ROGER JEARY

Statutory redundancy pay and the private sector: the campaign for adequate compensation

Putting the demand in context

Reasons for the redundancy payments Act 1965

o
Effort to spur industrial modernisation

o
Increase flexibility of the nation’s industrial base

o
Increase UK ability to compete in new markets

In the absence by and large of any sort of compensation in the private sector prior to 1965 the Act was designed to make it easier for workers to change their jobs in accordance with the needs of technological progress.

It was aimed also at enlisting the co-operation of workers as well as management in the process.

What did the Act do?

It established the idea that an employee gains the equivalent of property rights to his/her job by virtue of years of service with the company;

It provided for advance notification of impending cutbacks; and

Provided lump-sum payments to workers made redundant regardless of whether they became unemployed or for what period they remained unemployed.

How did it do it?

The Act established a redundancy fund financed by a surcharge on National Insurance.

The fund made payments to redundant employees whose employers were unable to meet the cost;

The fund reimbursed employers for about 60% of the costs of redundancy 
payments;

Payments were calculated by way of a schedule based on age and service still largely in use today as first designed;

The fund was protected by way of a cap on earnings to be taken 
into account (£40pw) and number of years service (20 years)

Over the last 45 years changes have occurred

Gradually the level of re-imbursement to employers diminished until 1986 when it disappeared altogether.

The level of the weekly cap has increased in an ad hoc fashion over the years;

Initially set at £40 p.w. (more than double average earnings at the 
time);

Doubled to £80 p.w. in 1974 by which time the subsidy to 
employers had dropped to 50% and subsequently in 1977 dropped to 41% before disappearing altogether in1986;

The earnings cap for a while was linked to RPI by the Employment 
Relations Act 1999 having fallen well behind average earnings in the meantime;
Now the cap stands at £350 p.w. (about 56% of average weekly 
earnings);

Government response has been to announce an increase to £380 p.w. in the budget to be implemented from October this year.

Incidentally this new rate of £380 p.w. represents 80% of the average earnings figure for the whole economy (£470.80 as at May 09).

Average earnings figure for manufacturing was £538.10 in March 09 which means the new cap would be equivalent to 70% of average earnings.

Government steps so far:

In 2004 at the NPF at Warwick agreement was reached on a commitment to uprate statutory redundancy pay;

In 2005 the commitment appeared in the Labour Party election manifesto;

In the 2006 Work and Families Act provision was made by government to increase the level of statutory redundancy pay:

“provide a new power to increase on one occasion the maximum amount of a week’s pay which may be taken into account in the calculation of certain payments (for example, redundancy payments);”

In 2008 the Government re-affirmed its pledge to raise the limit in this Parliament 

Action in 2009 is the promise of a one off increase to £380 p.w. cap from 1st October 2009

Campaign for adequate protection

Lindsey Hoyle MP used his position in the ballot for Private 
Members’ Bills to put forward the proposal to link the cap to average weekly earnings;

The Bill was debated at its second reading on 13th March 2009 and referred to a Public Bill Committee which has been established
The TUC has campaigned directly for the level to be raised to £500 

Impact on workers

The failure to adequately compensate workers for the loss of their job results in family hardship and fails to provide a cushion until future work is found.

Only statutory right to compensation after you have worked at least 2 years

Those workers whose wages exceed the statutory cap are disadvantaged

Service is also capped 20 years maximum

Maintaining an artificially low compensation level makes it more attractive to declare redundancies than explore alternatives

The European comparison

British workers are amongst the cheapest to sack in Europe.
Payments far more generous in Germany and Spain.

e.g. In Netherlands, where decisions are court based, the level of payments is half a month’s pay per year of service up to age 35, one month’s pay per year of service between 35 and 45 and one and a half month’s pay per year of service between 45 and 55 and two month’s pay per year for service for those over 55.

In practice:  a worker employed from age 37 and made redundant 15 years later –

In Netherlands would receive 18.5 months pay

In UK would receive 20.5 weeks pay

Why the cap is illogical and discriminatory

Payment is compensation for “capital loss” i.e. the value of the job

As you progress up the salary ladder taking greater responsibility or gaining more skills, the greater the discrimination when you are made redundant.
Originally caps were introduced because there was a call on the public purse for all redundancies.
That was gradually eroded and finally removed.
The principle of the statutory scheme is to compensate on basis of loyalty and level of pay and age.  The cap undermines the principle.
Importance of alternatives

Collective agreements – company redundancy schemes negotiated outside of pressure of actual redundancies

Earlier intervention – awareness of business situation allows alternative strategies to avoid redundancies

Challenge business assumptions this recession has seen employers see the advantage of redundancy avoidance and skill retention

Direct action at Visteon and Waterford Glass

Industrial action limited by lack of employee protection

Summary

Loss of job is the worst case scenario faced by workers

Not the fault of the worker

Families can be devastated in industries where more than one family member is employed

Everyone has recognised the need for compensation since 1965.

Failure to maintain the value of compensation has led to greater job loss in manufacturing sector in UK compared to EU over recent years

Campaign for adequate compensation long over due

Tories are opposed to increases

If not achieved in this Parliament danger is it will not be achieved for many years.
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