the meeting.

We will also need to give further thought to the choices before us should it prove
impossible to reach agreement. Again, the issues are well known and I need not
rehearse them now beyond saying that we may need to take an early decision on
the question of arbitration or imposition.

Finally, it is worth noting that there are internal procedural devices open to the
CCSU which would enable us, in the right circumstances, to obtain from them a
positive recommendation to their members to accept a settlement without the
full agreement of all of the Unions concerned.

I am copying this letter to colleagues on MISC 66, to the Prime Minister, to John
Sparrow and to Sir Robert Armstrong.
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\/ CIVIL SERVICE PAY

Peter Le Cheminant called a small and informal meeting this
afternoon to discuss the next round in the Civil Service pay
negotiations. Outside of the formal negotiating meetings, he
is having a series of private discussions with the union leaders,
and notably with Bill McCall, Alistair Graham and Gerry Gillman.

The position has been reached that the unions have brought
down their sights quite considerably on the quantum of the offer,
and are now saying that they could defend to their members an
"interim settlement'" (ie before the new pay system comes into
force) related to the going rate, or to the end-year RPI.

Peter Le Cheminant interprets this as meaning 6-7%. The unions
have three requirements as to the shape of the offer. First,
there must be a useful percentage increase for all - none of
this zero per cent for those at the bottom of scales; second,
there should be a cash sum for all, to help the lower paid;

and third, there should be an under-pinning minimum, which is
of particular concern to the CPSA, and it would have to be set
at about £3.50.

The Treasury recognise that the union's aspirations on the
quantum is still much too high; but they are inclined to accept
the union's views on the shape. Peter Le Cheminant believes
that he could negotiate a settlement around 5% if he had authority
to accept this kind of shape.

I said that I thought we could accept the union's first
point on the shape: what we were proposing was a range of only
about 3% anyway, and it was not a point of principle for Ministers.
But I thought there would be vigorous opposition from No 10 to

the other two points, which ran counter to management requirements

SECRET




and to our view of the labour market and the absence of need to
increase wages for young people. And I thought it would be
dangerous to associate ourselves with the concept of an

interim settlement, if that implied that it was less than it would

otherwise have been because next year's settlement will be high.

This was an informal and an exploratory discussion, and
no decisions were taken. DBut I conclude that we will need to
keep a close eye on these negotiations because the Treasury
will be tempted to give away some kind of slant for the lower
paid without getting an adequate trade-off in return for the
quantum. On the latter, you will see from our files that the
Treasury negotiators have been told that they have authority
only up to 4% (Michael Scholar's letter of 24 February), but
Peter Le Cheminant of course knows that MISC 66 would have been

prepared to go to 431%.

I am sending a copy of this note to Michael Scholar

for information only: we ought not to alarm the Prime Minister

at this stage.

14 March 1983
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From the Private Secretary 10 March 1983

The 1983 Non-Industrial Civil Service Pay Negotiations: Attitudinal
survey

The Prime Minister has seen the Chancellor's minute of 8 March
about the proposed attitudinal survey of civil servants on pay
and conditions at work.

The Prime Minister thinks that this would be the wrong moment
to commission such a survey, because of the danger of a leak and
the fact that the Government's actions are unlikely to be influenced
by what the survey reveals. The Prime Minister agrees, however,
in general terms that it is desirable to monitor in a systematic
way Civil Service attitudes to pay and conditions, and that consid-
eration should be given to doing this after this year's pay
settlement.

I am sending copies of this letter to Barnaby Shaw (Department

of Employment), Mary Brown (Lord Privy Seal's Office) and Harry
Bush (Mr. Hayhoe's Office).

MICHAEL SCHOLAR

Miss Margaret O'Mara,
H.M. Treasury.
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Treasury Chambers, Parliament Street, SWIP 3AG

3

01-233 3000

PRIME MINISTER

MEGAW

One of the doubts we had about acceptiﬁg the fecommendations
of the Megaw Inquiry derived from the possibility that a
systematic analysis on Megaw lines of Civil Service and
comparative pay levels in the private sector might show the
former to have a valid claim for a big "catching-up" pay
increase once the new system was in operation. Such informa-
tion as we had did not point in this direction but the

uncertainty was there.

2 In order to resolve the uncertainties, the Treasury has

had some work done, on a very private basis, by outside

consultants. I i thoughfhyou would like to know that the

results are reassuring. Although the situation varies from

o
grade to grade, the pay levels of the generality of the

——————
Civil Service appear to be comfortably within the inter-

quartile limits of private sector practice. The conditions
of extreme secrecy we had to impose on those doing the work
have necessarily limited the accuracy of the results but they

are, we think, robust enough to justify the conclusion.

30 In view of the continuing need for secrecy I am copying
this minute only to Janet Young, Norman Tebbit and

Sir Robert Armstrong.

(G.H:)
9 March 1983
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PROPOSED ATTITUDINAL SURVEY OF CIVIL SERVANTS

I am quite sure that the Prime Minister should not agree

to the Chancellor's proposal for a survey within the next two
_',._——-‘

or three weeks of Civil Service attitudes, designed to '"reveal

the size of (pay) offer staff are likely to regard as reasonable'.

This suggestion originates with Mr Tebbit, who put it forward

in MISC 66. It is of course part of gooa—hanagement practice,
anH‘EBhething the Government would like to encourage in other
public sector employers, to have some reasonably systematic
way of knowing what employees are feeling on a wide range of

issues.

But that is a far cry from the Chancellor's proposal.

What is suggested is a one-off covert survey of 500 civil

servants, specifically directed at pay, and executed at the

g
period of maximum interest in the annual pay settlement.

Such a proposal has two massive disadvantages:

(i) It is very likely to become known - some of the 500
e
are almost bound to be active union members who will draw the
questionaire to the attention of local branches, who will
demand an explanation - and when it does the Government will
be in a difficult position. If it declines to release the
S :
results, it will be accused of covering up bad news. If

i [ .
it does release the results, 1t will be highly embarrassed

by the figures, since it is inconceivable that even this
small sample of civil servants will show that they regard
as a reasonable offer the amount that has already been
authorised by MISC 66;

(S8 The survey can serve no conceivable purpose. It is

—_
not as if we are uncertain about the level at which we
wish to pitch this year's pay offer - that decision has
already been taken. What is the point of finding out

too late that civil servants want more than they are going
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to get? I am sure that the pay side of the Treasury

does not intend to use the evidence of the survey as an
argument for a higher pay offer, but the temptation to do

so will be strong.

I suggest that, if the Prime Minister agrees, you could
reply to the Chancellor's office saying that the Prime Minister
thinks that this is entirely the wrong moment to commission such
a survey, because of the danger of a leak and the fact that our
actions are unlikely to be influenced by what the survey reveals;
but that the Prime Minister agrees that in general it is
desirable to monitor in a systematic way Civil Service attitudes
to pay and conditions, and that consideration should be given

to doing this after this year's pay settlement.

9 March 1983

- (B
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Treasury Chambers, Parliament Street, SWIP 3AG
0l1-233 3000

PRIME MINISTER

THE 1983 NON-INDUSTRIAL CIVIL SERVICE PAY NEGOTIATIONS:
ATTITUDINAL SURVEY

In my minute of 4 Februﬁry reporting the outcome of discussions

in the Ministerial Group on Civil Service Pay Negotiations

(MISC 66), I mentioned that the Group had recognised that it
might prove useful at some stage to have a reasonably accurate
indication of the views of staff about a particular pay offer.
This might be achieved by taking some form of opinion poll sample
of staff.

2. We have done some further work on this within the Treasury.
What we have in mind is a general survey on pay and conditions

of work which would reveal the size of offer staff are likely to
regard as reasonable. Employee surveys of this kind are not
unknown; indeed, they can be described as part of modern manage-
ment practice. That said, there is advantage in keeping the fact
confidential while the survey itself is being conducted. Other-
wise, there is a danger that answers will be framed with a view to

influencing the employers' offer.

e Opinion Research and Communication are a firm with experience
in this area. They have conducted surveys of employee attitudes
for British Steel and British Rail, as well as for firms in the
private sector. Barney Hayhoe has established that they could

do a survey of the kind we have in mind, for under £20,000.

They would sample around 500 civil servants.
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4, I believe that it would be useful to go ahead with such a
survey, and to do so as soon as possible. Ideally we would

want to have the results within the next 2-3 weeks so that they
can, if necessary, influence our tactics during negotiations.

There is always a risk that the commissioning of the survey will
become known, however carefully it is handled, but if so, we should
have no difficulty in justifying our position. I believe that

Ian MacGregor found the results of his survey (which was not on

pay as such, but on the merits of central versus local pay

bargaining) so useful that he eventually published it. The fact

that British Steel was conducting such a survey did become known

before the exercise was completed, but this seems to have been no

particular disadvantage.

S I would, of course, inform MISC 66 of the results of the

survey.

6. I am copying this minute to Norman Tebbit and Janet Young,

as well as to Barney Hayhoe.

(G.H.)
8 March 1983

SECRET
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Mr Sparrow, CPRS.
From the Private Secretary 7 March 1983

The Megaw Report: Subsidiary Issues
Relating to Pay

The Prime Minister was grateful for
the Chancellor's minute of 2 March about
MISC 83's views on productivity pay, merit

pay, decentralisation of pay bargaining
and geographical pay variations.

The Prime Minister is content with
MISC 83's recommendations on these
questions.

I am sending copies of this letter to
the Private Secretaries to members of MISC 83
and to Richard Hatfield (Cabinet Office).

Mrs. Margaret O'Mara
HM Treasury.
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CONFIDENTIAL

MR SCHOLAR

cc Mr Mount

MEGAW: SUBSIDIARY ISSUES

The Chancellor's note of 2 March reports the conclusions

of MISC 83 on four issues:

(¢d.) Productivity pay: I am sure the conclusion is

right: productivity bargaining is impracticable in the

non-industrial Civil Service;

(i) Merit pay: we must wait and see what Lady Young's
proposals are, on the basis of the group of Principal

Establishment Officers;

(iii) Decentralisation: I regret the conclusion that
decentralisation of pay bargaining is not a realistic option,

but I fear it is right until much more far reaching changes

are made in the nature of Civil Service financial management

and accountability;

— .

(iv) Geographical pay variations: there are indeed
practical difficulties, but it is most important to keep

this alive, and I think the conclusion is right.
———————.

— il

What the Chancellor does not say in his note is that most
—

of this is putgly hypothetical until we know whether we are

likely to reach an agreement with the unions on a Megaw type

system. The Prime Minister should know that negotiations ﬁI%h the
— S g

unions have been proceeding very slowly indeed; that all the

indications are that the unions have failed individually, let

alone collectively, to reach coherent conclusions about what
—

they want; and that there has been so far no sign that the unions
— ———

will be willing to accept the fundamental basis of a Megaw system,

which is the constraint of the upper limit to the interquartile
o ———

T ————

range. So with a bit of luck Megaw will founder anyway: that will
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not prevent us from pursuing issues which have benefit in their

own right, such as merit pay and geographical pay variation.

3 March 1983
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Treasury Chambers, Parliament Street, SWIP 3AG
O1-233 3000

2 March 198

PRIME MINISTER \)\A/o

THE MEGAW REPORT: SUBSIDIARY ISSUES RELATING TO PAY

The Ministerial Group on the Megaw Report (MISC 83) has considered
a report by the parallel Official Group (MISC 84), which dealt with

four groups of subsidiary recommendations relating to non-industrial

Civil Service pay, namely: productivity pay, merit pay, decentralisa-
tion of pay bargaining and geographical pay variations. (The Official
Group's report was circulated as MISC 83(83)1). This minute is to

report to you on MISC 83's views on these issues.

2 On productivity pay the Official Group's report indicates the

problems that would be involved with the non-industrial Civil Service

e -

and concludes that for the present, productivity bargaining as such

should not be introduced, but that co-operation with productivity and

efficiency improvements should be one of the factors taken into account

in a general way in pay negotiations. MISC 83 endorsed this conclusion.

34 The report does not make any substantive proposals on merit pay.

As you know, this is.E;;ng considered by a group of Principal Establish-
ment Officers under the chairmanship of the Management and Personnel
Office. I understand that the Lord Privy Seal will shortly be
circulating proposals, for discussion initially in MISC 83, although

the final decision would clearly be for Cabinet. However, MISC 83

was firmly of the view that any initiative on merit pay should be

handled separately from the 1983 main pay negotiations.

4. MISC 83 did not think that we had yet made sufficient progress in

areas such as the Financial Management Initiative to be in a position

to consider decentralisation a realistic option now, whether or not we

want to pursue this at a later stage. MISC 83 noted that the main

employing departments are involved this year in preparing the Government's

CONFIDENTIAL
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pay negotiating position, as they were last year.

B The areas of the report by officials where the balance of the

argument seemed to MISC 83 to be most open to debate is that of

introducing greater geographical pay variations (although Megaw came

down firmly against this). On the one hand, local pay variations

could create real difficulties from a management point of view,

particularly if we were to try to use certain public services to give
a lead on geographical variations rather than simply following local
market conditions. There is an added difficulty that at present there

are no adequate data on which to base local pay variations for the

non-industrial Civil Service, and there is no guarantee that a locally
———— e,

varied pay system which followed the market would lead to a lower pay

bill overall. On the other hand, the economic arguments for greater
—— i .

pay variation by locality are important and indeed underlie much of
the regional problem identified in the recent interdepartmental Review

of Regional Economic Policy. MISC 83 therefore concluded that the

h——
right approach would be to ask the proposed Pay Information Board to

look, as one of its early tasks, at the question of establishing an

adequate data base on local pay differences. The question whether to

proceed could then be considered in the light of their report on this

aspect.

6. I should be grateful to know that you are content with MISC 83's

recommendations on these questions.

71 I am copying this minute to members of MISC 83 and to

Sir Robert Armstrong.

(G.H.)
2 March 1983
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10 DOWNING STREET

From the Private Secretary - 24 February 1983

CIVIL SERVICE PAY

The Prime Minister was grateful to the Chancellor for
his minute of 17 February about the Government's opening offer
in the forthcoming negotiations.

The Prime Minister agrees to the Chancellor's proposals.
She has commented that the negotiators should be told that
their margin for manoeuvre is very small: only up to 4 per
cent.

1 am sending copies of this letter to the Private
Secretaries to members of MISC 66, to Harry Bush (Office of
the Minister of State, HM Treasury), Gerry Spence (CPRS) and
Richard Hatfield (Cabinet Office). I would be grateful
if you and they would ensure that it is not copied, nor
circulated, outside Private Offices.

Miss Margaret O'Mara,
HM Treasury.
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There are two central judgements in the Chancellor's proposals:

SECRET itV

PRTME MINISTER

iy 18)>

the opening offer, and the likely settlement. I do not think you

need to concern yourself with the additional elements described

in paragraph 7.

I think the arguments in favour of an opening offer averaging

three-and-a-quarter percent, with quarter percentﬁfor the additional

elements, are convincing. Anything lower would simply not be

p - —mia e e . ] ———
believed, given the 33i% cash limit.
_

But I do not think we should at this stage agree to the expectation

of "a settlement in the range of 4-41 per cent" (paragraph 3), which

means up to 43i%. The Chancellor himself made it clear to Cabinet

P

yesterday how much importance he attaches to keeping pay down. If

Ministers accept 43% now, it'll be 5% when the negotiations get
——..

tough. I think the negotiators should be tgld that their margin

for manoeuvre is very small: only up to 4%. We can give them the
R e e — ]

extra 1% later if necessary.

18 February 1983
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Treasury Chambers, Parliament Street, SWIP 3AG

Ol-233 3000

PRIME MINISTER
CIVIL SERVICE PAY: THE GOVERNMENT'S OPENING OFFER

At its meeting on 15 February the Ministerial Group on Civil

T ey : ; ;
Service Pay Negotiations (MISC 66) considered in detail the

Government's opening offer in the 1983 non-industrial Civil
Service pay negotiations (MISC 66(83)2nd Meeting). This minute

reports the outcome.

2 Themain considerations which bear on the decision about the

shape of the Government's opening offer are as follows. First,

there is the room for manoeuvre within cash limits. For the

purposes of cash limits pay and general administrative expenditure

are taken together. 1In the last two financial years Departments

generally have been comfortably within their cash limits, despite

pay settlements h{gh?r than the cash limits pay Eactor. The

position is somewhat more constrained in the present financial
year, although taken overall Departments should still be well

within the aggregate of their cash limits. For 1983-84 the

Treasury forecasts that in aggregate Departments should be able to

—

accommodate a pay settlement of 4% per cent within the existing
- ——

cash limits, But one or two large Departments, principally the
Department of Health and Social Security, would have difficulty in
accommodating a pay increase greater than 3% per cent.

—
3. Second, there is the question of what we would regard as an
acceptable outcome to the negotiations. MISC 66 agreed that in the
light of developments elsewhere it was reasonable to aim at a

settlement in the range 4-4% per cent. It seems unlikely that a
/settlement
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settlement below this would be negotiable; and we cannot assume
that arbitration would produce it, given the level of settlements
elsewhere. So any attempt to settle below this level would
almost certainly involve imposition with potentially serious

industrial relations consequences.

4., Finally, there is the Government's commitment to hold genuine

negotiations this year, which in the view of MISC 66 pointed to an

opening offer leaving scope for an increase of %-1 per cent in

negotiation; and there is the general industrial relations situation

in Departments, which in the view of MISC 66 strongly suggested that

our opening offer should not involve increases below 3 per cent for

any significant group of staff.

5, In the light of these considerations the Group concluded on

balance that the Government's opening offer should be worth 3% per

cent in total, but with a number of wvariations which I describe
—_—-—-—-"-"'__\

below. Some members of the Group felt that an opening offer closer
to 4 per cent, although still below that figure, would increase the
chances of a negotiated settlement. But a majority of the Group

felt that to open higher than 3% per cent would give the wrong

signals to the Civil Service trades unions and to the staff, and

might also have undesirable wider ramifications in view of the way

the pay negotiations in the water industry and for the local goverrmment

manual workers are developing.

6. The Group also agreed that the Government's opening offer on
pay should be structured along the lines of the 1982 arbitration

award. That is, those at the top of their pay scales would be

offered 3% per cent; those on intermediate pay scale points would
be offered 3 per cent; and those at the bottom of their pay scales
would be offered 2% per cent. (Only a relatively small number of
staff will receive an offer of 2% per cent and the recruitment and

retention position fully supports an offer on these lines.)

/An offer
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An offer structured in this way would be worth in total 3% per

cent on pay. This would leave % per cent of the paybill, which
would enable us to include a number of desirable additional
elements in the offer. These features, which I describe below,

are generally worthwhile on their own merits for management reasons.
They also provide ample scope for negotiation with the unions,
thereby ensuring that the negotiations are prolonged until after
the Budget; and different elements will appeal particularly to
different staff groups and trades unions, thereby making it more

difficult for the trades unions to unite in opposition to our offer.

i The four additional elements which we have in mind are as

follows: -

a., the inclusion of London Weighting in the main pay

-

negotiations and a modest restructuring of it;

b. the alignment of pay between different professional

groups at the Assistant Secretary and Senior Principal levels;
sl T I i R

c. rationalising age-related pay; and
T e ————

d. rationalising pay scales at the Executive Officer and

—

Clerical Officer levels.

8. The most important of these is London Weighting. The decision

to abandon the publication of the London Weighting Index means that

negotiations on London Weighting can be included in the main pay

negotiations. The Group agreed that this would be desirable.
—————

We also agreed that there should be a modest restructuring of the
present system. What we have in mind is the creation of an
intermediate zone between the present inner London and outer London
Weight;;;:E§§9s. Views on the merits of this proposal were divided.

It would help to ease the management problems faced by some Departments

/who
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who have offices just outside the present inner zone boundary.
-

But some members of the Group, particularly the Secretary of State

for Defence, felt that it might increase rather than reduce the

present management problems in London. On balance the Group agreed

that the advantages were greater than the potential disadvantages.
But if the trades unions object strongly to the proposed structural

changes, we should be ready to withdraw that aspect of the offer.

9. In order to provide a realistic differential between each of
the three proposed London Weighting zones, the rate for the new
intermediate zone would have to be set at about £750 per annum.
This would mean that no increase would be possible in 1983 in the
present rate of outer London Weighting (£500), which would anyway
be consistent with the present recruitment/retention position.
Further consideration will have to be given in due course to what
increase might be possible in the rate of inner London Weighting

in the light of data on the market position and the likely total
cost of the 1983 pay settlement. The Group also agreed that age
differentiation should be introduced into London Weighting for those
below the age of 20. This would follow the practice already
established by local authorities and by the electricity supply and
gas industries; and it would also be consistent with our general
policies on the pay of young people. The London Weighting rates
which the Group had in mind, which might need to be varied slightly

in negotiation, are annexed to this minute.

10. The other three proposals to which I referred in paragraph 7

above involve detailed changes in pay scales. A simplification of
the pay system would be desirable on management grounds; and these
proposals would also be important in achieving wider objectives

including the introduction of unified grading at the Assistant

Secretary and Senior Principal levels as proposed by the Lord Privy

Seal in her letter of 21 January and the manpower reductions and
organisational changes being sought by the Inland Revenue. The

pay increases involved for some staff would generally be modest;
/and
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and in some cases pay reductions would result for new recruits and
promotees. The only proposal with a significant cost would be
the rationalisation of pay scales at the Executive Officer and
Clerical Officer levels. This might cost £6.3 million a year in
total. For that reason the Group agreed that the Government's
opening position should be that the changes here would be phased

in over more than one year.

1l1. The first meeting with the trades unions took place on
11 February.when the Government Side merely explored the trades
unions' claim. The next meeting is likely to take place next

week. This will probably again be exploratory, although our

negotiators will probably wish at that stage to give notice of the

intention to include in the negotiations the four additional elements
to which I referred above. The Government's opening offer on pay

is therefore unlikely to be tabled until early in March.

12, I should be grateful to know that you are content that the

opening offer should be as I have described.
13. I am sending a copy of this minute to members of MISC 66, to

the Minister of State, Treasury (Mr Hayhoe) and to Mr Sparrow and

Sir Robert Armstrong.

(G.H.)
17 February 1983
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The proposed pattern of London Weighting allowances is as

f :=-
ollows c

Inner zone Intermediate zone Outer zone

1250 750 500
1000 600 400
750 450 300
500 300 200




Treasurv Chambers, Parliament Street, SWIP 3AG
0l-233 3000
10 February 1983

Mrs M Brown

Private Secretary to the

Lord Privy Seal

Management and Personnel Office

Biosr /ZLW“;.

CIVIL SERVICE PAY NEGOTIATIONS

As you know the first meeting with the Civil Service Unions about their pay
claim for 1983 takes place tomorrow. The meeting will be exploratory and we
shall be making no offers. At the same time we need to get our general reaction
to the claim firmly on the record and I enclose for information a copy of the
draft Press Notice we have prepared for this purpose. It will be issued as soon as
the meeting with the Unions is over - probably around midday. This text will
also form the basis of a General Notice to staff which, with the cooperation of
departments, we hope to get into the hands of all civil servants as soon as
possible after the meeting. -

1 am copying this letter to the Private Secretaries of the members of MISC 66,
Michael Scholar (No.10) and Richard Hatfield.

./)\0(.'«-!"} Lon (,J‘Lj ’

D~ Oy ot 0" (hsun

MISS M O'MARA
Private Secretary




DRAFT PRESS NOTICE
CIVIL SERVICE PAY NEGOTIATIONS OPEN

A first meeting took place today between representatives of the
Council of Civil Service Unions and the Treasury at which the
1983 pay claim for the non-industrial Civil Service was discussed.
The representatives of the Unions explained the basis of their
claim which is for:-

e A minimum wage for all staff aged 18 and over of £85

a week outside the London Weighting zones. At current rates

of London Weighting the corresponding figures for the outer

London zone (5-18 miles from Charing Cross) would be about

£95 a week and for central London about £110 a week;

De a flat rate pay increase of £12 a week for all staff
earning up to £6264 a year on 'national' salaries (and
correspondingly higher figures in the London area); )

i a 10 per cent increase for all staff receiving national
salaries of up to £9758 a year (again with correspondingly
higher figures in the London area) coupled with "substantial"
increases above this level; and

d. a reduction in "conditioned" hours of work from the
present 41 gross in London and 42 gross elsewhere to 35(net)

fequivalent to 40 hours gross) across the country.

2o Commenting on the claim for the Treasury, Peter Le Cheminant,

Deputy Secretary in charge of Civil Service pay, said it could only
be described as utterly unrealistic. Conceded in full it would
cost the taxpayer over £700 million a year and add more than

16 per cent to the wage bill: and this in a situation where the




Civil Service generally had little or no difficulty in fecruiting
and retaining staff at all levels.

3. Moreover, much of the Unions' claim was founded on arguments
about relative wage and price movements since 1980. But these
arguments had already been deployed in great detail to the Civil
Service Arbitration Tribunal in 1982. In so far as it was
sensible to look backwards at all, the starting point could only
be the Tribunal's award in 1982 which both sides had accepted.

It was relevant that since then the rate of inflation had fallen
dramatically. As the Government had frequently emphasised it was
in the national interest for pay settlements to be below the level

of inflation so as to provide a sound basis for economic recovery.

4. Finally, the Treasury emphasised, the Unions claim largely

ignored the report of the Inguiry into Civil Service pay (the
Megaw Inguiry) published last summer. This made it clear that
there was no single "right" level for Civil Service or any other
salaries. The market threw up a wide range of pay for jobs of
comparable weight and the appropriate levels of pay in any organisa-
tion were the joint product of pay bargaining and the employers'
management need to recruit, retain and motivate staff. Both sides
were now in negotiation with a view to seeing whether a new pay
agreement could be constructed on the basis of the Megaw findings.
A successful outcome of those negotiations would provide a new
framework of fact within which Civil Service pay bargaining could
take place. In the absence of such a framework it was inevitable,
as the Unions themselves acknowledged, that individual pay

settlements should be reached on an ad hoc basis.
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10 DOWNING STREET

From the Private Secretary 8 February 1983

Dewr Margartk |

The 1983 Non-Industrial Civil Service Pay
Negotiations

The Prime Minister was grateful for the
Chancellor's minute of 4 February, which she
has noted without comment.

I am sending a copy of this letter to the
Private Secretaries to members of MISC 66, to
Harry Bush (Office of the Minister of State,

Treasury), Gerry Spence (CPRS) and Richard
Hatfield (Cabinet Office).

Vs nauncdsy

M thaed iAot lar-
/

Miss Margaret O'Mara,
HM Treasury.
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1983 CIVIL SERVICE PAY NEGOTIATIONS i
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The Chancellor's note of 4 February reports the outcome of
the Ministerial discussion of the Official Group's Paper which

the Prime Minister has already seen. I do not think there is

cause for the Prime Minister to be concerned about the way this

is turning out, but there are just two points she might like

.

to note:
—_—
(i) There is clearly some debate among Ministers about
whether to open at around é?%“E?‘E?SGHh 4%; it does seem to
me that an offer above 3%%#ngves ver§_33ttle room for
further negotiation, aﬁgzgives very little hope of a settlement
below 43%%. But this judgement should be left for another
week or two while we see how pay negotiations in the public
utilities develop: I fear it is by no means impossible that
the water workers will succeed in establishing a going rate
there of around 8%, which could upset the whole apple cart;

—

(ii) Arbitration is being taken seriously as a possibility,

and the Chancellor proposes thé% some work be done to see

what might be the outcome of arbitration within the Megaw
interquartile limits. Given the present trend of pay settlements
I cannot believe that would be helpful, but we must be prepared

for the argument that having urged arbitration in the case

—— e
of the water workers, the Government cannot refuse it for

its own employees. —_——

T e

7 February 1983
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Treasury Chambers, Parliament Street, SWIP 3AG

01-233 3000

PRIME MINISTER

THE 1983 NON-INDUSTRIAL CIVIL SERVICE PAY NEGOTIATIONS

At its meeting on .2” February the Ministerial Group on
Civil Service Pay Negotiations (MISC 66) had a first
discussion of the handling of the 1983 non-industrial
Civil Service pay negotiations and of the broad shape
of the Government's opening offer. No final decisions
are required at this stage. But I thought you would

want to be told of how our thinking was developing.

2 At this early stage the two main issues for

consideration are the timetable for the negotiations

and what our tactics should be. On timing, the Group

felt that there would be advantage in prolonging the
negotiations until after the Budget. It seems unlikely
that the negotiations could anyway be concluded before
then. The first negotiating meeting, and possibly a
subsequent meeting, will be taken up with exploring
the details of the unions' claim, which is complex.
It seems unlikely that the Government will need to
table an opening offer much before the end of this
month. It is, of course, not inconceivable that an
opportunity might arise for a settlement to be concluded
guickly. An early settlement would clearly be in the
Government's interests, provided that it could be
achieved at an acceptable level. MISC 66 therefore
agreed that the Government's negotiators should be
/ready to
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ready to respond to such an opportunity.

3. MISC 66 recognised that the Government's

tactics would have to be substantially shaped by

two main considerations. First, there are the
considerations of timing to which I have referred
above. These point to an opening offer which
would provide substantial scope for negotiation.
Second, the trade unions are deeply divided and
may well find it impossible to agree to any
realistic pay settlement. In these circumstances
the possibility cannot be ruled out that the
negotiations will end in arbitration or in the
imposition of a settlement by the Government.
This points to an offer which includes elements
which will be attractive to particular staff groups

and individual trade unions.

4. For these reasons the Group inclined towards

an opening offer consisting essentially of a flat-
rate percentage increase in pay (with perhaps some
variation at the top and bottom of the scales as in
last year's arbitration award to reflect recruitment
and retention data) plus a number of additional and
relatively cheap elements such as the rationalisation
of pay scales, which would in any case be desirable
on management grounds, and possibly changes in the
system of London Weighting. Officials are preparing
detailed proposals on all these elements as a basis
for final decisions by Ministers, probably towards

the middle of February.

5a The Group had a very preliminary discussion of
what the proposed flat-rate percentage increase in
pay might be. A decision will not, of course, be
required on this aspect for some time. Some members
/of the Group,
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of the Group, particularly the Secretary of State

for Social Services, argued that it should not be
assumed that all departments would find it possible

to accommodate within cash limits an increase in

pay above the 3% per cent adopted for the purpose

of planning public expenditure. They therefore

took the view that the Government's opening offer
should be pitched at around 3% per cent, with a
willingness to make some improvement in negotiation
provided that it could be accommodated within the
existing public expenditure provision. Other members
of the Group argued that such an offer, which would

be markedly below the current level of pay settlements
elsewhere in the public services, would not be
regarded as credible by a majority of civil servants
and might well prove counter-productive in industrial
relations terms. Their view was that the Government's
opening offer should be pitched rather higher, say

4 per cent, with only limited room for manoeuvre
available thereafter. They argued that it ought to

prove possible to accommodate an increase of, say

4% per cent,within cash limites; pay increases greater

than allowed for in calculating the cash limits had

proved possible in 1981 and 1982.

6. This is clearly an issue which the Group will
wish to consider further in some detail. Meanwhile,
officials have been asked to look in greater depth

at, and to report on, the level of pay settlement

that could be accommodated within the existing cash
limits; and on tactics in relation to the level of

the opening offer and to what might be the Government's

sticking point.

Tis In all this, we shall need to have a reasonably
clear idea of how the negotiations might be brought
/to a conclusion
SECRET AND PERSONAL
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to a conclusion. As I have said, the possibility
cannot be ruled out that this may be by arbitration
or imposition. Neither course would be easy. We
rejected imposition as a solution to both the 1981

Civil Service and the 1982 National Health Service

(NHS) disputes. Arbitration is much the most

attractive way out for the union leadership; and
they will probably press hard for it. But it is
far from certain to be the right solution for us.
It will be important to avoid saying things in the
context of the water workers' dispute which ‘can be
guoted against us by our own unions: they too have
an agreement ostensibly providing unilateral access

to arbitration.

8. Nevertheless, we need to do some contingency

planning, in case arbitration proves to be the best

course. One variant, which the Group will be
considering in detail, would be for the outcome of
arbitration to be constrained within the inter-quartile
range of pay settlements in the private sector, which
would reflect the approach advocated by the Megaw
Committee. It will probably not be possible to form

a reliable view on what the inter-quartile range in

the private sector is until March, although present
very incomplete indications are that the lower quartile
may be a little higher than we would think desirable
for the Civil Service pay settlements. To assist in
reaching a final view on this the Group agreed that

the officials should make arrangements for data on

the inter-quartile range to be collected in confidence
from a range of sources, including, in particular, the
Department of Employment, the Confederation of British
Industry and leading management consultants, since no

one source of data is likely to prove satisfactory.

/9. Finally,
SECRET AND PERSONAL
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9. Finally, departments will now be finalising
arrangements for quick and effective communication
with the staff during the negotiations. It will

be important to do at least as well this year as

we did in 1982 in relaying accurate information
quickly to the staff. The Group also recognised

that it might prove useful at some stage to have

a reasonably accurate indication of the views of

the staff, for example on a particular pay offer.
This might best be achieved through taking some

form of opinion poll of a sample of staff. Officials
are therefore considering urgently how this might

be organised, and will if necessary take professional

advice in strict confidence.

e} I am sending a copy of this minute to the
members of MISC 66, to the Minister of State,

Treasury (Mr Hayhoe) and to Mr Sparrow and Sir Robert

Armstrong.

GaH
4 February 1983
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MR MOUNT

cc Mr Scholar V//

CIVIL SERVICE PAY NEGOTIATIONS

The Treasury are at odds among themselves over their approach

to this year's Civil Service pay negotiations. As you know from

my earlier note, those in the Treasury responsible for negotiating
with the unions have been content to contemplate a éettleﬁent

up to 41%, and the paper prepared for today's meeting of MISC 67
reflected t. The other side of the Treasury, ie those with
whom I normally deal on pay in the economy generally, were being
kept in the dark about this until I had a word with Alan Bailey
before this afternoon's meeting. As a result they produced a

fgﬁresentative who rather foolishly attempted to argue for an

"exemplary settlement", ie in the 2-3% range. MISC 67, which
is—;facked with employing departments, is definitely not the place

to argue that civil servants should set an example; and

Peter Le Cheminant played his trump card by saying that he had reason
to suppose that Treasury Ministers were content with his paper.

I will not trouble you with the detailed papers, because
the bulk of them are concerned with various minor issues designed
to give the negotiators something to talk abSE?T-}hey will go to
MISC 66 (under the Chancellor's Chairmanship) on 2 February, and I
have little doubt that a policy of opening the negotiations around
33%, with a view to a settlement up to 43%,will be adopted. I have
said that the paper should focus Ministerial attention on the
opening offer, which ought to be in the 3-33% range, rather than
on the final settlement or sticking point, which it is too soon
to determine. Since the meeting, I have agreed with Peter Le Cheminant
that this will be the case; and it is helpful that some of the larger
departments are starting to say that the 3%% cash limit can no longer
be relied upon to finance a 41% settlement.

The draft paper for MISC 66 will be circulated tomorrow, and I
shall have one more chance to comment: I shall be glad to know




whether you are broadly content with the figures now emerging,

and whether Michael Scholar (to whom I am copying this note)

| feels that the Prime Minister ought to be alerted to what is
*'L going on before MISC 66 meets.

.

25 January 1983




MR MOUNT

cc Mr Walters
Mr Scholar~//

THE 1983 CIVIL SERVICE PAY NEGOTIATIONS

The Official Group (MISC 67) had its first discussion today
of the line to be taken with the unions in the Civil Service
pay negotiations this year. 1In the light of the'discussion,
the Treasury will be preparing a draft report for Ministers,
and the Chancellor will probably Chair the Ministerial Group (MISC 66)
towards the end of next week. I shall certainly not recommend
that the Prime Minister exercises her right to Chair the Ministerial
Group, both because at this stage the issues are not particularly
difficult, and because her own diary would make it virtually
impossible.

The background to the negotiations is quite encouraging. The
unions are in tremendous disarray, scarcely able to agree on a
common claim, still reeling from the unsuccessful strike in 1981,
and more recently battered by the failure of their industrial
action over local DHSS offices in Birmingham (which cost them over
£l million). The Government is not committed to arbitration; the
Treasury admit privately that the 33% pay factor could probably
be made to accommodate a pay settlement of up to 5%; and the
going rate in the public services is pretty firmly established
at 41%. The Treasury negotiators think it highly unlikely that
they can reach an agreed settlement with the unions, but would
expect that they could impose a pay rise of around 43% without
serious industrial action. However, it is as well to remember that
although widespread industrial action is unlikely, comparatively
limited and selective strikes can be very much more expensive than

one percentage point on the pay rise, which costs only £60 million.

Peter Le Cheminant, who will be the leading Treasury negotiatog
does not believe that an opening offer below 3% would be taken
seriously - and if it were, believes that it would provoke some

immediate industrial action. But an opening offer of around 3%, together




with a few detailed propositions designed to provide room for negotiation
is generally regarded by MISC 67 as realistic, although most of the
major employing departments would then hope that it would be raised

in negotiation to at least 4%.

I have said my usual piece, pointing out that Ministers are
constantly urging the need for another step down in pay, that the
¢ivil servants had a nice arbitrated award last year, and enjoyed
great job security; and that public services in Germany, Japan
and the United States were beiﬁg offered 2% or less this year.

I suggested that Ministers might well want the negotiations to end
no higher than 3%%, and that they would certainly be unhappy with

a figure as high as 41%, which was achieved by the NHS only after
eight months of industrial action.

There are of course more radical options open to us, including

following President Reagan's example and offering nothing. We
could almost certainly win the ensuing strike, although the

cost in lost revenue would be high, But any gains would be
temporary, because under the Megaw system a few percentage points

lost now by the civil servants would rapidly be recovered in the
comparability procedure.

17 January 1983
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DHSS LOCAL OFFICE STRIKE

We are announcing today that the two Civil Service unions involved
(SCPS and CPSA) are recommending that their members on strike in our

local offices in Birmingham and Oxford should go back to work on

10 January. The unions may have some difficulty with their own
members over recommending a return to work, without anything of
substance gained, after strikes which started on 15 September. The
strikers are due to meet on 4 January when the unions' recommendation
will be put to them. What is significant about this is that on this
occasion both unions will be recommending a return to work. (There
have been two previous occasions when only the CPSA has so recommended,

and the strikers consequently decided to continue their action.)

This has been a strike about staff numbers. Our local offices have

undoubtedly been through a difficult year, with rising numbers of
supplementary benefit claims and several major changes of policy to
implement in order to enable staff numbers to be reduced as a major
contribution to the Service's target of 630,000. But complements
have been broadly correct, according to the system we agreed with the
unions three years ago, and there has been no substance in their
claim for extra permanent staff. There has been a need, however, to
adjust the balance of staff between different blocks of work within
local offices, which has added to managerial problems and staff
pressures. The pressures are undoubtedly most acute in inner-city
offices. We have been ready from the outset to offer a joint review
of our manpower system, with the unions, to see whether it is
sufficiently responsive to changes in work loads and local pressures.
This has now been accepted as the basis of the return to work. We

have also launched a study of our own of inner-city problems.

1
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The dispute started at one office on 15 September, and spread through
all the Birmingham offices and to one office in Oxford, until we have
had about 750 staff on strike in twelve offices which has led these
offices to be closed to the public for varying periods of up to 14
weeks.

But throughout about half the staff in these offices - and all the
middle and senior management - have stayed at work and kept much of
the business flowing. New claims have been taken at emergency
centres, for which we have found sufficient volunteers. The staff
who kept working, often in the face of harassment and picketing, have
served valiantly, and the interference with service has been much
less than the unions aimed for and has not caused a great deal of

publicity.

The strike would not have lasted so solidly if the unions had not

paid generous strike pay. The Society has said, for instance, that
- e

it has cost them £3 million in strike pay and the CPSA must have

" X e—
spent a similar amount at least.

I am copying this to Cabinet colleaguesf;ni to Sir Robert Armstrong.

23 December 1982
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MEGAW AND 1983 PAY NEGOTIATIONS FOR THE NON-INDUSTRIAL CIVIL
SERVICE

My Secretary of at 3/ 5een the Chancellor's minute to the
Prime Minister i émber and Michael Scholar's letter to you
of 17 December

n
!ﬁ.

i

He agrees with the Prime Minister' : ;ion that there may
be a case for deleting pa"‘"“ﬂ)h ! second draft letter
attached to the Chancellor's mi: agrees that a
reference in paragraph 6 to ti settlements

in this round are less than t} sebtjﬁme

in the last round would be hel

would prefer not to quote a fi

"will have fallen further by the pay s fu¢cmerr date"
feels that the substantial drop in the inflation rate
has taken place, and the prospect of further substal
is such an wnnop ant and beneficial influence on negn*
this round, both generally and for the Civil Service,
it should be stressed to Civil Servants despite the adm
risks in pointing to the RPI ﬁp the context of pay nogotjations.
He also fears that open to zero settlements in the
private sector, and to tu” arbumen'z against annual settlements,
might be counterproductive in the present context.

other comments on the drafts.
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Copies of this letter go to Michael

(DHSS) and Mary Brown (Lord Privy
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10 DOWNING STREET

From the Private Secretary 17 December, 1982

Doy Mampnect |

Megaw and 1983 Pay Negotiations for the

Non-Industrial Civil Service

The Prime Minister was grateful for the Chancellor's minute
of 16 December, to which was attached twof&g&%ers to the unions.

The Prime Minister agrees to the despatch of these letters.
She has commented that there may be a case for deleting para-
graph 5 of the second letter, if the point there made about
flexibility risks being taken as a broad hint that a settlement
of, say, 4% per cent, was in the offing. She has also suggested
that a drafting change might be made in paragraph 6 of the
same letter where, in the passage about the fall in inflation,
it would be best not to prompt a comparison between the 33 per
cent pay factor and the prospective rate of inflation of 5 per
cent. Would there not be a case for referring to the fact that
in this pay round so far almost everyone is settling for less
than they had last year, and to the CBI's survey which shows that
one in ten settlements are zero; and also the argument that the
time is fast approaching when annual pay increases cannot be
regarded as automatic?

I am sending copies of this letter to David Clark (Depart-
ment of Health and Social Security), Mary Brown (Lord Privy
Seal's Office) and Barnaby Shaw (Department of Employment).

54vv: h“AMnlﬁ‘
Mkad 1 Ui birs

p—d

Miss M. O'Mara,

H.M. Treasur
y CONFIDENTIAL




Treasury Chambers, Parliament Street, SWIP 3AG
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PRIME MINISTER

MEGAW AND 1983 PAY NEGOTIATIONS FOR THE NON-INDUSTRIAL
CIVIL SERVICE

Now that the pay conferences of the Civil Service unions are over
b

(the IRSF, which is the last of these, finished yesterday), the

way 1s clear for us to make known to the unions our readiness to

enter into negotiations with them on Megaw. At E on 2 December

Wit
we agreed that this should be done in a low key and general way.

I propose that a letter should be sent to the unions at official
level; that its contents should be made known to Parliament by way
of an arranged PQ (which would be press-released); and that all
staff should be told about it. I attach a draft of the letter to
the unions which follows the lines of the draft circulated by my
Private Secretary onV}/becember. I do not think that it would be

right for us to go into any more detail than does the present draft.

2 I also propose that we should send a letter to the unions about
the 1983 pay negotiations. I suggest that this should be written at
official level and I attach a draft. The unions posed a number of
questions on next year's negotiations at a méeting with officials

this autumn, following the announcement of the 33 per cent cash

factor for Civil Service pay, so that it would be natural for officials
to respond now.

3. I think it is important that our staff should begin to realise
c

the context within which we shall be negotiating in 1983. Departments

would therefore be asked to circulate the letter generally to all

1.
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staff and to take care over its presentation. We would make the
letter available to the press if we were asked for it, although

I donot:suggest that we should directly seek publicity for it.

We want to avoid the suggestion that this is a public relations
exercise with an eye on external reaction, rather than a serious
attempt to put the position properly before our staff in advance

of our pay negotiations.

b, The unions have a meeting of their Major Policy Committee on
21 December to consider the outcome of the main pay conferences.
They have a full Council meeting on 6 January. Since the NHS
dispute now seems to be out of the way, I see advantage in sending
the letter on the Civil Service pay negotiations to the CCSU before
21 December. The letter about Megaw would go to them at the same

time.

5'e I should therefore be grateful if colleagues could let me have

any comments by the morning of Monday 20 December.

6. I am copying this minute and its enclosures to Norman Fowler,

Janet Young and Norman Tebbit.

(ot
16 December 1982




DRAFT LETTER TO MR KENDALL (COUNCIL OF CIVIL SERVICE UNIONS)

I have now been authorised by lMinisters to let you know that

the Government is prepared to enter into negotiations with

the Civil Service Unions with a view to agreeing an ordered

pay determination system based on the recommendations of the
Megaw Report. It is in the nature of an agreement of this
kind that both sides have to accept some limitations on their
freedom of action and both sides will no doubt seek safeguards
from their respective points of view - including in the Govern-
ment's case safeguards to the public purse and public policy.

Nevertheless the Government is prepared to accept in principle
the broad approach of the Megaw recommendations and to negotiate

on them with goodwill and the intention to succeed.

I hope that an early meeting can be arranged between the two
sides to pursue our discussiors on this basis.

CONFIDENTIAL
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DRAFT LETTER FOR SIGNATURE BY MR LE CHEMINANT

To: W L Kendall Esq.

Council of Civil Service Unions

At our meeting on 13 October you and your colleagues put a number of questions to us

arising from the Treasury announcement that the Government had decided to budget for

sufficient additional cash next year to provide for average increases of 3% per cent from due
settlement dates in the Civil Service and certain other pay bills. Richard Wilding and I took

your questions away and undertook to let you have a considered response. I am now writing

to explain the position as we see it.

Zs First, you asked us whether there would be room for genuine negotiations about pay
with the CCSU next year. The answer is an unconditional yes. We intend the negotiations

to be genuine and to conduct them with the aim of reaching an agreed settlement.

3. I know that you and your CCSU colleagues understand the way the financial planning
system works. But others may not, and this may give rise to unnecessary fears and
misunderstanding about the 3% per cent figure. I would like therefore to use this letter to

clarify matters for a wider Civil Service audience.

4. The normal processes of public expenditure planning, and the Parliamentary timetable,
require Government to take decisions about the amount of money it can afford to set aside
for pay and related matters well before the beginning of the year in which the money is to
be spent. The Government is accountable to Parliament and the people for the money it
spends - now over £120 billion a year - and cannot fulfil its obligations without planning
ahead in a sensible and coherent manner. By convention the provision made for pay tends to
be expressed in terms of a percentage increase from the baseline. But what is really being
done is the earmarking of a total sum of money to meet all of the Government's pay and
pay-related expenditures in the year ahead. In other words the decision taken is not about
the size of the pay increase which the Government judges to be right for individual
employees in che coming year, but about the allocation of total cash resources for a variety
of purposes. Thus, as the Treasury statement of 1 October said, the 3% per cent figure is
not a "norm". Nor of course is it an incomes policy. Nor is it an entitlement. It is part of
the operation of planning how much cash to provide for each component part of the services

the Government makes available to the nation.




’ Moreover, within the cash limits which include pay, there is room for flexibility, as the
P

erience of the past 2 years has demonstrated. The outcome for 1983-84 will depend on
many factors including the number of staff which we find we need to employ in that year,
the amount of overtime that needs to be worked, the improvements we make in general

efficiency, and so on.

6. You may say that the room for manoeuvre nevertheless remains insufficient, when
combined with the 3% per cent figure, to accommodate the current ambitions for a pay
settlement next year of some of your members. As Richard and I said at the meeting, it is
important to see the matter in the context of a rapidly changing economic situation. In
particular, much lower prospective rates of inflation are now becoming apparent. The rate
of inflation as measured by the retail price index has virtually halved this year (from 12.0
per cent in January to [ ] per cent in November) and we estimate that it will have fallen
further, to around 5 per cent, by next spring. In these circumstances a further significant

fall in the level of wage settlements is to be expected.

s The Government's view is that one of the reasons why the picture, has changed is
precisely because restraint on wages has carried through, with beneficial effects, to the
state of the economy as a whole. You are well aware of our economy's sharp deterioration
in competitiveness in recent years, much of which can be attributed to excessive wage
settlements. Indeed, compared with the position when the Government took office, the whole
of the current loss in cost competitiveness of around 20 per cent directly reflects the fact
that our wage costs have been rising faster than those of our competitors. The result has
been a smaller share of markets both at home and abroad and the loss of 131 million jobs. We
must look to lower pay settlements in manufacturing industry for an immediate
improvement in our competitive position but the private sector cannot be expected to bear
the burden alone. Public service costs also impinge on the trading sector of the economy

and must be controlled equally firmly.

8. I think that it is worth looking at the experience of other countries. Germany, for
example, is widely regarded as one of the most successful industrial societies. A key
feature in its success has been that pay settlements, in the public services and elsewhere,
have tended to be modest. Rates of inflation, not surprisingly, have also tended to be low.
It is not without significance that the German Government is planning no more than a 2 per
cent increase in the cost of certain public service wage bills. The current rate of inflation

in Germany is 4.9 per cent.

9. I am well aware of your concern to protect the living standards of your members. But

if we are to maintain the progress already achieved, this frankly cannot be guaranteed for




.y group. Living standards depend crucially on the health of the whole economy and thus

on improved competitiveness. That can be secured only if there is widespread acceptance of
the need for higher productivity and for moderation in pay increases. It means continued
restraint in public spending, of which pay is a large element, to help create conditions for

lower levels of taxation which will benefit individuals.

10. I now turn to the other main question you put at our meeting - the availability of
arbitration next year if negotiations fail to lead to agreement. Frankly, it is too soon to
answer that question. We shall be looking for a negotiated settlement. That is not a
platitude. Recent negotiations, eg on London Weighting allowances, have shown that the
Treasury and the Civil Service Unions can resolve wide differences of view by negotiation

and flexibility. Let us not assume yet that we cannot do the same again.

11. You also asked whether, if the Government were in the event to agree to arbitration it
would insist on reserving the right to ask Parliament to overturn any award. Again, I cannot
answer yet. Though as you know the right of Parliament to have the last word on the

spending of public money is fundamental to our constitution and our democracy.

12. Please forgive me for writing at such length, but the 1983 pay negotiations will be of
great importance to the Service whose interests we all have at heart. You asked some very
reasonable questions on behalf of your members. I hope you and they will find my response

to be equally reasonable.

13. You will, I am sure, wish to make this letter available to your members. We would

propose also to circulate it widely in the Service as a whole.




Primt Malashor 0

MR SCHPLAR Punse sS4 L Chandds 0 oo Mount

v mamnbe (wAzihed ).
MEGAW AND 1983 PAY NEGOTIATIONS | puwahk hert wtrt ho g Whhevi - e b

by dCspakk | shjuk b X 7 Mus féhz 1*”

In his note of 16 December, the Chancellor suggests how we shoufﬁ

approach the unions on Megaw, and on this year's pay negotations.

I am quite content with the suggested letter to the Council of Civil

Service Unions on Megaw. It is not necessary at this stage to go into
the safeguards in detail, and far better to let them emerge in the

course of negotiations.

) I am less happy about the letter on the background to this year's

pay settlement. T @gree that it is desirable to have such a letter,

in order to clear up misconceptions and lower expectations. But there

are two places in which I think the letter goes astray:

(=5 In paragraph 5, Peter Le Cheminant goes out of his way to remind

the unions that the 3%1% cash limit includes room for flexibility

""as the experience of the past 2 years has demanstrated“. Since
that experience has shown that about 1% extra can invariably be
squeezed out of cash limits, this will be taken by the unions as
a broad hint that a 43% settlement is in the offing. I think
this paragraph should be deleted.

And in paragraph 6, I am doubtful apout the desirability of
measuring the 33% pay factor against the prospective rate of
inflation of B%. 1t is fair enough to remind people that as
inflatidMT®Tls, so should expectations. But much of the effect

is lost if we simultaneously point out that the pay factor is

well below the lowest expectation of inflation. It would be

better in this paragraph to replace the reference to 5% with
referencesto the fact that in this pay round so far, almost everyone
is settling for less than they had last year, and to the CBI's
survey which shows that one in ten settlements are zero. Peter

Le Cheminant could go on to make the point (which the Chancellor

has already made in our evidence of the TSRB) that the time is

fast approaching when annual pay increases cannot be regarded

as automatic.

\

JOHN VEREKER
16 December 1982
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14 December 1982

Michael Scholar, Esq.,
No.1l0 Downing Street

o thn Lok,
ANNUALITY AND THE REVIEW BODIES

Your letter of,S/&ovember, which was primarily concerned with
the Megaw Report, recorded that the Prime Minister wondered
whether we should be encouraging the Review Bodies to move away
from automatic annual pay increases.

There is nothing in the Review Bodies' terms of reference which
requires them either to carry out a review or to recommend a
pay increase every year; they are required simply to "advise
the Prime Minister on the remuneration/pay and allowances" of
the groups. In general, the Review Bodies carry out annual
reviews because they follow current, conventional pay practice
(though in the case of the Top Salaries Review Body the then
Government announced in December 1974 that it proposed
specifically to invite the Review Body to carry out annual
reviews for the higher Civil Service, senior armed forces
officers and the judiciary).

To preclude the Review Bodies from carrying out annual reviews

or from making annual awards before a clear trend away from
annual increases has become established in the economy generally,
would be strongly resented by -the groups on whose pay they report.
A particular problem would arise in relation to the Government's
commitment to the armed forces. We should also risk creating a
'catching up' problem in the years in which the Review Bodies
did report. However, we can perfectly reasonably frame our
economic and other evidence to the Review Bodies in such a way
as to encourage them to consider whether any pay increase is
justified in the year in question, and not to take this for
granted. The Prime Minister will have seen the draft evidence
to the Top Salaries Review Body which sets out to do just this.

A similar line has been taken in the draft evidence to the
Doctors and Dentists and Armed Forces Review Bodies.

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

por ey,
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MISS M. O'MARA
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PRIME MINISTER

The Megaw Report

I agree generally with Mr. Peter Gregson's brief for

E Committee's discussion of the Megaw Report tomorrow.

2. Though clearly the Government should not be prepared to
embark upon negotiations with the unions on the Megaw Report

unless it is genuinely prepared to reach agreement on that basis,
e ——

Ministers are not now being asked to commit themselves to every

- - S —— -
detail in Megaw as a basis for agreement. They have been asked

simply to accept the Megaw recommendations as- a basis for
—— e —

negotiations on a new pay system.

3. MISC 83 concluded that the Government should accept the
recommendations as a basis for negotiations. If, subject to
satisfactory resolution of the points you yourself'have raised,

E Committee endorses that conclusion, that will in my view have
advantages for the Government, both in its relations with its own
staff and in its dealings with the unions.

4. It was the Government that terminated the old pay agreement;
and that decision upset a great many members of the staff and
provided militants in the unions with a cause which they could
exploit. It was then the Government which set up Megaw. If the
Government can now show that it is prepared to negotiate on a new
pay system, based on Megaw, that is likely to help relations with
staff throughout the Civil Service, not least in handling the

pay settlements for April 1983.

5. There could be no certainty that the unions would be able
T e e ”
to agree among themselves to negotiate on the basis of Megaw,

let alone to reach agreement. The two largest unions, the

Society of Civil and Public Servants and the Civil and Public
Services Association, whose Executives are now heavily dominated
by the left, are holding special conferences this month, and may
try to prevent negotiations. If there is to be failure to

=L
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negotiate, it will be preferable that the onus for that failure

should be placed upon the unions rather than upon the

——

Government. It would help to avoid further weakening of the
moderates in the unions if the Government were to show that for
its part it was prepared to negotiate on the basis of Megaw;

and in that event the blame for failure would rest with the unions
and would put them at a disadvantage.

Robert Armstrong

1st December 1982
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PRIME MINISTER

E: Megaw

We have consistently advised you against the adoption of a

Megaw type pay determination system for the Civil Service,
because we do not believe the Megaw proposals adequately
satisfy our cf;z;?aa of affordability and market factors. The
further work by officialmds hasmainly produced

proposals which will limit the drawbacks of a Megaw system,

but they do not remove our fundamental objections. We believe

that the introduction of Megaw into the Civil Service, which

is bound to be followed and imitated elsewhere in the public

services, will rigidify pay bargaining and hinder our, K efforts

to reach a state in which no pay increases are automatic, and all

are related to profitability, productivity and performance.

Nonetheless we do not suggest you hold out against the
—

Chancellor's recommendation that we open negotiations with the

b e T
unions on the basis of Megaw, for two reasons:

(=3) Most if not all of your colleagues would be content

with a Megaw type system, and indeed those responsible for

other public services (such as the NHS and the Police) are

already contemplating the introduction of similar arrangements;

(Fa5) Since Megaw is widely (but in our view, wrongly)

regarded as offering what the Government wanted, we would

be accused of setting up the inquiry in bad faith if we
“—- 5

now announced that we do not like the recommendations.

There would certainly be a vigorous reaction from the

Civil Service unions, who begin their special pay conferences

next week.

I suggest therefore that there is no point in resisting the

recommendation of the Chancellor's Group (MISC 83) to the effect
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that Megaw should be accepted as a basis for seeking to negotiate

a new pay system. The important decision for E is over

safeguards, the subject of the supplementary report by the Official

Group.
B
In my view, the safeguards recommended by the Official Group
meet your concerns, né?ggi;_about the danger of a new system
committing the Government to finance a pay increase it cannot

afford. Apart from the right to terminate any new Pay Agreement

at six months notice, officials recommend that the Government

éhould have the right to impose a settlement outside the

—

interquartile range, subject to the approval of the House of Commons,

which could be sought if the Government judged national economic
circumstances required it. The unions will certainly resist this,
because it gives the Government the power to override the

N—
outcome of the process of comparisons; but it is no more than

éﬁg'employer has a right to insist upon.

-

The officials' supplementary report comes down against
e e

getting recruitment, retention and job security data into the

— T —
comparison process, but concludes that the possibility of this

could be looked at early in the life of the new system. It

is unlikely that your colleagues will be prepared to accept

the fundamental change that would be implied by diluting
comparability with market factors in this way, but we would much

prefer it.

The Chancellor will no doubt warn his colleagues that the

negotiators will have difficulty in reaching a new Pay Agreement

on the basis of Megaw plus safeguards. And indeed the unions'

pay conferences may instruct theif—executiVQSImatto negotiate.
But if negotiations do take place, the two points of difficulty
for the unions are points on which I am quite sure we should make

no concession: access to arbitration only by agreement, and imposition.
H_——

It would be helpful if that is"made clear to the negotiators from

the outset.

1 December 1982
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PRIME MINISTER

The Megaw Report

BACKGROUND

The Report of the Inquiry into Civil Service Pay under Sir John Megaw was

published in July. It proposed a new system of pay determination in the

Civil Service, of which the main features would be as follows:

—

a, The governing principle should be to ensure that civil servants

were paid enough to recruit, retain and motivate them to perform

L’,/’gfficiently the duties required of them at an appropriate level of

competence.

b. Annual pay increases should be confined to the range between the

lower and upper quartile of movements in the pay of comparable workers

m—

in the private sector: the point within this interquartile range

would be a matter for negotiation in the light of market factors and
affordability.

&( ¢c. Every four years there should be a review of total remuneration
levels both within the Civil Service and of comparable workers outside;
———— T ey ——— g
if the review showed that there had been unacceptable changes in Civil
Service pay levels compared with those elsewhere, this should be
resolved by adjustments over a period of years within the

interquartile range of annual pay movements.

d. Responsibility for data collection and analysis would be entrusted

to an independent Pay Information Board (PIB) of suitably qualified and

experienced outside members.

1
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25 OngAfNovember the Chancellor of the Exchequer sent you a minute setting

out the conclusions of the Ministerial Group on the Megaw Report (MISC 83).

The Group was firmly of the view that the Government should accept the

Megaw recommendations as a basis for seeking to negotiate a new pay system,

although not for "seeking an agreement at any price". Any new pay agreement

should, however, be subject to certain safeguards, The Group also wished

to explore ways of avoiding reinforcing the concept of an automatic annual

pay increase, O0Officials were to advise on this, and also on the form and
timing of a public statement of the Government's attitude to the Megaw

recommendations,

5 P Mr Scholar replied on your behalf on.8 November asking that further work
should be done by officials on the safeguards to which the Chancellor of the
Exchequer had referred, and saying that the Ministerial Committee on Economic

Strategy should then discuss the issues, The letter of g3 November from the

Chancellor's Private Secretary forwards a report by officials on:

safeguards;

avoiding annual pay awards; and

the role of the PIB.

k, The main Civil Service trade unions (Civil and Public Service Association,
Society of Civil and Public Servants, and Inland Revenue Staff Federation)

are holding special conferences in December to discuss their attitude to
e

Megaw. They are no longer expecting a statement of the Government's views

beforehand,

MAIN ISSUES

s The main issues are as follows:

is What is the Government's general attitude to the Megaw

recommendations?

2

CONFIDENTTAL




CONFIDENTTAL

T What view do Ministers take of the recommendations in the

report circulated on 235 November about safeguards and other matters?

iii, How and when should the Government make its attitude public?
A ———r

General attitude

6. The main question is whether the Committee agrees with the judgement

of MISC 83 that a pay system based on the Megaw recommendations would be

preferable to free collective bargaining, the only realistic alternative.

MISC 83 took the view that it was preferable because, while recognising
that the Government would have to accept some limitations on its freedom
of manoeuvre, they saw advantage in the limits imposed on the unions'
freedom, They also thought that limiting the room for argument would

significantly reduce the risk of industrial action,

Wie It can be argued that the element of constraint implied in the Megaw
system is an undesirable modification of IEE_E;;E;; approach to pay
generally favoured by the Government. On the other hand it is not easy for
the Government to bring market pressures to bear in free collective
bargaining as effectively as a private sector employer. As experience
overseas has shown, Governments find it difficult to be in frequent strife
with their own employees and usually have to adopt some settled pay

arrangements for them, although these sometimes have to be overriden in times

S —

of economic difficulty.

-

8. Whether or not the Committee agrees that a Megaw system would work better

than free collective bargaining, it has to be borne in mind that the

Government is not starting from a clean slate. It asked the Megaw Committee

to advise on a new pay system and the recommendations accept much of the

Government's evidence: the need to take account of market factors, such as

recyuitment and retention; the importance of affordability; and the need
to give less importance to comparability. If the Government were now to

conclude that it was unwilling even to negotiate on the basis of the Megaw

recommendations, its stance would not be easy to explain either to its own

employees or to the public at large.

3
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0. If the Committee agrees that the Government should negotiate on the

basis of Megaw, it is then a question of deciding what the safeguards should

be, bearing in mind however the judgement of MISC 83 (paragraph 4 of the

Chancellor's minute of 4 November) that "there is obviously no prospect of

an agreement which places restrictions on the unions but leaves us totally

free",

———

Safeguards

10. The officials' report circulated on 23 November discusses four possible

safeguards: termination of the agreement; revision of the agreement;

provision to impose a settlement outside the agreed interquartile range; and

A g
suspengion of the agreement.

Termination

11, It is normal for any agreement to provide for its own termination; and
e e —
there is no reason to suppose that provision for this will create problems.

The only question is whether the period of notice should be three months or

six months, The period in the previous pa§-E§;Eement was six months; a
Torter parisd weuli)gtve pieater Tlotiviiity’ #or hoth tie. Goverument and

the unions, The report by officials concluded that there would not be
sufficient advantage for the Government in a shorter period to justify making

this a bargaining objective.

Revision

12, Provision for amendment by agreement is normal; it appears to raise no

—
problems,

Tmposition

13 1 is recommended in paragraph 24c of the officials' report that the aim in
negotiations should be to secure provisions such that "the right of the
Government was recognised, on its own initiative, to invite the House of

Commons to make a pay award for the Civil Service outside the interquartile

limits when it judged national economic circumstances to require this",

L
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It is recognised that the unions are likely to object strongly to a proposal

on these lines, They will see it as a very significant modification of the
Megaw recommendations, Unlike proposals relating to termination, suspension
or revision of the agreement, this proposal gives a right only to one side,
the Governmment, although the approval ef the House of Commons has to be

secured, and the right can only be exercised in certain defined circumstances.

14, The Committee will first need to consider whether such a provision is

needed and then what form it should take. On the case for a provision

MISC 83 took the view (paragraph 7 of the Chancellor's minute of 4 November)

EE;t "there will also need to be some form of Parliamentary override on

settlements, arbitration awards or both, when economic circumstances féﬁﬁire

———— :
this". The officials' report makes it clear that there is no need for

override of an arbitration award so long as the Government ensures that

arbitration cannot take place without the Government's agreement, There is

also no need for override unless the Government's pay objectI;é is below

the interquartile range, ie that the Government wishes Civil Sefvice pay
increases to be less than those being granted to 75 per cent of comparable
private sector workers, Presumably such circumstances would not arise often,
Nevertheless the Commitee may feel that in these circumstances the Government
ought to have an option other than termination of the agreement, especially
if it wishes to act more quickly than would be possible within the notice

period for termination,

15. On the form of the provision the main issue is how to define the

circumstances where it might be used. The review body formula of "clear and

compelling reasons", which has frequently been invoked in respect of the

Top Salaries Review Body, might be held to be too wide., The officials'
report therefore favours a formula referring to "national economic
circumstances", the words used in the Remuneration of Teachers Act 1965

to define the circumstances in which the Government might invite both Houses
of Parliament to set aside an arbitral award for the teachers. The
Secretary of State for Education and Science may remind the Committee that
there has been some discussion in the past as to how restrictive this

formula might be., 1In the context of the teachers the Law Officers have

5
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advised that it would be difficult for the Government to use this power
under the 1965 Act if there have been other pay settlements of similar
amounts to which the Government was a party. In the case of the Civil
Service pay agreement the formula would be non-statutory. Nevertheless

it would be difficult to invoke it if the Government wished to single

out Civil Servants for less favourable treatment than other public service

groups. Provided that the Committee acknowledge this, such a formula might

be the right one.

Suspension

16. The officials' report argues against having a provision to suspend the

agreement, The main considerations are as follows:

a. It would be hard to deny the unions a parallel right; they

would obviously use this right at a time which they judged likely
to cause the maximum difficulty to the Government, It might be
held that an agreement which both sides are free to ignore whenever

they wish is hardly worth making.

b, It is hard to see what benefits the Government would gain from

the right to suspend which could not be gained equally well by

termination, revision or imposition, There would be no advantage

comparable to that which the Govermment sought in 1981 by suppressing
PRU evidence. The PIB will only produce evidence about ranges of pay
movements which will be known broadly from other sources.l—zz‘might

in any case be undesirable for the Government to state in advance that
it intended to fi;155}11 Service pay bgigf the lower quartile

whatever that might be. But even if the Government did so wish, it

could invoke in advance the "imposition" provision outlined above,

17. It would seem therefore that a suspension provision would only be
worth considering as an alternative to the imposition provision, if the

Committee thought that unacceptable or it proved not to be negotiable,

6
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Avoiding annual pay awards

18, The report by officials points out that under the Megaw system an

annual pay award can be avoided where the lower quartile of outside pay

#
movements is zero or less, The question is whether to have a threshold of say

\, -y

one per cent, below which a settlement was regarded as "de minimis" and not
implemented, It is difficult to see how such a provision would be negotiable
without some arrangements for "catching up" which the Megaw system is
designed to avoid., There may also be practical problems when although the
overall increase is below the threshold this covers a spread of different
increases for different staff with some getting considerably more than the
threshold, The Committee may feel that the right time to deal with this

(and the associated issue of having pay awards lasting for more than one

year) is when pay movements in the economy generally and the pattern of

pay awards have made such a "de minimie" provision both a worthwhile

objective and realistically negotiable,

Role of PIB

19. Mr Scholar's letter of 8 November asked that the possibility should be
studied of charging the proposed PIB with responsibility for taking

recruitment and retention data, and job security, into account before

reaching the conclusions of 1ts comparability work. The report by officials

—

advises against this on the grounds that it would take the PIB into areas

A —

which should be matters for managerial judgement and for negotiation, It
might thus tend to constrain further the Government's freedom to secure the
level of settlement it wanted., The report does, however, suggest that the
PIB might be asked to report on how the relevant factors might be brought

to account in the most effective way.

Announcements

20. Megaw reported five months ago., It seems highly desirable that the

Government should soon give an indication of its attitude to the Committee's

recommendations, although this is not now necessary before the unions!'

December conferences, The Chancellor argued in his minute of 4 November

that it is not necessarily right to suppose that any statement should be made
7
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primarily to Parliament or the media and that it is at least as important
for the Govermment to communicate its views to its own employees, You may
wish to invite the Chancellor of the Exchequer to circulate the draft of a

Government statement, with proposals on its form and timing,

HANDLING

21, You will wish to ask the Chancellor of the Exchequer to introduce the

discussion, The Lord Privy Seal will also wish to comment in respect of her

responsibility for the Management Personnel Office and you may wish to

invite general comments from the Secretary of State for Employment. All those

Ministers in charge of Departments and responsible for other public services

have an interest and may wish to contribute.

CONCLUSIONS

22, You will wish the Committee to reach conclusions on the following:

: £ Should the Government accept the Megaw recommendations as a basis

for seeking to negotiate a new pay system, subject to any specific

safeguards or reservations agreed in discussion?

iy Does the Committee accept the recommendations in the report by

officials circulated with the letter of 23 November on the following

possible safeguards:

termination;
revision;
imposition;

suspension,

iii, Does the Committee accept the recommendations on other matters

namely:
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e. that there should be no minimum threshold for pay

increases, or sgecific provigion for settlements lasting

more than one year;

. +that the Government should not seek to extend the role

of the Pay Information Board, but should ask it in due course
to study the possibilities for bringing market factors into

account in the most effective way.

How and when should the Government's decisions be made

known?

P L. GREGSON

30 November 1982
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10 DOWNING STREET

From the Private Secretary

MR HATFIELD

The Prime Minister has seen and noted
Sir Robert Armstrong's minute of 22 November
about pay and grading structures. She was
interested to hear of the group which Sir Robert
has established and she very much hopes that it
can prepare a workable form of merit pay for

Ministerial consideration as soon as possible.
I am sending copies of this minute to

Mr Kerr (HM Treasury) and Mrs Brown (Lord Privy-
Seal's Office).

TIM FLESHER

24 November 1982
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MR SCHOLJAR

cc \Mr /[Mount

MEGAW

As you know, I was consulted about the supplementary report
from officials on Megaw safeguards, enclosed with the léetter
of 23 November from the Chancellor's Private Secretary. I think
it and the original report are now ready for discussion in E,
as the Prime Minister has instructed, and I understand that
the Cabinet Office have a slot set aside for 2 December. I

will of course provide a brief at that time.

24 November 1982
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MEGAW

A
In your letter to me of 8 Ngyéﬁber‘you recorded certain additional points
on the Megaw proposals on which the Prime Minister wished to have further
advice from officials before the issue was considered in E. A supplementary
report on these points from the Official Committee on the Megaw Report
(MISC 84) is now to hand and I am circulating it under cover of this letter.

S

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

ﬁ?:4¢3 J&A!Cﬁff{}

ALCM—’& arcr 0'/han,

MISS M O'MARA
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THE MEGAW REPORT: SUPPLEMENTARY POINTS

REPORT BY THE OFFICIAL GROUP ON THE MEGAW REPORT (MISC 84)

Introduction

The Chancellor of the Excheguer's minute to the Prime NMinistez

of

-~

4 November reported the conclusions of the Ministerizl Group
on the Megaw Report (MISC 83). In a letter dated 8 November to
the Privat

Prime Minist

further work should be done before decisions were tzken. Thi

upplementar ' rom the Official Group (MISC 84) discu

these points.

n

might be sought in

ing from the operation of

and thereby terminate, the agree-

ment would rep: ' ) ] ' safeguard for the

Government.

months' notice being given by either side, and we recommend that
similar provis] . be included in any new agreement.

There would be

for terminati mich should be a matter for the unfettered

decision of either side, subject only to due notice being given.
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It would be possible 1 vide f a2 shorter pe
notice than six m hs b G 1C we recommend
Termination of the
parties would need sufficient ti o assess their position in the
light of it and to prepare for subsequent pay negotiations in the
new situation. Moreover, while the Unions could be expected
readily to accept a termineation provision similar to that in the
old agreements, any attempt to negotiate a shorter period of
notice would arouse their suspicions and complicate the negotiz-
tion process. In view of the recommendations we make in
the following paragraphs we believe it 1s unnecessary to place
ourselves in th it f "demanceur” on this issue.

Revision
5

S

3 We believe 1 1t would be essential for any new agreement

to contain = _ 53 terms to reviewed

in the scheme gzs

evelopments of the scheme which

prove desirable. We believe it to be essential for any new pay

agreement to contain a provision on these lines. do not think
it necessary to seek to include in the zgreement a time limit fo
acceptance of change because the provision for termination of the

agreement will provide the necessary negotiating lever.
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Imposition

By Circumstances can clezrly arise in which the Government
would find wider policy objectives unnecessarily

restricted by the terms of the agreement. Were the Government's

desired outcome of pay negotiations to lie within the inter-

guartile range of the Megaw system there would be no need for =a

special provision. Government would simply stand its ground,
refuse access to 11 ion , in effect, face the Unions
with the choice of acceptance or industrizl action. A decision
of this kind would not involv )y breach of the agreement

itself and would not regquire Parliamentary approval.

which the Government's desired

Service lay outside the inter-

ion - which might arise

- the Government
the

In

ments under which the Government could, on its own initiztive,
House of Commons to approve, and thereby impose, a

settlement outside the inter-guartile range.
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8. In our view the terms of a2 provision ¢f this kind woul

need to include a definition of the circumstances in wahich the
Government would feel free to implement its power To seek
Parliamentary override. There are two useful precedents: that
applied for many years to reports of the Review Bodies - that 1n
the Government's view there are "clear and compelling reasons"
for the action; or that built into the Remuneration of Teachers
Act 1965 which refers to the requirements of "national economic

circumstances”". We favour the second alternative.

9. The Unions are likely to object strongly to & proposal on
these lines and will ask what arrangements would be envisaged to
restore lost pay when the relevant national economic circumstances
no longer obtained (they will particularly fear thati operation

of this power would ratchet down Civil Service pay in a mammer

which would not be recoverable within the Megaw comstraints on

annual pay increases). It would be both undesirable and

unnecessary to concede any specific provision to cover this
eventuality. The provision for revising the agreement (paxra 5
above) should enable problems of this kind to be tackled when

they arise.

10. For clarity we do not believe that it would be necessary to
have a power of Parliamentary override in respect of an arbitra-
tion award made under the new arrangements. If liegaw's proposals
are adopted the Government will have the power o refuse access
to arbitration and would only allow recourse to arbitration if it
was prepared to live with the outcome. t is only in the
unlikely event of the Government agreeing, in the course of
negotiations on the terms of the new agreement, to provide
unilateral access to arbitration that a power of override on an

arbitration award would be needed.
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sum we recommend that the Governmenti should seek a2

judges that "national economic circum—

reserve power, when 1%

stances" so reguire, to impose, with the apmroval of the Ho

Commons, a pay settlement outside the "inter-guartile"

of the Megaw system.

Suspension

12. We have considered whether, in additiom to provision for
termination, revision and imposition, it would be desirable to
seek arfaﬁgements u which any or all of the terms of a pay
agreement could be suspended. The advantage of such a provision
would be that it would provide a clear signal that the Governmen
intended to return to the provisions of the agreement in due
course and was merely suspending them To ﬁeet an immediate need.
On balance however we recommend against seelkring such a provision.
t is difficult a2t present to foresee how i% would achieve
anything which could not be equally well achieved under the
proposals to take power to impose 2 settlement (which would leave
-) and the de facto power to insist on
re-negotiation of the basic agreement. There is no poini in
seeking - an ) ing expected to pay for — provisions

wnich we do not need.

13s ' nsion provision might enable the Government

to suppress PIB evidence of outside pay movements, as it did in

relation to Pay Research Unit evidence in 1981. But there is

the distinction that whereas the PRU system in practice establishe
median pay levels which were then regarded 2s appropriate Civil
Service rates, the PIB will only produce ramnges of pay movements
which would in any case be known, albeit im broader terms, from

other sources. There would be little advantage for Government 1in

being able to suspend publication of PIB data.
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14, Finally, it is relevant that

would undoubtedly claim, and
could hardly be denied,
own initiative. dJust as
a power for its own purposes, SO might the Unions wish to use it
for theirs. They might be particularly expected to exercise Ssu
a power in circumstances where they thought that the use of
industrial muscle might give them a better result than could
be achieved under the agreement itself. The alternative of a
power to susperd by agreement of the two sides would be no

different in practice from a provision to am nd the agreement.
15. We accordingly recommend that no separate and specific

power to suspend the agreem nt, whether unilaterally or jointly,

is necessary or desirable.

Be AVOIDING ANNUAL PAY AWARDS

16. This section of our report considers whether a new pay

system based on annual reviews can be reconciled with the

avoidance of regular annual awards.
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A Threshold Provision

17. Although Megaw envisages annual reviews these need not

necessarily lead to a pay increase on each occasion. In any

year when the lower quartile of outside pay movements was zerc

or below it would be open to the Government to argue that no

pay increase should be awarded.

18. It might be possible to go further eg by seeking to introduce
threshold, say one per cent, below which a settlement was
regarded as de minimis and not implemented. This proposal is

G

open to two basic objections. irst it would invite trouble with
staff over settlements wh
the problems would be exacerbated if, as is wholly possible with

o~ S35 £

levels of settlement were envisaged for differext-

t would thus
the system problems of "catching up" of the kind which
the Megaw system is specifically designed to avoid. We do not
consider thzat it would be worthwhile seeking a threshold

provision of this kind.
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Settlements Lasting liore Than One Year

19. Settlements lasting for more than one year may

more common as inflation falls. There is nothing in

concept which would preve both sides agreeing on su

they wanted to do so. At least two technigues for this can be
envisaged. First both sides could agree on a itemporary
"derogation" from the basic agreement to accommodate their wishes;
and second both sides could agree that, for a given period of
time, they would automatically implement some fixed position
within the inter-guartile ranges. Given the freedom of both
parties to enter into any agreement they choose we do not believe

a specific provision need be sought to allow of deals

extending beyond 12 months.

Ce ROLE OF THE PIB

of our
20. In this part/ report we consider the possibility of

charging the proposed Pay Information Board with responsibility
for putting a value to comparative data on recruitment and
retention and job security and amending its conclusions on pay

comparisons accordingly.

21. The Megaw proposals already require the PIB to provide the

parties with comparative data on recruitment and retention, and on

job security, as an aid to their negotiations for a settlement
within the inter—guartile range. Indeed these two elements, plus

the Government's view on affordability, will provide the substance

of the arguments in those negotiations.

8
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22. It would be possible to go further and ask the PIB to
evaluate these factors in money terms as possible offsets to
the range of discovered annual pay increases within which
amual settlements are reached or of pay levels in the periodic

review of these. The main éifficulties with this apydroach are:-

2. that there is as yet no satisfactory means of
valuing such factors other than by the exercise of

broad judgement. If the PIB were asked to exercise

such judgement its role would effectively change to that
of a review or arbitration body handing down a wview on the

'right' level of pay.

b. If suitable formulae could be found the outcome
would be of a highly mechanistic character and could
operate to the Govermment's disadvaniage when the

economy begins to revive.

Cs That the staff would be highly suspicious that
whole comparisons exercise was being rigged againsvy

and would not accept an agreement which effectively

excluded any role for negotiatious.

23. We would accordingly recommend that the liegaw proposals on
these matters should be accepted ie that comparable information

on recruitment and retention and on job security should be an

input to negotiation, not a determinant of the inter quartile
range within which negotiations would take place. This conclusion

need not of course preclude Govermnment from asking the PIB,
and
when established to study/report on the possibilities for bringing

these factors into account in the most effective way.

9
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24. We recommend that in any negotiations with the unions on

a llegaw-based agreement the aim should be to secure provisions

such that:-

3. either side should have the ri
from all or part of the agreement on

notice;

b. either side should be free to propose a review

of any of the provisions of the agreememt a2t any time

cs the right of the Government was recognised, on its
own initiative, to invite the House of Commons to make
a pay award for the Civil Service outside the inter
gquartile limits when it judged national economic

circumstances to reguire this.

We also recommend that:=-

the Government should not seek a minimum threshol

below which agreed pay increases would mot be implemexnted

Ca no specific provision is needed to provide for pay

settlements lasting more than one year

e the Government should not seek to extend the role

of the PIB into the exercise of judgememt on the monetary

or percentage value of comparative job security, recruitment

and retention etc, It should, however, at an early stage




&
*

in the life of the PIB invite that body to study

and report on the possibilities for bringing these

-

factors into account in the most effective way.

1
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MR SCHOLAR

cc  Mr Mount
Mr Walters

CIVIL SERVICE PAY AND GRADING STRUCTURES

In his note of 22 November, Sir Robert Armstrong advises the
Prime Minister that he has set up a group of Principal Establishment
TR s e e T T
Officers to pursue the management issues thrown up by the Megaw

Report.

Our interest in this relates to merit pay, to which Sir Robert
refers at the end of paragraph 4 of his note. The Prime Minister

will recall that we pressed hard, with her support, for a
e

forthcoming attitude to this to be taken in our evidence, despite

e —— R L IR

caution on the part of the civil service managers. In the event,

our evidence was neutral: but Megaw came down firmly in favour -
- '_——-ﬂ. p
"our firm recommendation is that performance-related pay should

be introduced at all but the most senior levels of the civil

service!.
e a

As we try to move away from the concept of automatic annual
increases in pay towards pay increases which are earned by
profitability, productivity and individual performance, it is

essential that the Government sets an example in relation to its

own empl es. It would help to ensure that the group established

by Sir Robert looks at merit Ray in an appropriately positive

light, if you were to reply tothe effect that the Prime Minister

hopes that a workable form of merit pay can be prepared for

Ministerial consideration as soon as possible.

.. =

23 November 1982
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Ref. A082/0214

PRIME MINISTER

Pay and Grading Structures

I have set up a Group of Principal Establishment Officers under

Management and Personnel Office Chairmanship to pursue the internal

management issues involved in grading structure and pay structure,
—

in the light of the Megaw Report.

2. The Fulton Committee in 1968 recommended.the introduction of

unified grading. After that Report unified grading was introduced

for grades down to Under Secretary and equivalent, to produce the

open structure; but it seemed at that time ipsuperably difficult to

#. : .
carry unified grading any further down.

Sis I think that the time has come fg_have another look at this
i e e e . WY

question. Even before Megaw the Government had told the Treasury
——

and Civil Service Select Committee (Cmnd 8170, paras 34 and 35) that
the present grading structure was not entirely satisfactory and that

e e e
we would be looking to see what changes are needed. The Megaw_-

.—_
Report placed a good deal of stress on the importance of coherent
internal relativities, and their recommendations on pay banding push

in the direcdtion'of a simpler and more unified grading system. It

is not by any means certain that it would be right to move to unified
grading, and there are various questions about how far it would be
sensible from the management point of view to move and with what
speed. But there are at least potentially considerable management
advantages to be gained. There is a general wish among the Permanent
Secretaries I have consulted that we should consider what our future
policy should be on grading structure in relation to the managment

e E— S
needs of the Service.

—

4., It will be for the Group to assess the case for a more unified

grading structure and to consider the internal management implica-

tions, as well as those for costs and resources. Specific and

A e i e A
separate decisions would of course be needed before changes involving

additions to the Pay Bill could be implemented. An important aspect

CONFIDENTIAL




CONFIDENTIAL

of the Group's work will be to consider how, within a more unified

pay structure, provision can be made for flexibility to cater for,

eg, recruitment difficulties and other management needs, including
differences in personal performance. On this last point the Group
will have the task of considering in detail how to fit merit pay

into the pay structure.

5. These issues can be pursued separately from the negotiations
about a new pay agreement. But close co-ordination will be needed
between the new Group and the MISC 84 Official Group on Megaw.

————— .

Arrangements are being made for this.

6. I am sending copies of this minute to the Chancellor of the

Exchequer and the Lord Privy Seal.

ROBERT ARMSTRONG

22 November 1982
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MR SCquéR

V

cc Mr Mount

MEGAW

It is just possible that the Treasury will approach yau
with the proposition that Megaw need not go to E, as requested
by the Prime Minister (and now planned for 2 December), but should
instead be cleared in correspondence. Peter Le Cheminant was
floating this possibility earlier, but I think I have put him
off it.

As you know, there will be two papers: the report of
MISC 83, which the Prime Minister has seen, and the further
report of MISC 84 covering safeguards. I am quite sure that
these merit collective discussion: I am prepared to recommend
the safeguards paper as meeting the Prime Minister's principal
concern, but our preference for avoiding structured pay

determination systems remains.

&

19 November 1982
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