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With permission, Mr Speaker, I should like to make a statement about

the next uprating of Social Security benefits, which will take place
in the week beginning 6 April 1987.

2. This will be the third increase over 16 months and covers the
elght months from January to September 1986, It will complete the
process of transition to the new timetable for benefit upratings
which, In future, will take place annually in April, This will ensure
that pensioners and other beneficiaries recelve increases In thelr

FESOUITES ot ¥hocamt Hito as Most othor finantlad ebmrges e
place.

3. The Government is pledged to increase pensions and other linked
long term benefits in line with the rise in prices. The Retall Price
Index published last Friday showed a rise between January and
September 1986 of 2.1 per cent. Accordingly the retirement penslion
for a married couple will rise from £61.95 to £63.25 an increase

of £1.30 a week and for a single person the pension will go up from
£38,70 to £39.50 an increase of 80p per week. Widows’ pensions

and invalidity benefit will also be incregsed by the same percentdge

as will public sector pensions,

4, In the lemonths of the transitional period the pension for a
couple will have risen by £5.95 g week as @ result of the three
upratings and that for a single person by £3.70 o week.
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5 Turning to benefits for families the Government has made 1t
clear that in considering the uprating of child benefit account
must be taken of priorities within the socigl security budget -
every 10p increase costs over £50 million @ year. We have decided
that child benefit will go up from £7.10 to £7.25 @ week which Is
fully in line with the increase in prices. The Government also
remains committed to the protection of low income familles with
children. The prescribed cmounts in Family Income Supplement will
therefore rise by between 2.1 and 2. 3 per cent depending on the
age of the child, This increcse will ensure that low income working
families with older children on FIS have seen the real value of
their benefit increased by some 20 per cent since 1978.

6 Over the eight months period for this uprating the Retail
Price Index excluding housing costs rose by 2 per cent, almost
the same as for the RPI. The short term rate of supplementary
benefit will therefore increase from £48,40 for @ couple to
£49,35 g rise of 95p, There will be corresponding increases in
the other scale rates, Additional requirements in the
supplementary benefit scheme will be increased in line with
appropriate elements of the Retall Price Index, The cost of fuel
and light has remained stable and so there will be no change in
heating additions, But dietary additions will be increased - by
10p a week for someone recelving the higher rate of addition,
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7 As in July 1 have decided to 1ink the increase 1n the basic

needs allowance for Housing Benefit to the cash increase in the

basic retirement pension and in child benefit, This will ensure that
virtually all pensioners do not lose housing benefit as @ result of the
increase in retirement pensions. It will also minimise the

operational problems for local authorities next April, Full detalls

of the Increagses In the housing benefit needs allowance and non
dependent deductions together with the other benefit changes are set
out in @ schedule which I have placed tn the Vote Office,

8 I am also proposing to adjust the rent “taper” for relatively
better off housing benefit recipients - those with incomes above the
needs allowance - from 29 per cent to 33 per cent. Those at
supplementary benefit level and some way above it will not be
affected, This change 1s subject to consultation with the

relevant organisations., The amount of egrned income which 1s
ignored in the housing benefit calculotion will be held steady for

the second uprating in succession. This will ensure that those on
low earningec continue to benetit from laet April‘e tdx reductiong .

E Benefits payable to sick and disabled people Including sickness

benefit, invalidity benefit, severe disablement allowance and
1nvalid care allowance will all rise by 2.1 pe€r cent., o0 TOO WwWill
attendance allowance and mobility allowance. I am also taking the

opportunity to make a further change. Funeral expenses will be paid
1N respect OT War Pensloners Whno Ql€ U5 U result—ur thelr udctepted

disablement whether the funeral is arranged privately or by the

War Pensioners Welfare Service.
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10  The House will shortly have an opportunity of debating these
changes. I should add that they will apply in Northern Ireland as
in the rest of the United Kingdom.

11  Mr Speaker, the changes I have Just announced will add over
£700 mt1lion to the social security budget next year on top of the
£420 million from the July uprating. Since 1978/79, spending

on pensions has grown in real terms by over 25 per cent at an
additional cost of £4 billion a year. About £13/4 billton of this
reflects an increase of 850,000 in the number of pensioners; the

rcmainder represents a real improvement in the valuc of thc pension,

12 The new rates will mean that the retirement pension has more than
doubled tn cash terms since November 1978; and that we have protected
the posttion of other beneficlaries, including lcw income families
with children, and the sick and disabled.
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S8CHEDULE OF MAIN PROFOSED CHAMGES
IN
80CIAL SECURITY HENEFIT RATES

from the pay-day in week commencing éth April 19867

Ord New
Rates Rates
(weekly rates unless otherwise shown) 1784 ive7

ATTENDANCE ALLOWANCE
higher rate 30.95 31.460
lower rate 20.65 21,10

CHILD EBENEFIT - each child 7.25
CHILD'S SPECIAL -ALLOWANCE

DEFENDENCY ADDITIONS

Adult Dependency Additions
For spouse or person looking afrer
children, with 2~

retirement pension on own insurance,
Lwalidity pension, unemployability
supplenent and, if heneficiary over
pension age, unemployment henefit : 2373

non-contributory retirement pension,
invalid care and severe disablement
al lowance 13,0 14,20

sickness benefit if beneficiary over
pension age 22+2% ets 70

unemployment henefit:
gtandard rate 19.00 17,40
3/4 rate 14,25 14,5%
1/2 rate 7450 970

maternity allowance/sickness henefit

standard rate 18.20 18,40
3/4 rate 13,465 13,95

1/2 rate 910 ¥ o 30

NOTE:1/2 and 374 rates for existing cases only
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Child Dependency Additions
For each child withz~

retirement pension, widows benefit,
invalidity  benwt ity Livalid vers el
severe disablement allowance,higher
rate industrial death henefit,
unenployabiiity supplement mnd
sickness or unemployment benefit

if beneficiary over pension age

EARMINGS RULES

Retirement Pension

Invalid Care Allowance

Unemployment Benefit subsidiary
occupation (daily rate)

Therapeutic earnings limit

Industrial Injuries Unemployability
Supplement permitted earnings leve)
(annual amount?

War Fensioners’ Unemployability
Supplement permitted earnings level

Adult dependant’s henefit witha-
Sickness Benefit if claimant is
undeyr pension age
pver pension age
Maternity Allowance
Unemployment EBenefit if claimant is

under pension age
over pension aqge

1324,00

75.00

12.00

2,00

246,00

1352.00

18,40
22470

18,40

17.40

23.7%




DHSS PARLIAMENTARY BRANCH

Retirement Fension,Invalidity Fension,
Severe Disablement Allowance,
Unemployability Bupplemant where
dependant is -

living with the claimant

living with the claimant and
stil) qualifies for the
tapered earnings rule 4509

Retirement Pension,Invalidity Fension
and Unemployability Supplement where
dependant not tiving with claimant 23.2%

Bevere Disablement Allowance where
dependant not living with claimant

Invalicd care allowance
(wife or female housekeeper)

Child dependency additions
level at which child additions
payable with long-term henefits are
affected by earnings of claimant’s

Bpouse or partnenr
first child 85,00

each subsequent child 10,00
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FN’I& INCOME SUFFLEMENT

Frescribed amount for one-child family,
where child is aged

under 11 8,40 10070
11-15% YV 460 101 .75
14 and over 100,40 102.80

Increase for each acdditional child
11-15 12,45
14 and over 13.6%

Maximum amount for one-child family
where child is aged
uncer 11 25,85

11-15 . 26,40
14 and over ' 24.90

Increase for each additiona) child
under 11 240
11-15 315
14 and over 363

GUARDIAN'S ALLOWANCE -~ each child 8.05

MOBFITAL DOWNRATING

204 rate 775 7490
407 yarte 1550 15,80
A04 rate 23.2% 23,70

Recduction where wife has pension on
her oun insurance (Cat &) 23.20 23445

Resettlement benefit
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MOUSING BENEFIT

Needs allowances
single person 48,10 48.%0
couple/single parent 70.835 i A
single handicapped person B3 A% 54.50
couple (1 handicapped) or
handicapped single parent 76.40 7775

couple (both handicapped) 79.00 80,45
pensioner  addition +85 ' 85

dependent child addition 14,60 14.7%

Non-dependant deductions
Rate rebates

aged 18 to pension age, and not on

Supplementary Benefit or Youth

Training Scheme nor qualifying for

modified deduction after 546 days 2.40

of pension age, or over 23 and on
Supplementary Benefit or qualifying
for modified deduction after 54 days

age 146~17 and not on Supplementary
Benefit,Youth training scheme or
Severe disahlenent allowance,; or
146-24 and qualifying for modified
deduction aftrer 54 days

Rent rebates and a)lowances

aged 18 to pension age and not on

Supplementary EKenaefit or a Youth

Training Scheme nor qualifying for gt
modified deduction after 54 days ; 8,05

of pegnsion age, or over 25 and on
supplementary bhenefit or qualifying
for modified deduction after 54 days

“dged 146-17 and not on Supplementary
Benefit,Youth training scheme or
16-24 and qualifying for modified
deduction after 346 days
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. Disregards for

Claimant’'s earnings

partner’'s earnings

various pensions etc.
maintenance of non-grant aicecd
students (maximum)

Deductions for amenities
all fuel
heating
hot water
1ighting
cooking

Expevges allowed for sub-tenants
furnished letting
unfurnished letting
garage or outhuilding

INDUSTRIAL DEATH BENEFIT

Widow’'s pension
first 246 weeks
higher permanent rate
lower parmansnt rate
Child dependency addition

INDUSTRIAL DISABLEMENT PENSION

18 and over, or under 18 with

dependants 100%
YO%
80%Z
70%
40X
B0%
40%
30%
20%

17430
5.+00
4,00

23,85

A3.,20
56 ¢ 86
20,54
44,24
37 .50
31.40
25.28
18,94
L2464

17 .30
500
4,00

24,33

55,39
40,05
11.85

8.05

44,30
58,03
3 Y10 S
45,15
38.70
32.25
235,80
19,39
12.90
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uncler 18
100%
YO%
0%
70%
&40%
50%
40%
30X
204

Maxzimum l1ife gratuity (lump sum)

Unemployability Supplement
plus where appropriate an increase
for early incapacity
higher rate
middle rate
lower rate

Adul t dependency addition
Child dependency addition

Maxzimum special hardship allowance

Constant attendance allowance
normal maxzimum
part-time rate
intermediate rate
excaptional rate

Exceptionally severe disablement
allowance

INVALID CARE ALLOWANCE

Adult dependency addition

INVALIDITY BENEFIT
Invalidity pension

Invatidity a)liowance
higher rate
middle rate
Tower rate

36.70
34.83
30.94
27 QY
o322
19.35
15,48
11.41
774

4200.,00
38.70
8.15
920
260

23.25
8,05

25,28
25,30
12,45

37 .95
20+40

o230

23.25

13.90

3750
35.55
31440
27 A5
23470
19.75
15,80
11.8%
7+90

42%0.00
39+ 50
8.30
5.30
2.635

23:7%
8.05

25.80

235,80
12.%0
38.70
51 060

23,80

LTS

14,20

350

8.30
5430
2065
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MATERMITY EBENEFIT

Maternity Allowance i
full rate 30 .08
adult dependency addition 18460

374 rate Q254
adult dependency addition 13.9%

1/2 rate 15,03
adult dependency addition .30

MOTE: 1/2 and 3/4 rates for existing cases only

MOBILITY ALLOWANCE 22410

ONE FARENT EENEFIT

FNEUMOCONIOBIS ;RYSSINOSIS ,WORKMAN &
COMFENSATION AND OTHER SCHEMES

Major incapacity allowance(maximum)
and allowance for total disabhlement 43,20 A4 .50

partial disablement allowante 23.2% 23.75

Unemployakbility supplement plus 38.70 37.50

where appropriate increnses

for early incapacity
higher rate 8.15 8,30
middle rate 520 530
lower rate 240 2465

Constant attendance a)l)owance
normal maximuam rate 25430 25480
part-~time rate 12,45 12.%0
intermediate rate 37 .9% 38.70
exceptional rate 3040 21440

Exceptionably severe disab)lement 25,30 25480
al lowance

Lesser incapacity allowance
(maxzimum) 234795
hased on lopgs of earnings of over 31.40
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RETIREMENT FENSION

on own insurance - Category A or R 3870 3%+ 30
on spouse’s insurance - Cat HB(Olower) 23.25 23.75
non-contributory - Cat Cor D 23,25 23.7%

- Cat C(lower) 13.,%0 14,20

additional pengion,guarantesd minimum
pension and graduated retirement
henefit increased by 2.1%

Graduated Retirement Eenefit (Unit) 5.06p S17p

inerements to bhbasic and additiona)
pension, guaranteed minimum pension,
and graduated retirement henefit increased by 2.1%

maximum amount of additional pension
(alaso paid with widows’ and invalidity
benefits) 24,53

addition for over 80’'s 25

S8EVERE DISABLEMENT ALLOWANCE 2325

adult dependency addition 13.90

SICKNESE BENEFIT

over pension age
single rate 37 .85
eTLiLL Y L LieEs LTy lLtElH_y [_SRINERE N SEY ) buda v/ 7
widen pension age
full)l rate 30,05
adult dependency addition 2 L& AQ—-

3/4 rate 22.54
adult dependency addition 13,95

1/2 rate 15,03
adult dependency addition Y30

NOTE: 172 and 374 rates for existing cases only
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SUPFLEMENTARY BENEFIT
S8cale rates
ordinary rates
single househol der 30,40
touple 4% .35
non=-householder 18 or over 24.3%
non-householder 16~17 18.75

long-term rates
single person living alone 37 +%0 38.65
couple 40,45 4£1.8%
non-householder 18 or over 30.35 30.95
non householder 14-17 23,25 23.70

depencdent children
over 18 23,85 24.,3%
14-17 18.40 18.75
11-19 15,30 15,40
under 11 10.20 10.40

Board and Yodging
personal expensesishort term
single .80 10,00
couple 19460 20.00

personal expensest long-term
single 10,95 | 13415
couple 21.90 22.30

personal expenses: dependants
18 and ovenr - 2.80 10,00
16-17 5.%0 4400
i1=19 5+05 5.15
under 11 3+30 3.35

Allowances for personal expenses for
claimants ing~

private and voluntary residential
and nursing homes
re-estvablishment centran

resettlaenent units

hospital and local authority
accommodation

the Polish Home Liford Fark

10




1:12 DHSS PRRLIAMENTARY BRANCH

Addd i nnﬁém\cnm 11 e

Housing

Al 13 nud?\?Tu‘fm:( IR uLl.an nyge~
related heating additions)
higher rate
lower rate

Central heating
higher rate
Jower rate
Estate rate heating
higher rate
lower rate
Specin)l dietary additions
lower rate
higher rate
haemodialysie rate
Blind perason
Over age 80.
Laundry costs
Extra bath

costs
Reduction for non-dependants

age 18 to pension age and not on

Supplementary Bevefit, a Youth
Training Scheme nor gualifying for
modified deduction after 546 days

of pension age or over 2% and

on Supplementary Benefit or
qualifying for modified deduction
after 54 days

age 146-17 and not on Supplementary
henefit,a youth training schema or
Severe disablement allowance,or 14-24
and qualifying for modified deduction

after 54 days

non-hougeholder rent addition

maintenance and insurance all’'ce
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Capital 1imits for
receipt of Supplementary Honefit
single payments and related items
interest on loans for major repairs
and improvements
lower rate voluntary unemployment
deductions

Other limits for
gLpEnges on starting work
religlous requirements - funerals
single payment for repairs and
maintenance

Deductions for direct payment
fuel bilis B4 rate

10X rate
housing costs

Earnings disregard - £4, and in the case of
gingle parents half the difference
hetween £4 and £20

UNEMFLOYMENT BEMEPIT

over pension age
single rate
adult dependency addition

under pension age
full rare
adult dependency addition

374 rate
adult dependency addition

1/2 rate
aduwlt dependency addition

NOTE:1/2 and 3/4 rates for existing cases only

occupational pension abatement

300000
500.00

500.00
100.00

35,00
73.00

325,00

1.50
3.00
1.50

4.00

3870
23425

30.80
17.00

23.10
14,25

15.40
Y4350

35,00

3000.00
500,00

300.00
100.00
35,00
75.00
325,00
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WAR PENSIONS

Disablement pension (100% rates)
private or eguivalent 43,20 &4 .50
wfficer (£ per amum) 3295.00 33463.00

Age allowances

over 50X but not over 70% &85 700

over 70% but not over 90X v.85 10.08
over 0% 13.70 14,00

Disablement gratuity (£ per ammum)
specified minor injury 4200.00 429000
unspecified minor in iurv 2310.00 235950

Unemployahility allowance
personal allowance 41,10 41 9%
adult dependency addition 23.2% 23.75
addition for each child 8,05 8H+05

Invalidity allowance
higher rate 8.15 8.30
middle rate - %20 5030
lower rate 2.460 2443

Constant attendance allowance
normal maximum rate 25,30 2% .80
part-time rate 12.45 12.%0
intermediate rate 37 .95 38,70
gxceptional rate 30.40 31460

Comforts allowance
higher rate 10.%0 11.10
lower rate 545 o I 1
Mohility supplement 24 .05 2455

Allowance for lowered standard
of occupation (maximum) 25.28 25.80__ .

Exceptionally severe disablement 25,30 25+ 80
allowance

Severe disablement occupational 12.45 1290
al lowance

Clothing allowance (per annum)

higher rate 84,00 88.00
lower rate 55.00 $4400

Education allowance (per anmmum) 120,00 120.00
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widows’ pension (private)

widow $0.30 51.35

ehildless widow under age 40 11.41 . 11.85

age allowance X
nQe A% to &Y 5.40 5e30
aga 70 to 79 10.80 11.00
age 80 and over 13.5% 13.85

child addition 11.55 11.40

addition for motherless or

fatherless child 12460 12,70

Unmarried dependant Yiving as wife 48,25 49,30
Rent allowance (maximum) . 1955
Adult orphan’s pension 397+ B0

Widower's pension (maximum) 51.3%

WIDOW'S BENEFIT

Widow’s allowance _ 54,20 5535

Widowed mother’'s allowance 38.70 3% 50

Widow’'s pension - standard rate 38.70 3Y .50
Age-related widow’'s pension
aQe 49 30« 79 34,74
48 33.28 33.97
47 , 30,57 31.21
44 27 .86 28.44
4% 25,14 2548
44 22.45 22.91
43 1974 20.1%
42 17.03 17 .38
41 14.32 14,42
40 11.41 11.8%
Mon-contributory widow's penslion
(Cat C) standard rate 23.25 2375
nge 4Y 21,42 22+0%
48 20,00 20.43
47 18.37 1874
44 14.74 17.10
4% 154113 15.44
44 13.4Y 13.78
43 11.86 1211
42 10.23 1O.45
41 8.40 D79
40 A.98 713




R SECRET
ka‘AkLHmbi%
bty wsta - C»dﬁf FROM: M GIBSON

DATE: 20 October 1986
Y3ley

) 5 MISS NOBLE y, ce Mr F E R Butler
s 3 Miss Peirson
s CHIEF SECRETARY Mr Turnbull
Mr Tyrie

W =

You asked to be reminded of which benefits are unpledged and how

UNPLEDGED BENEFITS AND HOUSING BENEFIT

e e i .
much could be saved by not uprating them.

——

2. This was one of the measures we considered with DHSS officials

as a possibility for inclusion in the £500 million savings

packages, so we have a note to hand on it. This is attached at

annex A. The saving on the actual RPI and RPI less housing

figures to determine the 1987 uprating (2.1 and 2 per cent) is

£330 million, less than the £350 million shown, which was based
‘__/,._—’-—"ﬁn

on a higher RPI assumption. The supplementary allowance element is
£130 million and the housing benefit element £40 million. The
——7 '—-——.='

other main components are child benefit £85 million, unemployment

benefit £30 million, mobility allowance £10 million, and the rest
£30 million.

2. You can see from the list of pledged and unpledged benefits

at annex B that supplementary pension is in fact a pledged

benefit, although there is no statutory price indexation.

p—

- The argument against not uprating the unpledged benefits is
the obvious political one that, with the possible exception of
child benefit, the bulk of expenditure on unpledged benefits goes

to the poor or unemployed.

Housing Benefit

4. You also asked to be reminded about the growth in expenditure
on housing benefit. In 1984-85 prices expenditure has risen from
£1300 million in 1978-79 to £2900 million in 1985-86, an increase
of over 120 per —EEEE: The main reasons for the growth in

expenditure can be summarised as follows;

SECRET
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(a) rents have risen faster than prices over the period,

—————

with 1local authority rents rising by 41% and private rents by 32%
relative to the GDP deflator. This accounts for over £0.7 billion

of the £1.6 billion increase in housing benefit expenditure;

(b) average benefit per recipient rose faster than can be

——

explained by rent increases alone, accounting for a further £%

-‘ . . -’ . . nﬁ
billion of the increase 1in expenditure. One explanation is a

|

structural shift in the composition of recipients away from
pensioners towards the unemployed who tend to receive more housing
benefit per head. Another possibility 1is collusion between
landlord and tenant, although there is little hard evidence to
support this (see below);

(c) unemployment increased significantly over the period,
accounting for a further £0.2 billion;

(d) take up has increased, particularly among one parent
families and the sick and disabled, accounting for almost £0.4

billion. A 1likely explanation is the increased publicity of

benefits, often sponsored by local authorities, and the general
growth of a 'benefit culture'.

D Finally, you asked about abuse of the housing benefit system
by private landlords raising rents to unreasonable levels,
possibly in collusion with tenants. The housing benefit
regulations enable local authorities to limit the 1level of rent
eligible for benefit if the accomodation is unreasonably large or
the rent unreasonably high, provided it is reasonable to expect a
claimant to 1look for alternative cheaper accommodation. It is
also possible for local authorities in England and Wales to apply
to the rent officer for registration of a fair rent on any
accommodation subject to a regulated tenancy. From April 1988
there will be a reserve power for the Secretary of State to limit
the level of rent eligible for benefit. F i

™

S

e ——
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6. DHSS receive anecdotal information about housing benefit
fraud and are aware that some local authorities are more vigorous
than others in the application of powers open to them. But hard
evidence is more difficult to obtain. Our economists have

e I EE———

recently been analysing trends in rent allowance expenditure. If

collusion between landlord and tenant has been taking place,
average benefit for certificated cases, who receive their housing
costs in full, would be expected to have risen faster than average
benefit for standard cases, who generally receive °?£Z,.§9§_d°f

their housing costs. This has not been the case; over the last

three years, average rent allowance for certificated cases rose by

52%, while fTor standard cases it rose by 55%.
/%)4 o UnatsAve
< 8 ! {

llJLo.
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PES BRIEFING FORM

BENEFIT UNEMPLOYMENT BENEFIT, SICKNESS BENEFIT, MATERNITY ALLOWANCE,
MOBILITY ALLOWANCE, FIS, CHILD BENEFIT, SUPPLEMENTARY
ALLOWANCE, HOUSING BENEFIT

PROPOSAL No uprating of unpledged benefits

SAVINGS/COSTS (BENEFIT ONLY)
(=) = {»)

£ million cash

1987-88 1988-89 1989-90

net figures* :35Q\> :359\ —350

- 330 - 330

Transitional protection P
(where appropriate) N/A M O&*ual L7

6 RO) boye

< plus non-PE savings of £20 million in 1987/88

. Iw«u'j

OPERATIONAL IMPLICATIONS

a simplification in 1987 of the uprating operation

PROPOSED START DATE April 1987

LEGISLATION Primary
Affirmative regs.
Negative regs.

None
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GAINERS/LOSERS claimants would lose a 2%% increase to their benefit.

ARGUMENTS FOR PROPOSAL

Savings

ARGUMENTS AGAINST PROPOSAL

Would reduce the value of low income as well as
high income families. Would meet huge opposition.




PLEDGED

SOCIAL SECURITY BENEFITS: UPRATING

1984-85
UPRATING EXPENDITURE

PRACTICE £m UNPLEDGED

1984-85
UPRATING EXPENDITURE
PRACTICE £m

Statutory
Price
Indexation

Retirement Pension

Widows Pensions
Invalidity Benefit
Industrial Disablement
Benefit

Industrial Death
Benefit

Attendance Allowance
Invalid Care/Allowance
Severe Disablement

Allowance

Total

T

RPI Unemployment Benefit
Sickness Benefit
Maternity Allowance

. Guardians Allowance

Child's Special Allowance
Child Dependency
Additions to contributory

and non-contributory
benefits

Total

No
Statutory
Price
Indexation

9. Non-contributory
Retirement Pension

10. War Pensions

11. Supplementary Pension

18. Christmas Bonus

RPI 40
" 544 19. Death Grant

Rossi etc 871 20. Mor ility Allowance

21. € pplementary Allowance

22. .nild Benefit )

23. Mme Parent Benefit

24, Yamily Income Supplement

25. Ma. "vnity Grant

26. Housing Benefit

Total

None

None 17
RPI 361
Rossi etc 5496
RPI 4272

s 122

" I3l
None 18
Rossi etc 2778

Grand Total

Grand Total

-
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; SC‘AL SECURITY

General Record

(i) Expenditure on social security is expected to be about £43

billion this year.

Between November 1978 and November 1985 retirement pensions

have risen by 5 per cent in real terms.

Supplementary benefits have risen by about 6 per cent in real

terms. Rates for children under five years have increased
by about 29 per centu WoU Ye/mMS

We are spending 55 per cent more in real terms on benefits
for long term sick and disabled people and nearly 4 times as

much on mobility allowance (in real terms).

Social Security Act 1986 gives effect to fundamental reforms

with specific objectives to:

Target help more effectively on areas of greatest need.
Simplify the system

Widen choice in pension provision and put pensions on a sound
basis for future

Tackle worst effects of poverty and unemployment traps

Create a soundly based system that the country can afford.

Particular points

(i) The increase of 40 pence a week for single pensioners
pence a week for married couples follows increases of

and £4 a week respectively last November.

The increases in July were interim payments. In fact pensioners
will be getting three increases in the period between November

1985 and April 1987 (inclusive).

Government's priority is to give greater help to those families
in greatest need. We have given more help with family income
supplement, and the family credit scheme will help 200,000

more working families - some by over £5 a week.




Government record on help for the poor

This Government have:

(i)

Protected and increased the value of nearly all the major social

security benefits.

Introduced numerous improvements in specific benefits:

Reduced qualification period for Long term supplementary benefit
scale rate from two years to one.

Extended the long term rate to unemployed men over 60.

Provided bigger earnings disregards to lone parents.

Extended invalid care allowance to married women.

Introduced severe disablement allowance.

Introduced higher capital limits in supplementary benefit.

Increased personal income tax allowances by 22 per cent in

real terms and taken 1% million people out of tax altogether.

Reduced national insurance contributions for lower paid employees

and their employers.

Increased take-home pay in real terms for a family with two

children on three-quarters average earnings by 13 per cent

compared with only 2 per cent between 1974 and 1979.

Inflation reduced from 10% to 3%.

payments

Single payments have risen in number from 0.8 million in 1981
to over 4 million in 1985; the cost increased from £45 million

in 1981 to £300 million in 1985 - over five-fold in real terms.

Growth in single payments in recent years is much greater than
growth in numbers claiming supplementary benefit. Comparing

1985 with 1981 the number of single payments was nearly 5 times

higehr while the number of claimants was only 11/3 times higher
than 1981.




The changes will:

restore proper financial control over system.

Provide more reasonable statement of what is the State's responsibilit
to guarantee for claimants, while giving protection to elderly,
chronically sick and disabled people.

Provide a fairer balance between claimants and others on low

incomes who have to manage without single payments.

Produce clearer, more easily operated rules which enable staff

to process claims more quickly.

Housing benefit

(1)

Cost of housing benefit has gone up from £1.2 billion in 1979-
80 to £4.6 billion in 1984-85. Recipients up from 5% million
to 7% million over same period; around one household in three

now gets housing benefit.

Housing benefit goes further up the income scale than any other

income-related benefit - up to average earnings in some cases.

Present system inequitable - eg better treatment for those

out of work than in. New scheme will mean equal treatment.

Plan to pay only 80 per cent of rates will require local councils

to be more accountable to their electorate.

Planned savings of £450m represents only one-sixth of the increase
betwen 1979 and 1984 - only half of what Labour saved in 1976

by changing the basis of pension calculation.

17 October 1986

KK10/10
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PRIME MINISTER

CHILD BENEFIT

You will hear on the news tonight that Mr. Fowler has uprated
child benefit by 10p, to £7.10. The cost is £16 million

in a full year.

This was agreed with the Treasury after a series of discussions,
just before Cabinet last week. Mr. Fowler has undertaken

to meet the cost by savings elsewhere in his programme.

I have told the DHSS that they were wrong not to keep you
in touch with this decision, or at least to inform you in
the minute that Mr. Fowler sent to you for the weekend.

They accept this, and have offered apologies.

The Treasury managed to exact a price during the discussions,
by some quick footwork. The uprating of social security
is 1.1%, as compared to the 1% allowed in the survey figures.
The cost of the extra 0.1% is £12 million, and Mr. Fowler

is also meeting this cost from within his programme.
Savings offered in the social security area are always a
little dubious, partly because of the complications of the

arithmetic. But the Treasury assure me strenuously that

these are 0.K.
DL
DN

24 February, 1986.

JD47
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With permission, Mr Speaker, I should like to make a statement about
the uprating of soclal security benefits. As the House Knows,

benefits were increased only three months ago at the end of November,
We have made it clcar that we intend to move to April upratingo from

1987 1in order to bring tax and social security closer together and
to ensure that benefit changes coincide with changes in rents and
rates. The uprating that I am announcing today enables the
transition to be made and 1s the second of three upratings in the
16-month period from November 1985 to April 1987,

‘ ‘IUPRATING STATEMENT: MONDAY 24 FEBRUARY 1986

These further increases will be paid in the week beginning July 28th
and will be based on the change in prices between May 1985 and

January 1986 when the Retail Price Index rose by 1.1 per cent. The
overall cost of the new increases will be an extra £410 million In @
full year and they follow the 7 per cent increases in benefits which

were pald from last November,

As a result the retirement pension for o married couple will rise
from £61.30 to £61.95 a week and for a single person from £38.30 to
£38,70. Public service pensions will be increased by the same
percentage as will benefits for disabled people and war pensioners.
Mobility allowance will go up to £21.65 a week although transport

costs have in fact fallen over the period.

The basic rate of unemployment benefit will also be increased by
1.1 per cent from £30.45 to £30,80 for g single person and from
£49,25 to £49,80 for @ married couple. Other main contributory and

non-contributory benefits will be similarly increased.




Feo ¢4 “Bb 13:09 DHSS PARLIAMENTARY BRANCH

. made 1t clear last year that the Government believe it right to
continue child benefit for all children irrespective of the income
of their parents. But I also sald that we have to consider its
level both 1n relation to overall priorities within social security
and also with the aim of doing more for families with children on low
incomes. I have considered the uprating of child benefit on that
basis, My conclusion is that child benefit should be increased by
10p o week to £7.10 - rather more than the rate of inflaotion. The
children’s rates for supplementary benefit and the age related amounts
for family income supplement will also go up by slightly more than
1.1 per cent.

Mr Speaker, three upratings in 16 months places inevitable
administrative burdens and costs on local authorities and local
offices of the DHSS. To sensibly contain this extra work I propose
to increase the long term rate of supplementary benefit and the
housing benefit needs allowance by the same cash amount as will apply
to retirement pension which means putting supplementary benefit up by
1.1 per cent although the increase in prices after excluding housing
costs 1s 1.2 per cent.

For similar reasons I do not propose to make any general changes in
the additlonal amounts pald with supplementary bensfit, In some
cases no increase would be due In any event and in the others only
small amounts. However, I have thought it right to increase the
higher rate of heating addition which goes to the very elderly, the
severely disabled and to people with homes which are speclally
difficult to heat, This addition will increase from £5.45 to £5.55
a week.
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%e other change will be made from this July which is consistent with

VIANYLIY LIIe CUTTBHL SUPPICHRIILULY REHSTIL SUHSIHIR LV 110E with e
new proposed income support arrangements. From the dote of the
uprating no new awards of the non-householder housing addition will
be mode between the ages of 21 and 24, Equally, no deductions will
be made from the householder’s housing benefit or supplementary
benefit in respect of such non-dependants in this age group. This
means that the poorest households will remain fully protected.

There will be no increase in the amount of non-dependant deductions
generally nor will there be any increase in the deduction from
benefit which applies during industrial disputes,

Mr Speaker, there are two other motters I should mention. First,
over the last few years there has been o steep rise in supplementary

benefit single payments. Since 1981 the number of these payments
has risen from under 1 millton @ year to over 4 million and the real

cost has increased by over five times to more than £300 million @
year. My honourable Friend the Minister of State for Social Security

has reviewed the position and as @ result I am today referring draft
regulations to the Social Security Advisory Committee for consultation

in the normal way.




‘!%cond, concern has been expressed over future policy on the payment
of benefits at post offices, In a report by the Public Accounts
Committee last summer the possibility was discussed that cash
Incentives should be offered to beneficlaries to encourcge payment
directly into bank accounts. I am gware that this has led to
anxiety that the existence of many sub-post offices might be
threatened if inducements were paid which reduced significantly the
volume of benefit business which they transact. To remove that
anxiety I want to make 1t clear that the Government does hot intend
to offer cash Incentives, We recognise that very many people wish
to retain the option of being paid in cash at post offices and it 1is
clear that post offices will retain an important role in the payment

of benefits in the future. In order to ensure that the service to
the nithlier 18 ne pffertive ne pnscihle. n Inint studv 1s beino

carried out by the post offices and my Department to see whot
improvements can be made.

Mr Speaker, 1 am laying before the House @ Tull schedule detalling

all benefit rates payable from next July, This uprating will mean

that in 1986/87 spending on social security will be olmsot £43 billion -
that 1s 31 per cent of all public spending,

The last time that an uprating stotement was made less than o year
after the previous one was in 1975 but the circumstances today are
very different., In 1975 inflation was out of control and the value
of savings was being sharply eroded, Today inflation is low which
1s to the benefit of the whole nation - but perhaps most of all to
millions of pensioners. This interim increase keeps pensions chead
of the rise in prices since this Government came into office and I
will be making a further uprating statement in the Autumn,

4
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Treasury Chambers, Parliament Street, SWIP 3AG

Tony Laurance Esq
Private Secretary to the
Secretary of State for Health and Social Security
Alexander Fleming House
Elephant and Castle

London . ‘
SEl1 6BY
A> February 1986

DHSS ADMINISTRATION AND EXPENDITURE

Your Secretary of State and the Chief Secretary spoke further
on the telephone last night following their discussion recorded
in my letter to you of 19 February.

After some further discussion it was agreed that your
Departments' manpower target for 1 April 1987 should be
increased to 96,750 with an associated increase in total
departmental running costs of £99 million. The Chief Secretary
made it clear that he was agreeing to these increases on
condition that no further running cost bids were made for
1986-87. Your Secretary of State accepted that this was
the intention while noting that an event of earthquake
proportions would of course alter the position. The Chief
Secretary also emphasised the potential presentational
difficulties with both the public and with other departments
with increases of this size. Your Secretary of State agreed
to consider carefully the presentation of the agreed increases
in the light of the Chief Secretary's concerns.

Your Secretary of State and the Chief Secretary spoke
again this morning about your Secretary of State's proposals
for additional capital spending. They agreed on a increase
of £3.7 million for the purchase of computers, expenditure
on the local offices project and minor works in local offices.

Your Secretary of State and the Chief Secretary also

discussed last night the proposed uprating of Child Benefit.
After some further discussion, your Secretary of State offered

SECRET
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to find savings of £12 million to fully offset the overall
additional cost of the wuprating (by bringing forward by
3 months the ending of the industrial industries gratuity).
The Chief Secretary agreed on this basis that he should proceed
as planned with a 10p uprating of Child Benefit.

Your Secretary of State mentioned that he wished to
make some minor changes to the uprating package which would
not affect its total cost. The Chief Secretary asked that
these should be discussed between officials.

L{OAA-/) 'Y'\\—u:—«zis,\
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RICHARD BROADBENT
Private Secretary
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DHSS ADMINISTRATION AND EXPENDITURE
Your Secretary of State, Minister of State (Mr Newton) and

officials yesterday discussed with the Chief Secretary your
Secretary of State's letters of 14 February (about the

administration vote) and 17 February (about the 1986 uprating).

The Chief Secretary said that your Secretary of State's
proposals for increased staffing gave him considerable
difficulty, on two counts. First, your Secretary of State's
proposal for an increase in his manpower target for
1 April 1987 to 98,332 had the most serious implications
for the Government's overall manpower targets. He had very
recently minuted the Prime Minister warning about the pressures
on the diminishing contingency margin,
unless the utmost restraint was
targets would be broken. Agreeing to anything more than
95,000 staff would mean relying on slippage elsewhere and
perhaps looking to other departments for any offsetting savings
if the targets were to be achieved. Second, the
cost increase associated with your Secretary of State's
proposals made a significant difference to the recently
published figures for the civil service as a whole, increasing
the figure for the civil service as a whole from 5.8 per cent
to some 6.7 per cent. Under the new system of running costs,
the increased running costs should be offset from elsewhere
within the department's running cost provision. He asked
the Secretary of State to consider what more could be done
in this respect. To the extent that offsetting reductions
in running costs could not be found, your Secretary of State's
proposals represented a very considerable claim on the Reserve
for 1986-87 where the position was already looking difficult.

and the danger that
exercised the Government's

running
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Your Secretary of State emphasised that he would not
have put forward these proposals if there had been any
alternative. However, the pressure in 1local offices was
intense and the service was on the point of breaking down
(with the associated risk of legal challenge in some areas).
He was certain that the complementing review under way would
show that the local offices required many more staff than
he was bidding for now. He had nevertheless pared his bid
down to the maximum extent possible and believed that his
proposals represented the minimum necessary to present an
acceptable case which would stand a reasonable chance of
averting damaging industrial action in the 1local offices.
He emphasised, however, that the 5,000 additional staff

he was seeking were "on account". The complementing
review could well recommend additional staff of 8 - 12,000.

In discussion, the Chief Secretary reiterated that to
go beyond 95,000 staff would put him into a very difficult
position in relation to his other colleagues and the need
to achieve the Government's overall manpower target. He
recognised the pressures described by your Secretary of State
and he wanted to be helpful. But even on the basis that
he resisted every other claim from colleagues and actively
sought out slippage and perhaps offsetting savings to balance
the books he could see no way of going beyond a target figure
of 96,000 which he hoped your Secretary of State would
recognise as an exceptional gesture towards his difficulties.
Your Secretary of State noted the Chief Secretary's offer
and emphasised the dangers of industrial action. Clear

warnings had been given, not by extremist groups but by
moderate union organisers and if these were ignored there
could be an expensive and damaging dispute in which the
Government did not have even a reasonable case to fight.

In discussion of the running costs associated with any
increase in the manpower target, the Chief Secretary pointed
out that an increase in the target to 96,000 would mean
increased running costs (and unless offset elsewhere within
running costs, a claim on the Reserve) of £114 million.
This would pose a major presentational problem for the
Government which had just announced a target for the civil
service as a whole of 5.8 per cent. It was essential to
minimise the increase in running costs; and any remaining
claim on the Reserve. Your Secretary of State said that
he did not believe that significant savings could be found
from his existing running cost provision which already
incorporated significant savings (for example from the
introduction of micro-computers and new procedures for handling
postal claims). If such economies had not continually been
found, the total staffing requirement for his department
would now be around 105,000 Sir Kenneth Stowe stressed that
while there was always potential for improving the way in
which a Jjob was done, improvement came through carefully

SECRET
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planned and implemented changes. There was not at the margin
an area of fat which could be squeezed out. Indeed, attempts
to tackle the problem in such a generalised way could

put at risk the real administrative savings which would
ultimately come through from the many planned measures being
implemented now.

In further discussion, the Chief Secretary emphasised
the problems both in relation to the overall increase in
running costs for the civil service and the size of any
remaining claim on the Reserve even on the basis of the
manpower target of 96,000 which he felt was the furthest

he could go. Your Secretary of State agreed to reflect further
overnight in the light of the discussion.

On the 1986 uprating, your Secretary of State said that
he faced a series of difficult announcements on the uprating,
NHS charges, and the package of changes on single payments
which would be needed to yield the £90 million savings agreed
in the last Survey. Of all these announcements, he and his
Ministerial colleagues regarded the proposed non-uprating
of Child Benefit as raising by far the greatest difficulties.
They had considered the position further since the Survey,
and in the 1light of developments since Christmas including
discussions since then about family taxation policy. They
had concluded that they would be ill advised to make no
uprating of Child Benefit in the coming uprating. He
recognised his commitments to finding the savings agreed
in the 1last Survey and he therefore proposed a package of
measures to save an equivalent amount of money on the basis

of which he now wished to proceed to uprate Child Benefit.

The Chief Secretary said that he was very sceptical
that an uprating of 10p would make a great deal of difference
to the family lobby. If a problem existed with Child Benefit,
a 10p uprating would not stave it off. Moreover, it had
been agreed in the PES round that Child Benefit should not
be uprated in July. There had been many changes since the
last Survey, including for example a sharp fall in the price
of o0il and consequential fiscal pressures. He acknowledged
that your Secretary of State had sought offsetting savings
to replace those it had been envisaged would be secured by
not uprating Child Benefit. But these savings had to be
seen 1in the context of an overall cost of the uprating of
£12 million in excess of that provided for in PES (on the
basis of the 1latest forecast inflation figures); and the
very large additional bids he was making on the administration
side which had just been discussed. Finally, the
Chief Secretary was concerned that an uprating in July would
cause more problems in the future by increasing the baseline
and restricting the Government's room for manoeuvre the
following April. Overall, he believed that the proposed
uprating was likely to cause more trouble than it was worth.

In discussion, your Secretary of State emphasised that

in his view it was a matter of political judgement whether
or not the uprating was worthwhile. It was not so much that

l10p was a significant sum in family policy terms but there

SECRET
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was a vociferous lobby, not least in the Parliamentary Par,j,
who would see non up-rating as confirming their worst fears
about the Government's longer-term intentions about
Child Benefit. This problem could be averted by a small
up-rating now for which he had proposed offsetting savings
in order to ensure no net cost arose. The Chief Secretary
emphasised that the proposal could not be seen in isolation
from the £12 million net additional cost of the up-rating
on the basis of the latest inflation forecast;, or the much
larger additional bid on the Reserve in prospecgkin the light
of their earlier discussion about the administration vote.

He agreed to reflect further overnight in the light of the
discussion.

It was agreed that your Secretary of State and the
Chief Secretary would need to make contact again by 1lunch

time today about the respective points which they had agreed
to consider overnight.

" -
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PRIME MINISTER 7 September

SOCIAL BENEFITS

Norman Fowler's Inquiry teams are busy considering:

Pensions

Benefits for children and young people

Supplementary Benefit

Housing Benefit

There are four key themes they should pursue.

Save money so we can cut taxes

We want to cut expenditure on benefits so as to finance the

Chancellor's strategy of raising tax allowances. The

Institute of Fiscal Studies estimates that only 54 per cent

L —

of the benefits we pay are strictly necessary to bring

incomes to the Supplementary Benefit subsistence level. We

can save money by focussing benefits on the poor.

o ——

Prosperous voters like their benefits, but there are strong

arguments for action:

It is these better off tax-paying recipients of benefit

e ————

who cause churning. We want clear water between

benefits and taxation.




The money these people lose in benefits will come back

to them through higher tax allowances. And without

-

these savings, we doubt whether the Chancellor will be

able to ease the tax burden significantly.

iii. If the middle classes are divorced from the benefit

system, they cease to lobby so volubly for ever-higher
benefits. It is perhaps the main reason why President
Reagan has had so much more success in cutting back on

social benefit expenditure than we have. That is why

the poverty lobby believes so strongly in universal

benefits going to all.

Simplifying the system

The DHSS absorbs 80,000 staff and spends £1.5 billion on

—

administering the benefit system. There are many competing

means tests. A - o =
S = W d,gl /\A(,( 0/ Co Oodll-w

We could cut down the total number of benefits by getting

rid of the anachronistic ones which do little good at high

cost. Death grant and maternity grant each pay out about

£20 million a year, and cost as much again to administer.

We could also cut back on the number of means tests by
having broader, cruder means tests for a smaller number of

basic benefits. The ultimate prize would be one basic means

test for Supplementary Benefit, Housing Benefit, and




possibly a means-related Child Benefit. This way, saving
money by focussing on the poor goes hand in hand with

cutting back on complexity and cost of administration.

Create pressures for sensible spending

The benefit system still assumes people can't run a family
budget. The DHSS in effect meets the bill which the

claimant presents, both with special payments under

Supplementary Benefit, and also rent and rates for poorer

P coliiiaidh

recipients of Housing Benefit. This is wrong:

It is not a way to encourage the housekeeping skills

which help to keep people out of poverty.

It encourages spivs and racketeers to charge high

——

prices to claimants, and then get the bills paid by the

DHSS. Payments for board and lodging under

Supplementary Benefit have risen from £200 million in

e

¥2§2 to £360 million in 1983.

Fixed payments to the claimants could encourage more

e

responsibility, and would put downward pressure on the

prices they pay.

Poverty and unemployment traps

Once the state is committed to maintaining a basic standard




of living, then a poverty trap is very likely. This happens

either because benefits are withdrawn via a means test or,
e ——

if they are universal, they cost so much that high marginal

tax rates are needed to finance them. But there is a choice

between a quick, nasty trap, taking benefits away rapidly in

a narrow area of income distribution; or a slower, gentler

trap, taking benefits away more gradually, but extending

into a broader area.

The current system gives a pretty severe narrow trap, where

income is not heavily concentrated. The best way of easing

it is to increase tax thresholds.

The Government has succeeded in reducing the unemployment
trap - the ratio between income out work and in work - by
taxing Unemployment Benefit and ending the earnings-related

supplement. But the evidence suggests that too many young

—

people are still caught in the trap. Less generous

Supplementary Benefit for them would help.

Root-and-branch reforms

Several different blueprints for root-and-branch reform have
been produced in evidence for Norman Fowler's Inquiry. The
main types are summarised in the Annex. They focus
exclusively on one principle - universal benefits, or means-

testing, or better contributory benefits - and abandon the

present compromise between all three approaches.




Of the three approaches, means-testing is the best. But

rather than distant utopian schemes, we need practical and
politically defensible steps which enable us to save money
in the short term so as to take people out of tax.

Different approaches to the reform of particular areas of

benefit are set out below.

Conclusion

The attached Annexes apply these principles to the main
benefits. It would be helpful to have your guidance on our
suggestions so that we can prepare for the Seminar on

4 October.

Dk WWUER

JOHN REDWOOD DAVID WILLETTS




ANNEX A

THREE TYPES OF BENEFIT REFORM

Universal (Basic Income Guarantee, Negative Income Tax)

Easy to administer
Eases acute poverty and unemployment trap problems
Expensive

Socialisation of income; state is both giver and

taker - ie churning

Contributory (Back to Beveridge)

-

Mo — vz
People know what they are paying for; — QXLZLoAl/
Focusses on contingencies that cause poverty

Expensive

Non-contributors then press for similar benefits
Inflexible as new contingencies arise - eg one-

parent families

Means test

Focusses on poor, SO saves money
Middle-class voters cease to have an interest in
high benefits

Administratively complex

Political problems with losers

Tapers may worsen poverty and unemployment traps




ANNEX B

BENEFITS FOR CHILDREN

In lQ%}:E}, about £3.7 billion of Child Benefit went to the
under—£§§. Various other minor benefits - such as Family
Income Supplement and child support elements in
Supplementary Benefit and Housing Benefit - together added

another £1 billion. There are four different ways of

cutting back:

Tax Child Benefit. This boils down to cutting it by 30 per

cent for most people, though it would not affect the very

poorest who are out of tax, and would fall most heavily on
higher-rate taxpayers. It would be administratively simpler

just to cut it by 30 per cent. That looks politically

unacceptable.

Abolish Child Benefit and convert it back into a Child Tax

Allowance. This is an attractive way of taking people out
of tax and reducing churning. But the old Child Tax
Allowance was abolished partly so as to save Revenue
manpower. Also we would have to provide benefit support for

poor families below the tax threshold.

Means-test Child Benefit. Child Benefit would be

reallocated so that more went to the poor and less to the

better off. But if the average family loses, it will not be




very popular; and if not, then there won't be much extra
money to direct towards the poor. It could worsen the
poverty trap and create another administratively expensive

means test without eliminating any.

Limiting the benefit to a narrower group. This might be a

better way of saving money than cutting everyone's Child
Benefit. We could just pay it for the under-5s, for
example, arguing that it compensated women for loss of
income wheq working was most difficult. The counter
argument is that the costs of children rise, and it should

therefore cover older children as well.

We recommend combining these approaches:

Save money so as to raise existing tax allowances,

given the difficulties of reintroducing Child Tax

Allowance.

Focus benefits on the poor to save money. This means-
tested child payment might also incorporate other

child-related benefit payments.

As there are particular problems, even for prosperous

families, if the wife has to give up work to look after

p——

young children, we could retain a non-means-tested

e

benefit for the under-5s.




A package along these lines would have something for

everybody. Variations on it could be analysed. The main

problem, as with any reform in this area, will be the

losers.




ANNEX C

SUPPLEMENTARY BENEFIT

One in eight of the population now depends on Supplementary
Benefit. As it goes to the very poorest, it is difficult to

achieve significant savings in the actual benefit payments.

But we see considerable scope for simplification so as to

save on administrative costs (currently 1l4p for every £1 of

e —
e — S —

benefit).

First, at the moment it is structured in three tiers - basic
payments, regular additional requirements, and one-off
payments for special needs. As much as possible should be

consolidated into the basic rate. This gives greater

individual responsibility for the household budget, is
simpler, and reduces the risk of fraud. Too many people are
still having basic items of household equipment "stolen" or
"broken" and getting a replacement_giiﬁ_Egr by the DHSS ..

Another distinction which could be lost is between short

rates for temporary claimants, and higher rates for longer-

— mp— —

term claimants. This has now become a way of diverting
assistance towards pensioners who do relatively better out

of Supplementary Benefit than any other group.

The savings and earnings disregards also need to be looked

at. If you earn more than £4 a week, £1 of Supplementary

e

Benefit is deducted for every extra £1 of earnings. This is

—




a major discouragement to part-time work. Working a few
hours a week can keep up morale, maintain the habit of work

and, indeed, people often learn about job opportunities at

—

the workplace. So we would prefer a withdrawal rate of,

ey

say, 50 per cent, though obviously this would have a public

expenditure cost.

One area for offsetting savings would be benefit payments to
16-18 year olds. It seems right that parents rather than
the state should normally take responsibility for young
people, unless they have clearly bepome independent (through
being orphaned or leaving home and marrying,ﬁg;r example).

The benefit system at the moment is too ready to treat them

as fully independent.

Simplification is the main requirement for the Supplementary

Benefit Review.




ANNEX D

HOUSING BENEFIT

This is where we are most likely to encounter immediate
political difficulties. Large cuts in the social security
budget are needed in this year's public expenditure round
just to get it back to the baseline, and the Treasury regard
Housing Benefit as the best candidate. It would be very
difficult to implehent cuts whilst the review team is still

sitting, and there is a risk that at least one member will

resign.

65 per cent of council tenants now get Housing Benefit. The

increases in council house rents over the past few years to

——— e —

bring them up to economic levels have led to a shift in

public expenditure from the DoE houSLng programme

SubSldlSlng rents to the DHSS Hou51ng Beneflt _programme

meeting the cost of unsub51dlsed rents. This seems to

defeat the object of the exercise.

There is another problem with Housing Benefit: it meets rent

and rate bills passiyely. So the private tenant has much

—

less of an 1ncent1ve to shop around, and is protected from

at for the Local Government Seminar). Housing Benefit also
acts as an anti-regional policy, because we pay out more in
prosperous areas of the country where housing costs are

high, and so subsidise the higher costs of employing labour




in those areas.

All this points to trying to achieve savings on Housing
Benefit either by reducing the rate of Benefit, or by
meeting an assumed standard cost of rents or rates.

objection to this is that as our housing market is so

inflexible it will be difficult for people to shop around

for cheaper accommodation. But we have got to start

somewhere. Indeed, these changes to Housing Benefit would
be another way of increasing pressures for liberalising the

UK housing market in other ways.
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PRIME MINISTER

£

Mr. Fowler would like to come and see you to report on

his four social security reviews which are all now launched

and operating. The pensions review, which was started
—————

——————

first, is well advanced.
— ——-———_
In addition to hearing his reports, you could urge him

to draw together in one exercise the poverty and

unemployment traps which will arise in each of the separate

benefit reviews (housing benefit, supplementary benefit,

provision for young people and children.) ‘(gu Crid alno vDASe
G Miﬂ';viv\as or umplermentction of Grifh Y

A half-an-hour slot is available before Cabinet on

28 June.

Agree?

AT

13 June 1984
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PRIME MINISTER

1984 SOCIAL SECURITY UPRATING

As is usual, I shall be announcing on 18 June the changes in social
~

security benefit rates which will come into effect at the end of

November. Colleagues will wish to be aware, before Cabinet tomorrow,
A e S ———
of what is involved.

N

PR,

Apart from the normal uprating of benefits, which in most cases

follows directly from the May RPI figure which will be announced this
Friday, I shall also be announcing a number of changes in benefit
structures and payment arrangements which are lfigi§‘to be
controversial. These follow from the outcome of the last public

——
expenditure round and the revised package of housing benefit changes

which I announced at the beginning of the year.

In accordance with the legislation we passed last year, the main

benefits are now uprated by reference to the movement in the RPI in

the year to May. For most benefits this means a rise of about

5.1 per cent, higher than last year and well above the 4.5 per cent
at which inflation is expected to be running when the new benefits
come into effect in November. We can certainly present this as good

news for those on retirement pensions, unemployment benefit and

family income supplement. For supplementary benefiET we increase
— e e

benefit rates by the RPI excluding housing (because housing costs
are covered separately through housing benefit). This will give a
lower figure - around 4.7 per cent - but this is still a little

higher than the expected general inflation rate in November. My

stance will be that the historic method of uprating benefits has now

proved that it helps claimants; that they will be doing better than

TN TN e —
inflation in November; and that we have maintained the value of all
TN N e espr—

the main benefits, whether pledged (like retirement pension) or not

(like unemployment benefit).

1
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But you and colleagues should be aware that there are some unpopular
elements in the package as well. First (subject to agreement by
Cabinet), this year's uprating will take effect on 26 November -

53 weeks, rather than the normal 52, after the last uprating. The
problem is that, because a year is slightly more than 52 weeks, if
we work on a 52-week year, the uprating date creeps slowly but
steadily forward over succeeding years. We legislated in 1980 to
overcome this 'creep' and delayed the uprating by two weeks. This
is the first time since then that the issue has arisen and I think
it right to establish now the policy that the uprating will always
take place in the last complete week in November. It will then be

generally accepted that once every 5 - 6 yearé‘we have a 53-week

. S —————
uprating year.

The other major change concerns the payment of additional allowances
to those on long-term supplementary benefit (mainly pensioners) for

special needs such as heating, laundry or special diet. Ever since

ki S ——
the higher long-term rate was introduced, it has been assumed that

50p a week ("the available scale margin") should be treated as being
e ———
available as a contribution to these special needs, ie 50p a week is

s \
deducted from the standard special allowances. Additions for

ﬂeating costs were excluded from this deduction in 1973. The
contribution of 50p was reasonable in 1972 when the differential
between the 1ong-;hd short-term scale rates was quite small. But
the 50p has not been increased since then even though the long-term
scale rate is now more than £7 above the ordinary rate for a single
person. I propose, thereégzzj now to increase the available scale
margin to El_g week and to reapply it to heating additions.
Although there will be no cash losers as the change will take place
at the time that benefig;-;;;-:;;;;;Ei there will be many who will

lose up to £1 on what they otherwise would have been paid. I will

be mitigating the effect of this change by excluding allowances for
children from the available scale margin deductions; by

egg;gg;ng the automatic provision of heating additions to all aged
65 or over instead of just those aged 70 or over; and by paying
higher rates of heating addition to the over-85s.

I shall also be announcing arrangements to simplify the paying of
family income supplement. FIS is paid for a period of 52 weeks

2
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from the time of the first claim even though, in many cases, their
circumstances may have changed. The amount paid is uprated during

the yedr like other benefits. In order to further simplify the

system and reflect the long period over which it is paid, the amount

of benefit will be kept constant throughout the year. Thus

upratings will only apply to new claims and claims which are renewed

after the uprating date each year. That will save £11 million in a

full year. -
S————————

There is one other change which I would like to announce on Monday -

and which is an essential part of my savings package - but on which

Tom King and I have been unable to agree. This concerns the

arrangements for paying unemployment benefit. . At present,

unemployment benefit is paid fortnightly - one week in advance and

one week in arrears. I wish to move to a system under which benefit
is still paid fortnightly but wholly in arrears. oy

This change would have advantages for me in expenditure terms, as

the benefit expenditure falls on my programme; it would save

£17 million in 1984/85 and £9 million in subsequent years. It would

also have operational advantages for Tom's Department: he would save
200 staff. The change would have the effect of providing claimants
s
with additional benefit payments at the end of a period of

"\—
unemployment (and when they will be working time-in-hand), rather

than at the beginning of the period when they have just received

their final pay packet (usually also in arrears). The change would

also avoid the current position where many claimants begin working
during a week for which they have been paid benefit in advance.

— o me——
They are thus paid benefit that they are not entitled to, but which

[ —

——

is in practice irrecoverable.
| e - g ——

I understand that Tom King feels this measure would be damaging and

that he will be minuting you separately on it.

My view is that, like any savings measure in the social security
field, this will attract some criticism but that the criticism will

be mush less substantial than for other savings measures I have to
undertake as it does not involve any loss of benefit entitlements.

—

3
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I shall be grateful for your views and those of colleagues. If
the change is to be made it is important that it should be contained

within my uprating statement.

To set against these measures I shall be making some small

improvements in the benefit system - in addition to the improved

additions for heating and for children's special needs mentioned
above. Of these changes, two are worth particular mention.

First, I shall be making real improvements in the age allowances
for war widows, and introducing a new higher rate for war widows
aged over 80. I shall also be announcing further progress towards
our Manifesto commitment to end the retirement pensioners' earnings
limit. The limit will be increased by more than the rate of
inflation - from £65 to EZE_Egr week.
#-————’_——‘

It will not be easy to present these changes in a positive light.
But, with the minor improvements which I shall be announcing, I hope
that it will be possible to reassure our colleagues that, for

instance, we are sticking to our commitments to protect pensioners.

I am sending copies of this minute to all members of the Cabinet and

to Sir Robert Armstrong.

13 June 1983
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SECRET

PRIME MINISTER

BILATERAL WITH THE CHANCELLOR

(i) 1984 Sociai Securaty Up-rating

Mr. Fow.er wlil bé& announcing tne cnanges in sociadi

security benerfit rates on Mondav. These wilii inciude the

changes resulting from las€ year's PES round as well as the

normal up-rating. These are all set out in the minute

attached which Mr. Fowler has circulated to colleagues. All

the items are agreed except that Mr. King is objecting to

the proposal to shunt payment of unemployment benefit back

S

one week. As the minute explains, there are good reasons

N——

for this - payment in arrears brings UB into line with
e S — ;

payment of wages so that there are no distortions as people

move from a job to unempioyment back to a job. 1In addition,

the change saves 200 posts in the DepartméE£ of Employment

e

e ]
as 1t 1s no longer necessary to chase up over payments.

Mr. King willi not be writing but proposes to raise the issue

orally at Cabinet.

You may want to discuss the nandling of this with the

Chancellor. While it 1is right that colleagues should be
—”

made aware of unpopular decisions before they are announced,

you will not want to allow Cabinet to re-open elements of

the package agreed between Mr. Fowler and the Chancellor.

These implement the decisions of the last PES round plus the

————

changes needed to finance the concessions made on housing
N ——

benefit. You should therefore indicate that discussion will
——————

be confined to the question of unemployment benefit.




SECRET
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(ii) Argentina

The Chancellor could bring you up to date on

Argentina's latest move in submitting a Letter of Intent to

the IMF Board without the agreement of the IMF team of

negotiators. There 1is also Argentina's threat to talk

e ——
directly to banks if the IMF rejects this package. You will

want to consider how the British banks should respond to

—

this.
’_‘_—-—q
(iii) The Chancellor may want to give you an early

indication of the PES round.

Y

(iv) You might want to compare notes on the outcome of the

e

Summit.

———"—
(v) The Chancellor may report on financial markets.

Three-month inter-bank rate has eased a little further and

now stands at nine and five-sixteenths.

1)

12 June 1984
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inflation and average earnings.

(Andrew Turnbull)
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The Prime Minister will wish to be aware of the economic assumptions
the Chief Secretary has in mind for use in the Government Actuary's

report on the s9gi%l_gggggi;y_bgngﬁi;a_ﬂnzating Order (to be
published around the end of June) and in the Public Expenditure
Survey.

The main assumptions are summarised as follows:

MAIN ECONOMIC ASSUMPTIONS

A~
e

-V

ykvkrr ™ 9

Average
Prices Earnings
AL—RD A Unemployment (per cent rise (per cent
:’A_}. (million) to May) rise year
g on year)

( *T’*O P |

(1)rcLy /1

2

1984-85 2.85 (238s) 5
1985-86 2.85
1986-87 2.85

1987-88 2.85 g

(1)Latest estimate. The actual May RPI will be published on 15 June.

The only assumptions to be published at this stage will be those

for unemployment and earnings for 1984-85, in the GA's report; they
are Underlined in the above table. For prices, the report will be
based on the actual May RPI to be published on 15 June.

CONFIDENTIAL
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For unemployment in 1984-8%5 it is proposed to stick to the figure
of 2.85 million (GE narrow excluding school leavers etc) quoted in
the White Paper for "1983-84 and thereafter". (It is the normal
convention to use the same figure for the later years.) 2.85
million has in fact turned out very accurate for 1983-84. The
internal Treasury forecast prepared at the time of the Budget

was for an average of 2.87 million in 1984-85., Since then we

have had the March figure of 2.90 million, seasonally adjusted.

In the light of the March figure, the Chief Secretary considered
raising the assumption to 2.9 million. On balance, however, he

does not feel that there are sufficient grounds for making any
change.

For earnings, it is proposed to give the Government Actuary an
average figure of 7 per cent for 1984«85. The figure published
for that year in his November report was 6% per cent. The latest
monthly figure (for January) shows an underlying growth of 7% per
cent. It has been steady at that figure since August, and the
internal forecast for 1983-84 as a whole is 7.7 per cent. For
1984-85 the internal forecast at the time of the Budget was for
an increase of 7 per cent., The main influence on this is the
average level of settlements in the current pay round. In the
private sector, settlements seem to be stabilising at about

5-6 per cent, perhaps a little higher than previously expected
and not much lower than in the last round. Overall, it now seems

more likely that the increase in earnings will be nearer 7} per
cent than 7 per cent.

Publishing an assumption as high as 7! per cent for 1984-85 would
however have an influence on expectations and pay negotiations.
It is 23 per cent above the expected May RPI increase, and 1 per
cent above the assumption of 6] per cent published in the GA's
November report. Although it is described as an assumption,

not a forecast, it could give a signal to pay negotiators that
the Government is revising its earnings expectations upwards.
The risk of this is however limited to some extent by the timing
of the report: when it appears at end June/early July, the
1983-84 round of pay negotiations should be mostly complete,

and the beginning of the 1984-85 round will be some time off.
Publishing a 7i per cent assumption in the Summer would be
unhelpful, but there is potential for greater damage if a

lower figure (say 61 per cent) were published and subsequently
had to be revised upwards in the November GA report, which

comes at a sensitive time in the 1984-85 pay round.

On balance, Treasury Ministers feel an assumption of 7 per cent
should be used. But to minimise the risk of any wrong signals
being given to pay negotiators, we will tell the GA to include
in his report the estimated outturn for average earnings in

1983-84, which is likely to be 72 per cent. This will make it
clear that the assumption for 1984-85 represents a significant
fall from the outturn for 1983-84,

:
(- el
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PRIME MINISTER

Mr. Fowler's Pensions Speech

You may be interested to see the attached

copy of the speech given by Mr. Fowler in the

pensions debate last week. The speech was

s ———————

not only an effective defence of the

Government's record, but also contained the

——

announcement of Mr. Fowler's pensions inquiry.

e .

If you have time, therefore, it is worth a

glance. X -

= ol

<3

28 November, 1983.




PENSIONS SPEECH

Mr Speaker, I welcome again the honourable Gentleman for Oldham
to his new job and to our debates. It is true, of course, that
the honourable Gentleman for Oldham comes to theée debates with a
record of his own. He was a junior Minister in the Department of
Health and Social Segg;ity in the last Labour Government between

June 1975 and April 1976. And that was a period which was
) ]
significant for pensioners in a number of ways which doubtless,

temporarily, have slipped the honourable Gentleman's mind.

First, he didn't say much about inflation, but at that period
——————

inflation was destroying pensioners' savings at a record rate -

the highest rate of inflation for generations. 26.9 per cent was
=

reached in August 1975 in his period of office at the DHSS and he

| must be uniquely qualified to talk about the effects of inflation

/| on the pensioner.

Secondly, there is the matter of the Christmas bonus. Labour now

say a great deal about increasing the Christmas bonus. But it is

worth remembering that during this period the Christmas bonus was

—

not paid at all.

/——“\\

And third, and most significant of all, was that he was a Minister
at the Department of Health and Social Security when the Ministers

there decided to change the basis of uprating. It was then that

—

they decided that if they kept to the historic method and therefore
looked back, they would have to pay more than if they looked forward

and made a forecast for a periéd when inflation would be lower.
gt =




The result was that the Labour Government, which should have paid

—

out 21 per cent on the historiq'metggd, paid out 15 per cent and

saved itself £500 million - in today's prices over a billion pounds.

e ———
————————— e

So, with respect to the honourable Gentleman, he and the team of
— il

Ministers at the DHSS in that period have precious little to boast

about. And I must tell the House that the honourable Gentleman's

——————

reception from pension organisations during that period was less

than ecstatic. If I can quote from The .Times of March 11 1976 under

the heading "Minister shouted down at pensions rally", the paper
reports that "old age pensioners shouted down Mr Meacher,

Under Secretary of State at the Department of Health and Social
Security, yesterday as he tried to explain the Government's record

on pensions".

And before the honourable Gentleman claims that that was a meeting
of retired Conservative Agents, let me point out that it was a rally

of 2,000 pensioners from all over the country organised by a trades

—— =

union action committee. So I have to say to the honourable Gentleman

that I believe that he has a great deal to be modest about his own
record and that we on this side do not feel inclined to take lectures

from him or his colleagues in this area.

And I say that for three main reasons. First, the motion which

stands in the name of the honourable Gentleman and his colleagues
condemns the Government for what it calls the attack upon the living
standards of pensioners in this country. And the honourable Gentleman
has ranged wide in his speech - from the new method of uprating to the
changes in housing benefit. And I will come to both those points

because they are clearly important.




But what I found strange about the honourable Gentleman's speech was
not what it included but what it left out. It is a debate about
living standards and one would have thought that the honourable
Gentleman's starting point would have been that the rate of inflation
in this country is now down to levels not experienced since the 19@35

——— — ——e

Surely that is one of the most dramatic achievements of this Governme:

and also one of the most dramatic contributions to the living

standards of retired people in particular - who all too often in the

past have seen their savings slashed in real value.

=

The single greatest threat to the financial security of old people

—

would be the prospect of a return to the levels of inflation which so

ravaged the economy in the mid-1970s. There was a period when that

— e

fact was recognised by the Labour Party. The White Paper entitled

The Attack on Inflation published in July 1975 noted that prices had

risen 25 per cent in twelve months. And in unequivocal terms it

declared:

"This must notlgo on. Failure to control inflation would mean
massive and indiscriminate cuts in public expenditure with crippling

damage to the social services. Success in controlling inflation is

the best guarantee against this."

The statement is as true today as it was then. The tragedy of the

Labour Party is that the bitter truths learnt then have been forgotten

—

now. But I must tell the honourable Gentlemen opposite that the

o —
people of this country have not forgotten the fact that they presided

over a fall in the value of money of 110 per cent. That is

e ——
particulariy true of retired people who saw the value of their savings

halved and the security of fixed incomes shattered. They look to




Government to protect their savings - and I believe that Government
has a duty to do that. So it is not enough for any Government to
say that they have kept National Insurance pensions in line with,

say, the cost of living index and ignore the actual rate of price

——

——

increases. Because if inflation rises at 20 per cent a year that
el

not only erodes savings: it not only eats into occupational pensions
p— ‘_‘__—_”

which for so many are not index linked: but it also destroys the

.

base of industry from which the resources for social services

———

provision come. And so I say this first that any Government which is

e
really serious about maintaining the living standards of pensioners

must also be really serious about reducing inflation. And the public

—

can judge for themselves in which party they have most confidence the

—

—

Second, I do not accept the charges made by the Opposition even on

S —
their own terms. I certainly accept that Government has a
&= —

responsibility to provide not only for National Insurance pensions

but also extra help to those who need it. But what are the facts

—

————

there? The facts are that in spite of the worst recession since
the end of the Second World War we are currently spending £35 billion

a year on the social security budget. As the result of the

=

Chancellor's statement last week, spending next year will increase to

almost £37 billion a year. By any standards that is an enormous
budget - amounting to over a quarter of all public spending - and

over half of that budget is devoted to pensioners and to the elderly.

'

The improvements in benefits payable from this week mean that:

pensions have increased from £32.85 to £34.05 for

a single person and from £52.55 to £54.50 for a
’____—_—\

married couple. That means that the Government

has more than fulfilled its pledge to protect the




real value of pensions because this week's uprating

takes the pension rate to a figure 75 per cent above

the rate in November 1978. And over the same period
e

the Retail Price Index will have increased by about

7Y per cent;
10

 —a

as far as supplementary benefit is concerned, we have
raised the capital limit for supplementary pensions

by 20 per cent to £3,000. We have also increased

the.single payments limit by 66 per cent to £500.

And we have introduced a £1,500 disregard of the

surrender value of life assurance policies;

while in the last budget tax thresholds were increased
so benefitting in particular those on lower incomes
and taking 11/4 million people out of tax altogether.
About 1/4 million of these were elderly taxpayers most

of whom were pensioners.

as far as the next uprating is concefﬁed the honourable
Gentleman will have heard the statement of the Chancellor
of the Exchequer last week. He will know that as a
result of that not only pensions but other benefits like
supplementary benefit, unemployment benefit and child
benefit will be increased in line with prices. Of course
I concede that we have had to make some economies.

It would have been remarkable in a budget of £37 billion
had we not. But what the honourable Gentleman has to
remember about housing benefit is this: Expenditure on

housing benefits currently amounts to something




approaching £4 billion. It goes to almost 7 million
d—-—:?—" e ——

households - affecting some 21 million people -

——
_————————— e

over 40 per cent of the population. The changes to

J

come into effect next April will amount to less than

5 per cent of total expenditure and will still leave

some 6.3 million households receiving help. Moreover

we have specifically designed the changes to protect
poorer households, and pensioners in particular. The
great mojority of pensioner claimants will be totally

unaffected by the changes.

But then there is the further charge that the honourable
Gentleman makes - namely that we have changed the system
of uprating from the forecast to the historic or actual
method to the disadvantage of beneficiaries. I have
already touched on the reasons why we ever moved to the
forecast system in the first place. And if anyone wants
confirmation of the motivation of the then Labour
Government for that change they only have to read the

memoirs of the former Chief SecretarY{ Lord Barnett.

"Later, I managed to obtain a change to fix the
e —

pension increase to be announced in the April, on the

"forecast" increase in earnings or prices to the

——————

following November. The reason was simple: with

—————————

inflation forecast to show a substantial fall, if
we had not made such a change, we would be increasing
pensions and other benefits by nearly 30 per cent".

(Inside the Treasury, p.52).




So the fact was that the last Labour Government moved to
the forecast method for no other reason than to make a
once and for all saving at the expense of pensioners.
There is no conceivable question of that. But what also

became clear later was that the forecast method that

they then lumbered us with was more often wrong than
e —— —n

right. 1In the past seven years the forecasts have been

e — e
wrong five times. Sometimes there has been an over-

— —

estimate of inflation; sometimes an under-estimate.
But the ‘measure used to determine pensions and benefits
for millions of people was shown to be three times more

likely to be wrong than right.




S0 in the Social Security and Housing Benefits Act which we

introduced in April of this year the system was changed and we

went back to the actual method of measurement. In other words
———————————

what we do now is to have the benefit of an exact measurement of

inflation between May in one year and May in another. That figure

becomes available in June and it forms the basis of the November

uprating.

But there is one significant difference between our proposal and

what the Labour Party did in 1975. In 1975 the Labour Party made

—— .

a once and for all saving. There was no way in which pensioners

could ever catch up the £500 million they had lost. By definition
what happens under our system is that if there should be an increase
in inflation between May and the time of the November uprating then
it is automatically taken account of in the following uprating.
These arguments were fully and extensively debated earlier this
year. We have had now an increase of 3.7 per cent - had we stuck

to the old forecast method and had inflation been forecast at

6 per cent, then the result would have been taking account of an
adjustment of 2.7 per cent in respect of the previous year's

S——
overestimate - an uprating of 3.3 per cent.

———————

But, Mr Speaker, there are wider issues concerning pensions policy.
The decisions we make now do affect the entitlement of people in
twenty, thirty or forty years time. It is right for the honourable
Gentleman to be concerned about the level of National Insurance
pensions. But it is surely also right for him to be concerned
about the conditions of occupational pensions. 11% million people

N
in this country are now covered by occupational pensions and it is

-right that we should see that their interests are protected as well.
If I may say so, that was at least part of the intention of the

1975 Social Security Pensions Act. That was a Bill that this Party,




then in Opposition, gave an unopposed second reading. And we

——————————

did that because in pensions policy it is necessary to have a
degree of consensus between the parties on the way ahead. Prior
to that Bill various schemes had been put forward and had perished.
There was the Crossman scheme: there was the scheme of my

right honourable Friend, the Member for Leeds. We on this side -
and I was myself Chief Opposition Spokesman at the time - took the

views of the pensions industry who overwhelmingly advised that we
el i)

should proceed on the basis of the proposals contained in that '75

e |

Bill and that there should be a firm, long-term basis for pensions
M_—«—&J .

development. The result has been a partnership between the

Government and the occupational schemes in the provision of
pensions and I would suggest that that partnership has been to the

overwhelming benefit of the public.




But let me make this clear. Although occurational pension matters
are generally negotiated between and financed by employers and

employees, the Government nevertheless does have a role to play.
‘____—————-—-—'

Most employees in occupational schemes have no option but to join
: contract of
the scheme as part of their/service. The Government cannot,

—

therefore, turn a blind eye to any situation in which members may
find themselves joining schemes with apparently favourable terms

only to find the unfairness of those terms should they later leave

—_—

that job. Basically that is the problem of the early leave;g.

- ———)

The problem is that someone who leaves a scheme and goes to another

job often leaves behind him a pension entitlement but that

entitlement is frozen in real terms until the age of retirement.

— g

~

Alternatively, if he transfers his pension then the transfer value

also reflects the frozen rights.

I do not believe that that position can be justified. In their
1981 report the Occupational Pensions Board declared that it remains

a fact that many early leavers lose and they often lose substantially.
-—\

It cannot make sense when job mobility is much more common than it

————

used to be that the present position should continue. It also

cannot be just that early leavers from pension schemes should suffer
pe—

in relation to those who stay.
—

——————h

It was because of this concern that in September I convened a
conference on early leavers. I do not pretend that there is total
agreement but I think that there is now a very wide consensus and
acceptance that reform is needed. Consequently the Government
have now decided that it would be right to legislate at the next

suitable opportunity.




The legislative changes we propose will be broadly on the lines
of the Occupational Pension Board's major recommendation. They

will require schemes to revalue the pension rights of early leavers

w—

up to the time when they take their pension by 5 per cent a year

—

N ————

or, if prices rise by less than 5 per cent, by that amount. Next

e —

week I will be issuing a consultatlve document setting out the
Government's proposals in greater detail and I would like to have

reactions and comments by the end of February so that we can keep

open the optlon, which has many attractions, of legislating next

session.

emns—

A linked area in which we look for improvement in the operation of

occupational pension schemes is the disclosure of information to

= e —

members. It is important that members of pension schemes should
e

not only be provided with full information about their own individual

pension rights, particularly when they change jobs, but also have

access to information about the general situation of the scheme itself,

as revealed by audited accounts, actuarial valuations, annual trustee

reports, investment reports, and so on. This was the subject of a
further report by the Occupational Pensions Board in 1982. At the
time of publication I said that the Government accepted in principle
the need to legislate on disclosure of information to members of
occupational pension schemes, I also announced the setting up of

a working group of officials to consider the pensions law. I am
considering their conclusions, which also cover the possibility of a
register of occupational pension schemes, the need for trustees' and
employers' responsibilities to be clarified, and the question of
supervision. I will also pay careful attention to the outcome of
Professor Gower's study on the protection of investors in and
beneficiaries from pension funds. Once I have those proposals,

11




which I understand will be very shortly, I intend again to publish

a consultative paper on these matters also. Again, the aim would

be to start the consultative process early in 1984 so that these
disclosure measures might be included in the same legislation

proposed for early leavers.




on early leavers and disclosure

This much then has been decided for legislation/. But one of the
o - U, il | BN LAY ' SN e el e o .

proposals which is now attracting a great deal of attention is the

——————E—E————————————

-

proposal that individuals if they wish may be given the chance to
— T includes e

have their own personalised pensions. This the proposal for

NSO
personal and portable pensions which has been put forward by among

others Mr Nigel Vinson. The aim would be to encourage schemes in
which the individual member can be told what his personal stake in
the pension fund is and in which he can identify the units of pension
wealth he has built up. At the minimum this would promote greater
interest in the development and investment of funds. The ultimate
aim would be that people leaving a job would be able to take with

them the pension wealth that they had built up in it.

The debate which has been opened up by this proposal for a portable
pension has demonstrated both that the concept has considerable

attraction to many people but that also there are considerable

practical problems to be overcome. For example, there is the

problem of the contracting out conditions needed for mopey purchase
schemes and there is also the whole issue of the employers'
contribution. Nevertheless, I believe that this proposal deserves
careful study and it comes together with a number of other very
important questions which will require decisions over the coming

years in both the field of State and occupational pensions.

The question of personal portable pensions is only one aspect of
pensions. There are a number of other important aspects of pensions
which, of course, are of interest tb'everyone in this country
that require study. There is the question of pension age; there

is the question of the balance between the working population and




the retired population; and there is the whole question of

demographic growth. These are issues which will crucially affect

the expectations of millions of the public for twenty, thirty,

forty years ahead.
- —

Accordingly, the Government believe that it is the right time to

———

set up a special inquiry into provision for retirement which I shall

myself be chairing and whose terms of reference will be:

"To study the future development, adequacy and costs of

State, occupational and private provision for retirement
‘—-——H-—“"ﬁ

in the United Kingdom, including the portability of pension
rights, and to consider possible changes in those
arrangements, taking account of the recommendations of the

Select Committee on Social Services in their report on

retirement age".

Pension Age

I have already mentioned one of the important issues which the
inquiry will need to look at in depth. That is the scope for

personal portable pensions. Another major issue to be tackled

by the inquiry is that of pension age. The House here has the

—_—
benefit of the report of the Select Committee on Social Services
on this subject but the decisions to be faced could involve very

substantial costs to be borne by future generations of contributors.

That cannot be considered in isolation from other pensions issues.




The House will be debating this matter on Friday when my right

hon Friend, the Member for Eastleigh, moves the second reading

of his bill on pension age. And I am tomorrow publishing the

Government's response to that Select Committee report. It will,

ST —
I S E———————— )

of course, refer to the forthcoming Inquiry. This will all form an

——

integral part of that inquiry.
P ———————————— o —

DEMOGRAPHY

Another important issue is possible changes that might occur in the
age structure of the population over the next forty years. The
e — - ~——

present projections show a patchwork with falls as well as rises

—_— e~

in the numbers of old people relative to the rest of the population.

The numbers of people over 65 - who have risen by more than one-third
—_Z R R S ———

over the past twenty years - will now remain more or less stable as

a proportion of the population until about 2010. Thereafter, they

R
———

will increase quite rapidly.

—

-
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Estimates of future pension costs must, of course, depend very much

on assumptions about matters like the future age structure of the

s -]

population. Other crucial assumptions are about price increases

S —_——
and earnings increases. Let me illustrate this from the recent

report by the Government Actuary on long-term pension costs. On

N ———

S

the least favourable assumption about the real increase in earnings,

g

the Government Actuary's report shows that Class 1 contribution rates

———— e e e N

would increase from 15.4 per cent in 1985/86 to 21.9 per cent in

2025/26. On another assumption, that the real increase in earnings

‘__-—-‘—\
is in line with the historic growth of 2 per cent and that the pension

remains price-protected, the contribution rate would fall in the same

period from 15.4 per cent to 13.5 per cent. What this underlines

‘ “

is the importance of reviewing the whole pééition very carefully

—

before taking decisions.




As to membership of the Inquiry, it will include other

Government Ministers and the Government Actuary as well as figures

—

from outside the Government. These will include Mr Stewart Lyon,

T —————————————— S ——————————n

President of the Institute of Actuaries, Mr Marshall Field, Chairman

of the Joint Working Group of the main occupational pensions

organisations and Professor Alan Peacock of the Independent University

of Buckingham.

— B

There is I think one other important point to make. No-one can

doubt the public importance of pensions policy. These are issues

——

for public debate and accordingly I would like to conduct this Inquiry

———————

as openly as possible. The public, employers, unions, pensions

—— Y

interests, will all be invited to express their views and they will

be free to make their evidence public. Certainly also we will
expect to have some public sessions.But I do not envisage this as an

Inquiry which goes on for year after year.

My aim is to produce conclusions from the early stages, particularly

on portable pensions,by the Spring. I hope that the Inquiry will

be completed by next Summer [or Autumn], and the Government will

publish their conclusions from it as soon as possible afterwards.
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Conclusions

Provision for retirement is an issue in which we all have an interest.
——————— e ———

We have a duty to satisfy ourselves that the pension promises of today

will become the pension payments of tomorrow. My aim in setting up

—

an Inquiry is not to call in question the pensions structure that was

established in the 1970s with all party agreement. On the contrary,

it is to ensure:

that our pensions structure is soundly based;

that it is fair as between contributors and

beneficiaries and as between all scheme members;

and that it continues to command the support of

the community as a whole.

A responsible Government must look ‘ahead. Only in that way can we
|

be sure that successive generations of pensioners get the pensions

they need and deserve. We are proud of what this Government has

done for pensioners since 1979. I want to see that record maintained

for future generations of pensioners.




Pensioners
[Mr. Meacher]

consequences will not only be those set out in our motion
—lower living standards. There will also be the loss of
the care on which they depend and which they desperately
need, and unquestionably for some it will mean premature
death. Last Friday I visited Thornton Heath hospital in
Bradford, of which the Minister will be aware, where 70
frail elderly patients are looked after lovingly by staff
whose devotion to them led them to occupy the hospital.
Now it is threatened with closure by the so-called Lawson
cuts. It is the only home that those elderly and helpless
patients know. If the Government cuts force its closure,
and that of many similar hospitals, it will almost certainly
mean that half of the patients will die within about three

months. That is what happened when the Government °

forced the closure of St. Benedict's hospital, and the story
is being repeated all over Britain. The elderly are
suffering, and the consequences are tragic.

Is that what we have come to in Britain? Do not the
pensioners, who have served Britain with their Jabour for
all their lives, deserve better from us? Are not the
indignities and deprivations that I mentioned, and the
multiple hardships that are being heaped on millions of
pensioners, an indictment of the nation and of this
Government, who have made it all too clear that their
priority is to stuff the pockets of the rich with gold, even
if it means that the elderly and the poor go without food
and suffer the cold?

We believe in a better society, a society where
pensioners share in rising living standards, where

expanding health and personal social services provide a
base for security and dignity in old age, and where the

needs of the elderly are not sacrificed to he interests of
those who have wealth and power. It is because we not
only believe in that but have shown in the past how on each
count rhetoric can be matched by action, that I call on all
my right hon. and hon. Friends and all other hon.
Members who share our ideals to vote for our motion
tonight.

.Mr. Deputy Speaker: I inform the House that Mr.
Speaker has selected the amendment standing in the name
of the Prime Minister.

5.40 pm

The Secretary of State for Social Services (Mr.

Norman Fowler): I beg to move, to leave out from
“House” to the end of the Question and to add instead
thereof:
“congratulates Her Majesty’s Government for successive
increases in retirement pensions which have increased the
purchasing power of nine million pensioners since 1978-79;
recognises the success of this Government’s economic policies
in reducing and controlling inflation; and notes that the greatest
single threat to the security, savings, and living standards of
pensioners would be the reversal of these policies.™

I again welcome the hon. Member for Oldham, West
(Mr. Meacher) to his new job and to his first debate in that
capacity. He comes to these debates with a record of his
own, because he was a junior Minister at the Department
of Health and Social Security in the Labour Government
between June 1975 and April 1976. That period was
significant for pensioners in a number of ways which it
appears have temporarily escaped the hon. Gentleman's
memory.

First, my hon. Friend the Member for Birmingham,
Edgbaston (Mrs. Knight) was right in what she said. The
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hon. Gentleman did not say much about the rate of
inflation during his time at the Department of Health and
Social Security. During that period. inflation was
destroying pensioners’ savings at a record rate. It was the
highest inflation rate for generations. During his period at
the DHSS it reached 26-9 per cent. So the hon. Gentleman
is uniquely qualified to talk about the effects of inflation
on the pensioner.

Secondly, there was the matter of the Christmas bonus.
The hon. Gentleman did not mention that, although he
mentioned virtually everything else. Opposition Members
now say a great deal about increasing that bonus, but it
should be remembered that in 1975 and 1976 the Labour
Government did not pay a Christmas bonus at all.

Thirdly, and most significant — this is particularly
important, bearing in mind the hon. Gentleman's remarks
about cynically changing the system—he did not say
that during his time as a Minister at the DHSS, Ministers
decided to change the uprating basis. They decided to
switch from the historic to the forecast method. That

. meant one thing, and one thing alone: they did not pay

pensioners for the period when inflation was at its highest.
As aresult, the Labour Government, who should have paid
21 per cent. on the historic method, paid 15 per cent.,
thereby saving themselves £500 million. At today's prices
that is more than £1 billion. Therefore, we shall not take
lectures from the hon. Gentleman.

Mr. Meacher: No doubt the Secretary of State has had
Conservative Central Office, as well as his Department,
working flat out to find criticisms, so I hope he will accept
that what he has said is remarkably feeble. Bearing in mind
the three criticisms that he has made, will he confirm that
pensions rose by 20 per cent. over and above inflation
during the Labour Government’s five years in office and
that under his Administration and that of his predecessors
pensions rose by 3 per cent.?

Mr. Fowler: If the hon. Gentleman regards the three
criticisms that I made of his record as feeble, I should tell
him that there are many other criticisms that we shall make
of it. It would be a mistake for the House to believe that
in his period at the DHSS he was seen as the unquestioned
hero of the pensioners. I quote from The Times of 11
March 1976, which, for the hon. Gentleman, had the
rather unpromising-headline:

“Minister shouted down at pensions rally.”

The report says:

“old age pensioners shouted down Mr. Meacher, Under
Secretary of State at the Department of Health and Social
Security, yesterday as he tried to explain the Government's
record on pensions.”

Before the hon. Gentleman claims that it was a meeting
of retired Conservative agents, 1 should point out that it
was a rally of 2,000 pensioners from all over the country,
and it was organised by a trade union action committee.
The hon. Gentleman has a great deal to be modest about
on his own record, and we on the Conservative Benches
do not feel inclined to take lectures from him.

Mr. George Foulkes (Carrick, Cumnock and Doon
Valley): Before the Secretary of State leaves the three
points of criticism, one of which was the Christmas bonus,
will he be announcing an increase in the Christmas bonus?
Is he aware that to maintain it at the level at which it was
introduced, it should now be £38? Will he accept the early-
day motion that was signed by many of his colleagues,
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including the hon. Member for Watford (Mr. Garel-
Jones). who has conveniently disappeared? Ah, there he
is! Will the Secretary of State announce an increase in the
Christmas bonus today, because this is the perfect
opportunity?

Mr. Fowler: The hon. Gentleman's eyesight is about
as bad as his points. My answer is that we have no
intention of abolishing it this Christmas, which is what the
hon. Member for Oldham, West did.

Mr. Simon Hughes (Southwark and Bermondsey):
Before the Secretary of State leaves the subject of meeting
pensioners, is he prepared to say that he will leave the
doors of his office and come and meet the hundreds of
pensioners in Southwark who today said that the Labour
Government's record was inadequate, but that this
Government’s record was considerably worse? Does he
accept that pensioners in Britain are worse off than
pensioners in any other state in the European Community?

Mr. Fowler: I shall do a deal with the hon. Gentleman.
Rather than leaving the doors of my office, I will open the
doors of my office and he can bring a delegation of
pensioners to see me.

Mr. Hughes: The only problem is that the Minister’s
colleagues might be a little perturbed to see 700 pensioners
coming up the escalators at Alexander Fleming house.
However, if the offer is on, I shall certainly accept it.

Mr. Fowler: The offer is on, and I should be delighted
to see a representative delegation.

I say that Conservative Members are not prepared to
accept lectures from the hon. Member for Oldham, West
for three major reasons. First, the motion that stands in the
name of the hon. Gentleman and his colleagues is headed:

“Pensioners’ Loss of Purchasing Power.”

The hon. Gentleman in his speech ranged from the new
method of uprating to the changes in housing benefit. I
shall come to those points, because they are clearly
important.

If this debate is about living standards, I should have
thought that the hon. Gentleman's starting point would
have been the rate of inflation. The fact that inflation is
down to levels not experienced since the 1960s is surely
one of the Government’s main dramatic achievements and
contributions to the living standards of retired people who,
all too often in the past, saw their savings slashed in real
value. The single greatest threat to the financial security
of old people is the prospect of a return to the levels of
inflation which so ravaged the country in the mid-1970s.

There was a period when that fact was recognised by
the Labour Front Bench. The White Paper “The Attack on
Inflation” published in July 1975 noted that prices had
risen by 25 per cent.

In unequivocal terms it declared:

“This must not go on. Failure to control inflation would mean
massive and indiscriminate cuts in public expenditure with
crippling damage to the social services. Success in controlling
inflation is the best guarantee against this.”

That statement is as true today as it was then.

The tragedy of the Labour party is that the bitter truths
that were learnt then have been forgotten, but the people
of this country have not forgotten that the previous Labour
Government presided over a rise in prices of 1 10 per cent.
That is particularly true of retired people who, as my hon.
Friend the Member for Edgbaston said, saw the real value
of their savings eroded and the security of their fixed
incomes shattered.
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It is fair to say that retired people expect the
Government to protect their savings, and I believe that the
Government have a duty to do that. It is not enough for
any Government to say that they have kept national
insurance pensions in line with the cost of living index and
to ignore the rate of price increases. If inflation rises at 20
per cent. a year, that not only erodes savings and eats into
occupational pensions—many occupational pensions are
not index linked—but it destroys the base of industry
from which the resources for social provision can come.

Any Government who are serious about maintaining
pensioners’ living standards must also be serious about
reducing inflation in this country. The public can judge for
themselves in which party they have the most confidence.

I cannot accept the charges made by the Opposition,
even on their own terms. I accept that the Government
have responsibility to provide not just for national
insurance pensions but for extra help for those who need
it. The facts are that, in spite of the worst recession since
the end of the second world war, we are currently spending
£35 billion a year on the social security budget. As a result
of the Chancellor of the Exchequer’s statement last week,
net spending next year will increase to almost £37 billion.
By any standard, that is an enormous budget, amounting
to nearly 30 per cent. of all public spending. Over half of
that is devoted to pensioners and the elderly.

Mr. David Winnick (Walsall, North): Does the
Minister accept that the increases in fuel prices will be a
nightmare for many pensioners during the winter? Do the
Government intend to help any of the 2 million pensioners
who are not on supplementary benefit but are in receipt of
rent and rate rebates and do not receive a penny towards
their fuel bills? Does he recognise the hardship,
rightmares and agony suffered by those who cannot afford
an increase in fuel prices? The price of gas has increased
by 116 per cent. during the past four years, which is double
the increase in the retail price index.

Mr. Fowler: I recognise those problems. I hope that
the hon. Gentleman recognises that expenditure on heating
additions will be about £100 million more this year in real
terms than during the last year of the Labour Government.

It is important to say that the improvement in benefits
payable from this week means that the Government have
more than fulfilled their pledge to protect the real value of
pensions. This week’s uprating takes the pension 75 per
cent. above the rate in November 1978. Over the same
period the retail price index increased by about 70 per cent.

We have raised the capital limit for supplementary
pensions by 20 per cent. to £3,000. We have also increased
the single payments limit and introduced a £1,500
disregard of the surrender value of life assurance policies.
In the last Budget, tax thresholds were increased,
benefiting people on lower incomes and taking about 1-25
million people out of tax altogether—and many of those
were pensioners. The hon. Member for Oldham, West will
have heard the Chancellor of the Exchequer’s statement
last week. He will know, therefore, that we have made
provision for not only pensions but other benefits —
supplementary benefit, unemployment benefit and child
benefit— which will be increased in line with prices
next year.

Mr. Jeff Rooker (Birmingham, Perry Barr): Will the
Secretary of State assure the House that in operating the
commitment that he has just given about the increase in
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[Mr. Jeff Rooker]

benefit next year, there will be no fudging of figures as in
the cuts in this week's increase to pensioners with children
and widowed mothers?

Mr. Fowler: There will be no fudging of figures. I can
also give an assurance on one of the points raised by the
hon. Member for Oldham, West about widows. We do not
intend to change the position of widows.

Mr. Rooker: I said “widowed mothers.”

Mr. Fowler: We had to make some economies in this
year’s budget. We made no secret of it. It would have been
remarkable in a budget of £37 billion had we not. The hon.
Member for Oldham, West must remember that
expenditure on housing benefit currently amounts to
something approaching £4 billion. It goes to almost 7
million households and affects 21 million people. The
changes to come into effect next April will amount to less
than 5 per cent. of total spending and will leave 6-3 million
households receiving help. Moreover, we have specific-
ally desiged the changes to protect poorer households, and
that includes the pensioners.

The hon. Gentleman made the further point that we
have changed the system of uprating, from the forecast to
the historic or actual method, to the disadvantage of
pensioners. I have already touched on the reasons why we
moved to the forecast system in the first place. If anyone
wants confirmation of the motivation of the then Labour
Government for that change, they have only to read the
memoirs of the former Chief Secretary to the Treasury,
Lord Barnett, who said:

“The reason was simple: with inflation forecast to show a
substantial fall, if we had not made such a change, we would be
increasing pensions and other benefits by nearly 30 per cent.”
There is no doubt why the Labour Government moved that
way. They moved for no reason other than to make a once
and for all saving at the expense of pensioners. What also
became clear later was that the forecast method with which
they then lumbered the country was more often wrong than
right. During the past seven years, forecasts have been
wrong five times. Sometimes there has been an
overestimate and sometimes an underestimate of inflation.
The measure used to determine pensions and benefits for
millions of people was shown to be three times more likely
to be wrong than right.

So in the Social Security and Housing Benefits Act
which we introduced in April this year, the system was
changed and we returned to the actual method of
measurement. In other words, we have the benefit of an
exact measurement of inflation between May in one year
and May in another, and that figure becomes available in
June and forms the basis of the November uprating.

If 1 may say so, there is one significant difference
between our proposal and what the Labour Government
did in 1976. In 1976, the Labour Government made a once
and for all saving. There was no way in which pensioners
could ever catch up with the £500 million that they had
lost. By definition, as the hon. Gentleman said \under our
system if there should be an increase in inflatien between
May and the November uprating, then it is automatically
taken account of in the following uprating. These
arguments were fully and extensively debated earlier this
year, as the hon. Member for Birmingham, Perry Bar (Mr.
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Rooker) would be the first to confirm, not only in the
House, but throughout the general election campaign.
There was nothing hidden about the change.

There is one further important point that I should like
to make. There are wider issues involving pensions policy.
The decisions that we take now affect the entitlement of
people in 20, 30 or 40 years’ time. The hon. Member for
Oldham, West is clearly right to be concerned about this
year's uprating of national insurance pensions, but it is
surely also right for him to be concerned about future
generations of pensioners. There was little mention in his
speech of occupational pensions.

At present 11-5 million people in this country are
covered by occupational pensions. It is right that their
interests should be protected as well, and that was at least
part of the intention of the Social Security Pensions Act
1975. Like the hon. Member for Oldham, West I pay tribute
to Brian O'Malley for his work on that Act. The
Conservative party, then in Opposition, gave an unopposed
Second Reading to that measure. We did so because on
pensions policy it is necessary 1o have a degree of
agreement between parties on the way ahead. Prior to that
legislation various schemes had been put forward but had
perished. There was the Crossman scheme and the scheme
of my right hon. Friend the Member for Leeds, North-East
(Sir K. Joseph). We on this side of the House—and I was
chief Opposition spokesman at that time—took the view
that this uncertainty could not go on. We sought the views
of the pensions industry, which overwhelmingly advised
that we should proceed on the basis of the proposals
contained in the 1975 Bill and that there should be a firm
long-term basis for pensions development.

Mr. Bidwell rose

Mr. Fowler: The result has been a partnership between
the Government and the occupational schemes in the
provision of pensions. That partnership has been to the
overwhelming benefit of the public.

Although occupational pensions matters are generally
negotiated and financed by employers and employees, the
Government have a role to play in this area. Most
employees in occupational schemes have no option but to
join the schemes as part of their contracts of service. The
Government, therefore, cannot turn a blind eye when
members join schemes with apparently favourable terms
only to find the unfairness of those terms should they later
Jeave that particular job. Basically that is the position of
early leavers at the moment. The problem is that someone
who leaves a scheme and goes to another job often leaves
behind him a pension entitlement, but that entitlement is
frozen until the age of retirement. Alternatively, if he
transfers his pension, the transfer value also refiects the
frozen rights. 1 do not believe that that position can be
justified. In its 1981 report the Occupational Pensions
Board declared that it remained a fact that many early
leavers lose and often lose substantially and that it cannot
be just that early leavers from pension schemes should
suffer in relation to those who stay.

Because of this concern, in September I convened
conference on early leavers. 1 do not pretend that the-
complete agreement, but there is now a wide conr
and acceptance that reform is needed.

Mr. Bidwell rose
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Mr. Fowler: Consequently the Government have now
dc:id'-‘d that it would be right to legislate at the next
suitable opportunity.

The legislative changes we propose will be broadly on
the lines of the Occupational Pensions Board’s majority
recommendation. They will require schemes to revalue

nsion rights of future early leavers up to the time when
they take their pension by 5 per cent. a year or, if prices
rise by less than 5 per cent., by that amount. Next week
 shall be issuing a consultative document setting out the
Government’s proposals in greater detail, and I should like
10 have reactions and comments by the end of February so
(hat we can keep open the option, which has many
arractions, of legislating in the next Session.

Mr. Bidwell: We accept, because of the forward-
Jooking projects with which the right hon. Gentleman has
been dealing, that under any future Government
pensioners, in relation to the rest of the country, will be
better off because improvements in occupational pension
schemes are proceeding apace. But the immediate problem
involves those who had no chance of contributing in a
substantial way to occupational pension schemes. Does the
Minister accept that the more the value of the state
retirement pension is eroded, flattened out or sustained,
the greater will be the administrative costs of seeing
whether people are entitled to supplementary benefit? The
myriad extra benefits available to people struggling for
dignity will mean more administrative costs. Has the
Department taken that on board? I do not think that the
previous Labour Government went into it exhaustively.

Mr. Fowler: The adequacy of pension provision now
and in the future is a fundamental matter with which any
Government must be concerned. I shall return to that
point.

Mr. Meacher: The Secretary of State is apparently
using the opportunity of the debate to make an important
statement about the early leaver problem. Will he
undertake to make a formal statement to the House,
because ‘there are many other issues, such as disclosure of
information and the policing and regulation of schemes,
on which the House has a right to question him? Will he
make a statement on another occasion?

Mr. Fowler: 1 cannot give that undertaking, but it is
fair in a debate on pension for me to announce the
Government’s pensions policy. If I do not have many more
interruptions, the hon. Gentleman and other hon.
Members who wish to take part in the debate will have a
full three and a half hours to go over this point. I will do
what 1 can to provide further information to the hon.
Gentleman. I stand by what I said. It is important in this
area to have as much agreement as possible. I appreciate
and understand that there will be differences between us
on pensions policy, but it is important to try to seek as
much agreement as we can.

A linked area in which we look for improvement in the
operation of occupational pension schemes is the
disclosure of information to members, to which the hon.
Member for Oldham, West has just referred. It is
important that members of pension schemes should not
only be provided with full information about their
individual rights, particularly when they change jobs, but
have access to information about the general situation of
the scheme, as revealed by the audited accounts, actuarial
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valuations, annual trustee reports, investment reports and
so on. There should be as much information as possible.
That was the subject of a further report by the
Occupational Pensions Board in 1982. At the time of
publication 1 said that the Government accepted in
principle the need to legislate on the disclosure of
information to members of occupational pension schemes.

I also announced the setting up of a working party of
officials to consider the pensions law. 1 am considering its
conclusions, which also cover the possibility of a register
of occupational pension schemes, the need for trustees’
and employers’ responsibilities to be clarified, and the
issue of supervision. I shall also pay careful attention to
the outcome of Professor Gower's study on the protection
of investors in, and beneficiaries from, pension funds.
When I have seen those proposals—which I understand
will be ready very shortly—I intend again to publish a
consultative paper with the aim of starting the consultative
process early in 1984 so that those disclosure measures
might be included in the legislation proposed for early
leavers.

That much has been decided for legislation on early
leavers and disclosure. But one of the proposals that is now
attracting a great deal of attention is the proposal that
individuals, if they wish, may be given the chance to have
their own personalised pensions. This includes the
proposal for personal and portable pensions, which has
been put forward by, among others, Mr. Nigel Vinson.
The aim is to encourage schemes in which the individual
member knows what his personal stake in the pension fund
is and can identify the units of pension wealth that he has
built up. At the minimum, this would promote greater
interest in the development and investment of funds, but
the ultimate aim would be that people leaving a job would
be able to take with them the pension wealth that they had
built up in that scheme.

The debate that has been opened up by this proposal for
a portable pension scheme has demonstrated not only that
the concept has considerable attractions to many people,
but that there are considerable practical problems to be
overcome. For example, there is the old problem and
question of contracting-out conditions, and the whole issue
of the employer’s contribution. Nevertheless, 1 believe
that this proposal deserves careful study, and it comes
together with a number of other very important questions
that will require decisions in the coming years in relation
to state and occupational pensions. There are the questions
of pension age, of the balance between the working
population and the retired population and of demographic
growth. Those issues will crucially affect the expectations
of millions of people for 20, 30, 40 years ahead.

Accordingly, the Government believe that it is the right
time to set up a special inquiry into provision for
retirement, which I shall be chairing, which will study the
future development, adequacy and costs of state,
occupational and private provisions for retirement in the
United Kingdom, including the portability of pension
rights, and consider possible changes in those arrange-
ments, taking account of the recommendations of the
Select Committee on Social Services in its report on
retirement age.

The House has the benefit of the report of the Select
Committee on Social Services on pension age, but the
decisions to be faced could obviously involve substanti
costs to be borne by future generations of contributors
that cannot be considered in isolation from other pe
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issues. The House will be debating the matter on Friday,
when my hon. Friend the Member for Eastleigh (Sir D.
Price) moves the Second Reading of his Bill on pension
age. I shall tomorrow publish the Government’s response
to that Select Committee report, and that will make it clear
that the report will form an integral part of the inquiry.

Another important issue concerns changes that might
occur in the age structure of the population in the next 40
years, and, if I may say so, it is important to look carefully
at the position. The present projections show a patchwork
that falls as well as rises in the numbers of old people
relative to the rest of the population. The number of people
over 65, having risen by more than one third in the past
20 years, will now remain more or less stable as a
proportion of the population until about 2010. Thereafter,
indications are that the proportion of elderly people will
increase quite rapidly.

Estimates of future pension costs must also depend on
assumptions about matters such as the future age structure
of the population. But they also depend on other
assumptions — for instance, about price and earnings
increases. I will illustrate this from the recent report by the
Government Actuary on long-term pension costs — a
subject about which the hon. Member for Perry Barr often
talks. On the Jeast favourable assumption about the real
increase in earnings, the Government Actuary’s report
shows that class 1 contribution rates would increase from
15-4 per cent. now to 21-9 per cent. in 2025. On another
assumption—that the real increase in earnings is in line
with the historic growth of 2 per cent. and that the pension
remains price-protected — the contribution rate would
fall in the same period to 13-5 per cent. That underlines
the importance of reviewing the whole position carefully
before reaching conclusions, and that basically is what the
inquiry will be about.

The membership of the inquiry will include Ministers
from the other Departments most concerned, the
Government Actuary and figures outside the Government.
I am not giving a comprehensive list, but they will include
people such as Mr. Stewart Lyon, president of the Institute
of Actuaries; Mr. Marshall Field, chairman of the joint
working group of the main occupational pensions
organisations; and the eminent economist, Professor Alan
Peacock.

There is I think one other important point to make. No
one can doubt the public importance of pensions policy.
These are important issues for public debate, and
accordingly I shall conduct the inquiry as openly as
possible. The public, employers, unions and pension
interests will all be invited to express their views, and they
will be free to make their evidence public. Certainly, we
will also expect to have some public sessions, but I do not
envisage this inquiry going on for years. My aim is to
produce conclusions—for example, on portable pensions
— by the spring. I hope that the inquiry will be
completed by next summer or autumn, and following that
the Government will publish their conclusions as soon as
possible.

Mrs. Jill Knight: Will my right hon,. Friend make
sure that when the inquiry is at work it looks with a very
Jaundiced eye indeed at some of the figures that were put
forward today by the hon. Member for Oldham, West (Mr.
Meacher), who said that in Birmingham hundreds of
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thousands of pensioners were in difficulty over their rents
—[HoN. MEMBERS: “No.”] I have checked the figures.
Considering the size of the population of Birmingham and
the fact that 40 per cent. of households may be receiving
housing benefit, it would be impossible for the figure to
be anywhere near that mentioned by the hon. Gentleman,
even if no cases had been settled, but 1 know from
experience that many have been settled.

Mr. Fowler: I am grateful to my hon. Friend. I am sure
that the point she raised will be mentioned in the debate.

Provision for retirement is an issue in which hon.
Members in all parts of the House have an interest. We
have a duty to satisfy ourselves that the pension promises
of today can become the pension payments of tomorrow.
My aim in setting up an inquiry is not to call into question
the fundamental pensions structure that was established in
the 1970s with all-party agreement, and to which I was a
party. Rather, it is to ensure that our pensions structure is
soundly based, that it is fair as between contributors and
beneficiaries as well as between all scheme members and
that it continues to command the support of the community
as a whole.

A responsible Government must look ahead. Only in
that way can we be sure that successive generations of
pensioners get the pensions that they need and deserve. We
stand by what this Government have done for pensioners
since 1979, and I want to see that record maintained for
future generations of pensioners.

6.18 pm

Mr. Donald Stewart (Western Isles): The Secretary of
State based much of his defence of the Government on the
need to keep inflation down, and pensioners, like the rest
of us, are.-happy to see inflation coming down. However,
that is not sufficient to answer the charge that is being
levelled against the Government in this debate.

Special housing, day care, residential and other
facilities for pensioners are already inadequate. The social
benefits system is already under strain and attack, and it
also is inadequate. If there are problems now, there will
be much greater problems in a few years. By 1986, there
will a large bulge in the aged population, and in Scotland
864,000 people will fall into that category. In the
following years, an increasing proportion of the population
will be becoming elderly with a smaller proportion of the
economically active population supporting them. If
unemployment figures are not drastically reduced, the
system will be even more insupportable.

The nost suitable accommodation for the growing
number of frail and elderly people in Scotland will be
sheltered houses and, in some cases, residential care.
Officially, it is necessariy to have 50 sheltered houses per
1,000 people aged 65 and over. In my view, this is a gross
under-estimation of needs, given the appalling housing
conditions that many old people must endure.

According to “Scottish Housing Statistics” and the
“Scottish Abstract of Statistics”, the 1983 edition, 9,458
sheltered houses provided 15,500 places in 1981. I doubt
that conditions have improved dramatically during the pz
couple of years. Perhaps the Minister will enlighten v
that point. According to projected 1986 figures
elderly in Scotland, we shall need 56,200
housing places. That is judged by the official
65 places per 1,000 people aged 65 and ove

The current level of pensions is scandalo
have always been under-provided with pe;
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t Some 9 million people in the UK are over retirement age. In 1984/85 the Government
will spend £36,850 million on social service benefits, about half going to pensioners.

1. Higher Pensions

The Government's pledge to protect the values of pensions against rising prices
has been full redeemed. The retirement pension has risen as follows:

£ per week

November 1978 November 1982 November 1983

Single 19.50 32.85 34,05 °

Married  31.20 52.55 ' 54.50

This increase of 74.6 per cent compares with an estimated increase in prices over
the same period of 69.1 per cent (assuming that inflation in November 1983 will
be the same as in October 1983: a very large increase would be needed to take
the figure over 70 per cent). So retirement pensions have increased in real
terms since the Conservatives came to office.

Pensions have also risen faster than the pensioners' price indices. The Pensioners
Price Indices provide a guide to price changes as they affect poor pensioner
households - single pension or two pension households where at least 1 of income
derives from state pensions and benefits. The PPIs give greater weight of
expenditure on basic essentials such as food and fuel and light when compared

with spending on the RPI. However, the PPIs are not used as a measure of the
general effect of price increases on pensioners for the following reasons.

a) The PPI's measure the changes in cost on pensioner households on low income
ie a household in this context is generally one where at least 1 of the total
income comes from state pensions or benefits. As such they only apply
to over 11 per cent of all households and they only cover two-fifths of
pensioners.

They are not considered to provide a better indication of the spending patterns
of pensioners generally than the RPI. The one person PPI in particular

is especially influenced by the extreme patterns of expenditure which occur

by there being only one person in the household.

c) The PPIs do not cover housing costs because of difficulties in measuring
price changes for housing as they affect pensioners households.

Direct comparison between the PPIs and the RPI are difficult because the former

is only measured quarterly. However, since the last quarter of 1978 to the latest
available figures ie the third quarter of 1983 the PPIs have not risen as fast

as the general RPI. For example, the one person PPI rose between these dates

by 62.7 per cent and the two persons PPI rose by 62.4 per cent. The general RPI
rose between November 1978 to Septmber 1983 by 67.7 per cent. (The RPI less housing
rose slightly less in the same period than the PPIs - ie it rose between quarter 4
1978 and quarter 3 1983 by 61.7 per cent).
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Above all these figures has been the pension increase to November 1983 of
74.6 per cent.

The magnitude of this achievement has to be seen in the context of the growth
of the pensioner population. The number of pensioners has risen from 8.5
million in 1978-9 to 9.1 million in the benefit year of 1982-3 - a rise of
600,000 or 7 per cent.

Earnings Rule

The Government is committed to abolish the earnings rule as soon as it is able.
Between November 1978 and November 1982 the earnings rule limit was raised from
£45 a week to £57 per week. From November 1983 this limit will be raised by

P4 per cent to £65 a week.

Methods of Calculating Pension Increases:

1 Recent History

Earnings Link. Under the last Conservative Govermment, the Social Security
Act 1973 was passed to ensure that pensions and other social security benefits
were raised each year at least in line with prices. When Labour came into
office they introduced further legislation, the National Insurance Act 1974
which linked pensiong and other long—-term benefits to the movement of prices
or earnings, whichever was more favourable.

In practice, the earnings link was too expensive for any government to sustain,
and Labour was driven to some strange measures in order to get round it. For
example, in 1976 pensions were raised by less than the increase in prices

or earnings (see below); in November 1977 the earnings link did not apply as
prices rose faster than earnings, but in November 1978 Labour gave a pension
increase of 11.4 per cent, although earnings rose by 13.3 per cent. In March
1979, Labour proposed a pension increase of 12.8 per cent at a time when earnings
were rising by about 15 per cent. (Hansard, 28th March 1979, Col 482).

The then Labour Secretary of State for Social Services, Mr David Ennals, made
the surprising admission that the earnings link was not necessarily enforceable
in a court of law. When tackled about the 1978 pensious deficiency, he replied
cynically that:

'"There is a statutory obligation to take these figures (ie earnings)
into account, which was done, but no statutory obligation to get it
right' (Pensioners Voice, January 1979).

The abolition of the earnings link under the Social Security (No 2) Act 1980
was therefore a sensible and overdue measure. Mr Patrick Jenkin, then
Secretary of State for Social Services, emphasised that:

'The Bill contains a guarantee for pensioners against rising prices. My
Right Hon friends and I have repeatedly committed ourselves to ensure
that pensioners share in rising prosperity...... this is a more realistic
a more honest and, above all, a more sustainable prospectus' (Hansard
20th December 1979, col 903).




Historic and Forecast methods. Up to 1976, increases in benefits were based
on the historic or actual rise in prices or earnings that existed at the

time of the uprating announcement. In March 1976, when the uprating for the
following November was announced, this would have meant an increase in all
benefits of 21.2 per ‘cent to match the then rate of inflation. (Pensions and
other long-term benefits, as explained earlier, were linked to the annual rise
in prices or earnings; but earnings were rising by the lesser figure of 19.4

per cent, so the increase in prices was the one that would have counted.)

In the event, Lady Castle dispensed with the histeric method of calculation
and increased pensions by 15 per cent. This was done by switching to a
forecast method, based on the estimated rise in prices or earnings in the year
to November. This meant that pensioners and others received £500 million less
than under the old system, a loss equivalent to about £1,000 million at current
prices. (Hansard, 8th November 1982, col 400).

The forecast method had a further disadvantage. It was usually wrong. Even
when the forecast was restricted to prices (the earnings link was abolished
after 1979, as explained earlier), it proved to be 1l per cent too high in
1980, 2 per cent too low in 1981 and 2.7 per cent too high in 1982.

This Year's Increase

The Government has decided to revert to the historic method of calculating pensions
increases. This year's increase of £1.20 for 2 single person and £1.95 for a
couple or 3.7 per cent, will be based on the inflation rate last May. If the
inflation rate rises between May and November 1983 then any shortfall will be
accounted for in the calculation next year; IE any shortfall in 1983-4 will be
balanced in 1984-5. It should also be borne in mind that the variations in the
rate of inflation, whether up or down, are estimated to be small, perhaps of the
order of one or two per cent, so that any temporary discrepancy between pension
increases and inflation should be small.

Inflation: the Pensioner's Greatest Enemy

Inflation is the greatest enemy of the retired because it erodes the value of their
savings and any fixed income (eg a small fixed occupational pension) they may

have. Under Labour, pensioners saw the value of their savings gravely undermined
by rising prices. Mr Fowler pointed out that between 1974 and 1979:

'inflation went up by 110 per cent. Pensioners with savings of, say,
£5,000 saw the real value of those savings halved under the Labour
Government' (Hansard, 8th November 1982, cols 333-4).

The Government's economic strategy therefore continues to be directed towards
Teducing the rate of inflation, a process from which pensioners especially

stand to gain. Indeed, pensioners have long recognised that their interests are
best safeguarded by the Conmservatives.




Christmas Bonus

The Christmas Bonus. which Labour failed to pay in 1975 and 1976, will continue to
be paid every year in accordance with the law passed by the Conservative Government °
in 1979. Mr Joel Barnett, then Labour's Chief Secretary to the Treasury, had
revealed that even in 1978 the bonus had almost to be forced on DHSS Ministers:
'The Christmas Bonus was a very low priority for both David Enmal and Stan Crme,
and it had to be almost forced on them' (Inside the Treasury,

Andre Deutsch, 1982).

Supplementary Benefit

Supplementary Benefits, the 'safety net" providing a minimum level of income to
many pensioners (among others). The supplementary benefit scale rates have been
increased by 4.3 per cent in November 1983. This is in line with the Retail Price
Index after the exclusion of housing costs

Thus the long term supplementary scale rates which since June 1983 men aged
60 or over on supplementary benefit can qualify for immediately (ie without
having to wait for a qualifying year on the lower short-term rate), have been
increased as follows.

November 1978 November 1982 November 1983 Zage increase

Long-term rate
Single
Married

Heating Additions

Since November 1980, the basic heating additions is paid automatically to
householders aged 70 or over on supplementary benefit. The rates have been
increased substantially since 1978, with the two higher rates being consolidated
into one. The increase in November 1983 (over November 1982 level) will be

8.6 per cent to reflect the rise in fuel costs in the last year.

£ per week

November 1979 November 1980 November 1982 November 1983

Basic rate 0.95 3 y
Higher rate 1.90 4.65 5.05

or

2.85

Overall, the Conservative Government is providing more help with heating costs
than was given by the last Labour Government, both in cash terms and in real
terms.
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The table below shows expenditure in Britain on help with heating costs under
Labour and under the Conservatives. That includes supplementary benefit

heating additions; extra help towards heating costs through Family Income
Supplement ; and expenditure through the Electricity Discount Scheme (in 1978-79)
which was discontinued by the present Government:

Expenditure on Heating Costs

Cons tant
Current Prices 1982-3 Prices
fm fm

1978-9 (Labour) 125 201
1982-3 (Conservative) 325 ’ 325

(Hansard 16th April 1981, WA, col 289; 3lst January 1983, WA col 27 and llth March
1983, WA col 526).

Gas and Electricity Prices

The increase in Heating Additions (see above) of 8.6 per cent will protect the
poorest pensioners - those on supplementary benefit against rises in energy
Prices. Other points which should be made include:

a) In real terms gas prices are closer to what they were in 1970 - prior to the
massive increase in energy costs.

b) Energy subsidies are not efficient - they encouraged waste, and the depletion
of fuel reserves. Funds which would be spent on subsidies (or revenues
which are lost through not raising prices) are better spent helping the
poorest to meet their fuel bills (through Heating Additions). In this way
eénergy conservation, and protection of the poorest, can be pursued
simultaneously.

Labour susidised domestic gas prices by overcharging industrial users. In
1979, when the Conservatives came to power, British Gas was making a loss
on domestic gas sales. This inbalance has now been rectified: it is in
everyone's interests that the wealth-producing part of society should have
been given fairer treatment.

d) The electricity industry's so-called 'massive profits' represent a return of
just 1% per cent on captial employed.

y TransEort

i) Outside London

Concessionary fares for pensioners are a matter for local authorities. 1In
many instances, concessionary fares are not seen as the most appropriate
answer to local needs. The Secretary of State for Transport, Mr Nicholas
Ridley, recently quoted the following statement from the Labour Government's
1977 White Paper on transport: 'The Government does not consider that a

mandatory national concessionary fares schemes would be appropriate’
(Hansard, l4th November 1978, col 600).




ii) London

The Government's policy is to transfer responsibility for pensioners’
concessionary fares from the GLC (when abolished) to the boroughs. The
London Boroughs Association, in a statement on 20th October 1983, agreed to
take over the concessionary fares schemes, and to run it on the basis of
the existing scheme.  Some London boroughs have dissented: the Labour
Association of London Authorities' has refused to discuss transfer of the
scheme, because it has refused to accept the abolition of the GLC. (It
should be remembered that abolition of the GLC is due to come into effect
in April 1986.

Health Care

This Government has increased the number of doctors, dentists and nurses in the
NHS, and will continue to take the measures necessary to care for the rising
number of pensioners. In the 1983 Manifesto the Government pledged:

'The treatment of the elderly, the mentally handicapped and the mentally ill
will continue to command our particular attention.'

Subsequently, the Secretary of State for Social Services, Mr Norman Fowler,
has emphasised that pensioners are a priority group within the NHS.

'We are committed to a strong NHS and we have identified elderly people
as one of the priority groups for whom services must be developed most
intensely.' (Times, 6th September 1983)

Such pledges have been honoured in the recent announcement of spending plans for
the NHS. Next year an additional £800 million will be allocated to the NHS in
Great Britain - as pledged by the Prime Minister during the election campaign.
These resources should provide a real growth of over 1 per cent for the NHS and
as Mr Fowler has explained.

'"In the hospital and community health services the growth should cover the
expected increase in the number of very old people.' (Press Release, l7th
November 1983)

Housing Benefit

From April 1983, housing benefits have replaced by both supplementary benefit
provision for rent and rates assistance and local authority rent and rate rebate
and allowance schemes. The objectives of the housing benefit scheme were to
remove the confusion and complexity arising out of the old schemes. In particular
it will be simpler for old people, especially local authority tenants on
supplementary benefits to understand. They will no longer have to pay rent and
rate on one hand while receiving benefit on the other. In future, under the
housing benefit scheme they will be rebated in full.

No one on supplementary benefit should get any less help with rent and rates. In
addition under the taper arrangements many old claimants of local authority schemes
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(most of the poorer omes) will gain benefit, while others (those with income above
the needs allowance) will get less. It is estimated that as many as 1 million
gained from these arrangements.

The changes to Housing Benefits announced in the autumn statement will af fect
in general the relatively better—off households and those with non-dependents
in work. who will in future be expected to make a higher contribution towards
housing costs. In particular the increase to the tapers will have the geraral
effect of concentrating help on those who need it most. Only the tapers above
the needs allowance are affected - those above the needs allowance are the
relatively better—off amongst housing beneft recipients.

Conservative Research Department CAD/KEC
32 Smith Square, SWI 22.11.83




PRIME MINISTER

You saw an H paper over the weekend
about the replacement of the non-

contributory invalidity pension. As you

suspected, the Secretary of State for
Social Services has withdrawn this paper

pending the outcome of the review of public

a—

expenditure.

—

25 July 1983




(wub b 27 s

PRIME MINISTER Oty L e W.A A~

e ma??//“b
H COMMITTEE: INVALIDITY PENSION
{\AM«A/‘\,V-‘C&;L/U" )/)\—M\‘L W\W

N>
Attached is an H paper by the Secretary of State for

Social Services about the non-contributory invalidity pension

—

which is available to men and single women on a test of

incapacity for work. Married women can qualify for such a

5655?63 but only after a test to assess their capacity to do

housework. The pension is worth £19.70 a week with increases
'—-—-ﬁ
for dependants. S

Changes are needed because legal advice suggests that

the household duties test offends against the EC Directive

on Equal Treatment in Social Security which comes into force

I December 1984. Unless the rules are amended nearly a quarter

6T a million more people will benefit at an annual cost of

£275 million and a staff cost of £250 million. Primary legislation
————— g

is needed.

Ep——

Officials have produced six options of which the Secretary
of State believes that two are runners.

Option 1: Favoured by the Chief Secretary

This proposes a new benefit payable only to people whose
incapacity for work began before the age of 20. This

would concentrate help on the priority group-those
disabled either at birth or before qualification for a

contributory pension. It wouli»ggt discriminate against
O W
married women. It would, %bergfe%e, disqualify from

benefit some 50,000 people who now receive it. Particular

examples include multiple sclerosis sufferers. Option

1 would bring savings rising to £25 million after ten years
and £50 million after 30 - 40 years together with staff
savings of about £50 million.

Option 2: Preferred by the Secretary of State for Social
Services.

This proposes a new benefit which would go not only to those
e —————

/handicapped




handicapped at birth or in childhood but also to

those handicapped later in life provided they are

P ————

both incapable of work and have an §Q%49£_more

disablement. This would exclude some 16,000 married

— e —————

women who would have qualified under the old benefit

but would bring in a number who don't now qualify.

——

This option would cost £4 million extra in 1984/85,

—————

£15 million in 1985/86 and £22 million in 1986/87,

y but the extra cost would fall after about ten years.

| 50 extra staff would be needed at the outset falling

\after about 10 years.

Mr. Fowler - invites H Committee to agree that legislation

must be introduced and that it should be along the lines he proposes.

19 July, 1983
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Mr. Fowler's statement on the Social Security uprating

Mr. Fowler had no problems in dealing with the questions
e e b,

arising from his statement (attached) on the social security
uprating. Brynmor J6;;~argued that, if the rate of inflation

in November is around 6%, the 3.7% uprating meant a claw-back
equivalent to £1.20 Egg_géek for a retired married couple and

75 pence a week for a retired single person. This was, he

said, equivalent to the confiscation of one week's pension over

the course of a year. He welcomed, too, the restoration of the

5% abatement on unemployment benefit, but regretted that invalidity

pension still suffered from the 5% cut. He also deplored the

fact that the mobility allowance had been uprated not in line

with the vehicles and transport component of the RPI, but by

a-smaller index which meant a cut of 55 pence a week. In reply,

Mr. Fowler said that between the November 1978 uprating and the
1983 uprating pensions and the other benefits would have risen
74.6%, while prices only 70.7%. On mobility allowance Mr. Fowler
said that it had been £10 a week in 1979 and would now be £19

a week - up 90% in cash and 9% in real terms. On the invalidity

. - —.’ .
pension Mr. Fowler said that we would restore the 5% abatement

wnen it was brought into tax.

Brian Mawhinney noted that the pension was now higher in real

terms than in the last year of the Labour Government, and made a

plea for the abolition of the earnings rule for ﬁensioners.

Clement Freud sought twice-yearly social security upratings and

the abolition of the earnings rule. William Rees-Davies welcomed
/\WM

the increase in child benefit as particularly good for the low
paid with families. Hugh Rossi took credit - and was given credit

by Mr. Fowler - for the RPI-excluding housing formula, which had led

to the 4.3% uprating for supplementary pensioners.

-

Andrew Bennett was one of a number of Labour MPs who
accused the Government of cheating the pensioner by switching to
the historic method; he also drew attention to the fact that the
public expenditure White Paper allowed 431% for the uprating, and
asked why the DHSS was not being given the proceeds of this

saving. Jim Craigen and Dennis Skinner expressed incredulity

/ that




that it had to take from June to November to prepare the new

pension books. Mr. Fowler's reply here was that, only by abandoning

the books, and moving to an automated credit system could this

delay be shortened: such a move was certainly not wanted by the

pensioners.

23 June 1983




CONFIDENTIAL

Treasury Lhambers, Parliament Street, SWIP 3AG
01-233 3000
16 May 1983

Michael Schqdlar Esqg
10 Downing $treet

PLEDGE ON FUTURE PENSIONS UPRATINGS

I told you that the Chancellor and the Chief Secretary had two
comments on the DHSS draft letter to 'Age Concern' which was
enclosed with Godber's letter of 13 May to you.

First, the new pledge, like the old one, extends only to pensions
and related long-term benefits. The last sentence of paragraph 2
recognises this, but the preceding sentence refers to "pensioners
and other long-term beneficiaries". The Chancellor thinks that
this sentence should be amended or omitted so as to avoid any
doubt about the extent of the pledge. The obvious amendment
would be to refer simply to "pensioners": but the omission of

the sentence might be the simplest solution.

Secondly, the last paragraph of the draft states that short-term
national insurance benefits have been abated by 5 per cent "until
they are brought into tax". This would in effect be a promise to
restore the abatement when these benefits come into tax. Such a
promise has already been made for invalidity benefit, but not for
sickness benefit or maternity benefit. So the paragraph goes
beyond current policy. And you will recall that when the first
eight weeks' sickness benefit was effectively brought into tax by
conversion into statutory sick pay, it was agreed that no adjustment
should be made to the rates to restore the 5 per cent abatement.

Moreover, the Earnings-Related Supplement to Unemployment Benefit
was abolished by this Government. It seems hard to reconcile the
abolition of a benefit with the wording of the last paragraph.




CONFIDENTIAL

Age Concern's main interest was with the pledged benefits rather
than those to which the draft's final paragraph refers. In
view of the difficulties which I have mentioned, the Chancellor
and the Chief Secretary suggest that the paragraph be omitted.

Copies of this letter go to Steve Godber (DHSS) and Richard Hatfield
(Cabinet Office).

J O KERR







CONFIDENTIAL

DEPARTMENT OF HEALTH & SOCIAL SECURITY
Alexander Fleming House, Elephant & Castle, London SEI 6BY

Telephone 01-407 5522

From the Secretary of State for Social Services

M Scholar Esq
Private Secretary
10 Downing Street
LONDON

SW1 13 May 1983

Qoo Mxlas!

PLEDGE ON FUTURE PENSION UPRATINGS

Your letter of 2é/A§;il to John Kerr recorded the agreement reached
between the Prim€ Minister, the Chancellor and my Secretary of State
that the Government's pledge on future pension upratings should be
carried forward to the next Parliament. This is, I understand, to
be included in the Manifesto but there remains the necessity of
putting the Government's position on the record.

There is a convenient opportunity to do this in the outstanding
letter which the Prime Minister has had from representatives of the
voluntary organisations representing the interests of the main groups
dependant on social security benefits. This letter was sent to us
under cover of Tim Flesher's letter of 7 February to Colin Phillips.

My Secretary of State feels that a simple factual response to this on
the lines of the attached draft would be most suitable. This could
conveniently be sent at the beginning of next week in order to become
public at about the time of the publication of the Manifesto.

I am copying this letter to John Kerr (HM Treasury) and to
Richard Hatfield in Sir Robert Armstrong's office.

Qlova-

S A Godber
Private Secretary

CONFIDENTIAL




DRAFT LETTER TO DAVID HOBMAN, AGE CONCERN

RESPONSE TO VOLUNTARY ORGANISATIONS

I .am-sorry -that I have not been able

!
§

v )
W h bie ;

' LA ¥

! (M .

| > v ¥ 41 An

to wklte to you before -in response

to_the letter you sent me in February seéklng 'a firm assurance that

a future Conservative Government would ngt abandon the present

commitment to maintaining the real value jof pensions and other long-

term benefits".

I am happy to give you this assurance. /
the interests of pens1oners and-other 1
As the,next Government we w uld maintain the policy we

altered.

|

qﬁOur~éetefmxnatlon—toﬁprotect
g=term beneficiarieshas not

set for this Parliament - which is to protect the value of pensions

and r€lated long-term benefits.|

/“

r,"',v - \v ¢ '..» L Uk ¥

We have kept to.our pledge in fthis Parliament.
we have more than protected the value
benefits over the lifetime of thlS Payliament.

/\/‘ 0L L 0
>

As -you-will appreciate,
f pensions and related long-term

This we have achieved

despite the economic pressures of a w¢rld recession.

What is more, we have brought in legi

system.
pensions and other benefits will in

The Social Security and Hoy

yslation to improve the uprating
seing Benefits Act means that

future be uprated on the basis of the

actual change in prices not the forefast of how prices might change in

the future. I am sure that the ce

bring will be widely welcomed,
beneficiaries.

| A
The Government will also have maintg
the value“of the other regular benef
national insurance benefits that hav

they are brought into tax.

ainty and stability this will

espedially by pensioners and other

¥\ ’ =nY : 5 3 .
}1[?4 O h sWp VY ! N

ined - or more than maintained -
its apart from the short-term

e been abated by 5 per cent until

- A







SECRET

PRIME MINISTER

1983 Social Security Uprating

INTRODUCTION
At yesterday's meeting of the Cabinet the Secretary of State for

Social Services raised orally the 1983 uprating of social security

benefits. You will recall that, following changes in the uprating
?Szﬁzgragreed at the time of the Budget, this year's uprating should
be based on the increase in the retail prices index (RPI) between
May 1982 and May 1983, which will be published in the middle of June.
The current estimate is that the figure is likely to lie in the

range 3% to 4 per cent, with the mid point, 3% per cent, as the
I i A

most likely single figure. The Secretary of State proposed
yesterday that the Government should announce forthwith that the
uprating will be 4% per cent.

————
2. We understand from Mr Fowler's Private Office that he is likely

to minute you this evening setting out his views. But we have not

been told precisely what that minute will say.
b SRS S St

BACKGROUND
s When they discussed public expenditure in November 1982, the
Cabinet agreed that savings of £180 million in 1983-84 should be

found from the social security programme; and this figure was mentioned

in the Public Expenditure White Paper. It took account of the fact

that the November 1982 uprating (based on a forecast made at the time of

the 1982 Budget) made too large an allowance for inflation; but it

allowed that not all the excess provision might be recovered, and that
ey

improvements might be made in social security benefits in order to make

recovery of the excess politically more acceptable (CC(82)46th Conclusions,
Minute 2).

kL, In the event, the Cabinet decided later to proceed rather

differently, by changing the basis of uprating from forecasts to actuals.

1
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This was regarded as having the twin advantages of:
(a) securing the agreed savings in 1983-84; while

(b) avoiding all future difficulties about over-

shoot and the so-called 'ratchet', whereby under-provision
for inflation must always be made good while over-provision

for inflation can never, in practice, be recovered.

% This change was announced during the Budget debates. At the
same time, Mr Fowler announced concessions in other aspects of the

social security system costing £120 million.
R ]

6. We understand that the additional cost of an uprating of 43 per

cent, compared with 35 per cent, would be £75 million in 1983-8%4 and

£220 million in a full year. The Treasury say that this is

=
equivalent to 0.2 per cent on total National Insurance contributions,

s o <y < SRt
or to 1.4 per cent on income tax thresholds.

MAIN ISSUE
Ta The main issue before the Cabinet will be whether the Government
should commit itself now to a particular figure for the 1983 uprating;

and if so, what the figure should be. Mr Fowler's main argument is

likely to be purely political; and this is a matter solely for

Ministers' judgement, But he may also argue one or both of the

gy

following:
————EEN

(a) that statements by Ministers at the time of the Budget have

aroused expectations which cannot be disappointed; and

(b) that beneficiaries need immediate assurance.

Expectations

8. The Budget arithmetic was based on an assumption that the increase

in the RPI in the 12 months to May 1983 would be 4} per cent. In his

=

2




SECRET

Budget speech the Chancellor of the Exchequer said that it might be

'around 4 per cent'. Mr Fowler, in debates on the Social Security

Bill, referred (Encorrectly) to the 'Budget forecast' of 4% per cent.
——

e sz

It is therefore true that those who follow these things could
reasonably have expected an uprating of 4 to 4} per cent (so far as
we know, a figure as high as 4% per cent was never mentioned).
A
9. On the other hand, these remarks must clearly be subject to
Ministers' statements of intent to base the uprating on actuals. To
prefer informal indications to actual figures would be to create a
new 'ratchet' - and arguably a worse one than before, since at least
the old one was based on a single, carefully considered forecast,
and not the highest out of a range of informal indications in

Ministerial speeches.

10. Moreover, if the uprating is less than previously indicated it

will be because inflation is lower than expected. That helps social

security beneficiaries: it is not somehow a reason for compensating

them,
—

Reassurances

11. Any suggestion that beneficiaries need reassurance now would have
E————— eS—

little merit. It is inherent in the new system that the benefit rates
——— s iy

from November will not be known until the preceding June. One would

have thought that gave beneficiaries adequate time to arrange their

affairs, If it is not adequate, that is a point that should have been
’

made before the system was changed.

| n—y
—

Other possibilities

12.  We understand that uprating at different levels would provide the

following rates of retirement pension (in £ a week)

Present After uprating at

3.75% 4% 4,25% 4.5%
Single 32.85 34,10 34,15 34,25 34.35

Married 52.55 54,50 54,65 54.80 54.90
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If the Cabinet should decide that Government spokesmen must have
something definite to say, and not only that the uprating would be
based on the May RPI, a possibility that they might wish to consider

SsStes—. y
would be an assurance that the married couples retirement pension

“will be increased by at least £2 a week (which would imply an uprating

of between 33 and 4 per cent). Even this, of course, carries

the risk that if the May RPI increase is 33 per cent or less, the

Government will have departed at the very outset of the new system

from strict use of actuals,
—

HANDLING

2% The Secretary of State for Social Services will no doubt outline

his proposals. You might then invite either the Chancellor of the

Exchequer or the Chief Secretary, Treasury to comment., These

Ministers have the main departmental interests; but other Ministers

are likely to want to speak from a general political standpoint.

CONCLUSIONS
14, You will wish the Cabinet to reach conclusions on a form of

words on the 1983 uprating for use by Government spokesmen in the

Election campaign.,

@

P L. GREGSON
Cabinet Office.
11 May 1983
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PRIME MINISTER Fl“’( Jie Cen Commnent Ko Wed ters

e NMV.MO\«*'OJW "\kﬁM

/}uﬂJtukasMJMdt.ﬂakdib)

Mr. Fowler wantslto announce that social security benefits

o

: q ; :
will be uprated by 44% (he may drop his sights to 4%). PR T ‘hll-vf'/o

I really think this is a monstrous attack on the Chief

Secretary, who now stands to lose - again! - all the social
e — s <X Sy
security public expenditure savings agreed last autumn.

(4"1‘/0)

(1) ithould cost £220m in a full year - 1.4% on income

e e
tax thresholds or 0.2% on total NICs.

it would be inconsistent with all we have said
about the actual figure, and brings us straight
back into the ratchet - since although upratings

can exceed inflation they can never fall short of it.

it would give the beneficiaries (not just pensioners)

a second bonus, within a year, since we cannot now

recover an overshoot next year.

it would worsen the unemployment trap and the

poverty trap.
—————————
W47,

I think it would look like (whether at 41% br 4%)

a blatant bribe, and the antithesis of what this

government has stood for.

Mg
My Fwly wmdd Wit & wovd

b s

11 May, 1983. kavv\ ok 11&{ 7
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PRIME MINISTER

ZXPENDITURE COMMITMENTS

Both Ferdy and I are worried by the mounting pressures that will

arise from now until the Election for you to agree to additional

expenditure items. These will be presented as attractive vote

catchers. But in our view, one of your main strengths at the

Polling Booth is that you are not a leader who attempts to buy

the votes of the electorate. '

We expect that there will be a number of seemingly attractive
propositions, particularly from Norman Fowler and perhaps from

Patrick Jenkin and others. But the warning noises we have from

the Treasury suggest that the public sector is tending to overrug

its target spendzgg already. And any acceleration of public

spending may cause the electorate to wonder whether the resolution
——

has faltered. Your refusal to countenance any additional spending

commitments will send the right signals to colleagues, party workers

and the electorate. ——

—

ALAN WALTERS
11 May 1983




SECRET AND PERSONAL

PRIME MINISTER

PENSION UPRATING

As you know, I intend to raise the issue of pension uprating in
Cabinet tomorrow. My reason is that I believe it is essential for
us to defuse the pensions issue before the campaign begins and

avoid an auction.

We have successfuliy completed the transition from the forecasting

=

to the historic method of uprating; and we have largely won the
presentational argument. But we face one major difficulty - the
uncertainty about what the uprating will be. The opposition will
claim that we will uprate only by the May RPI figure - which on the
latest estimates could be as low as 3.6 per cent. Our very success

in dealing with inflation will therefore be presented as something

which harms pensioners.

I do not believe we can stand pat and say that the electorate must

wait and see. To do so would be to give the field to Labour. But

we have a credible alternative.

In the Financial Statement and Budget Report - we assumed an uprating

of 41/ per cent§), Therefore, to decide now on an uprating of

41/4 per cent would cost us nothing; and would be in line with the

Chancellor's Budget judgement and expenditure plans. Moreover, it

would enable us to avoid any embarrassment about our continuing
success in dealing with inflation. In effect, we would be saying
to pensioners that, even though prices were falling even faster than
we expected, we would stick to the pension uprating plans we made at

the time of the Budget, and give them the benefit of lower inflation.

We will still have to defend ourselves against Labour claims that they

would uprate on the forecast inflation rate in November and that this
—

4

1
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is likely to be 6 per cent. But we could point to the fact that

———

inflation 1s now falling faster than forecast; no one can be certain

where we will be in six months.

If you and colleagues accept my view on this, we will need to consider
how and when to present it. On timing I am attracted to the notion

that we might announce our commitment on the uprating shortly after

the April RPI becomes public. In terms of presentation, it would

fit naturally into a statement which stressed (i) our record in this
Parliament; (ii) our determination to remove uncertainty for the
future by changing to the historic method; (iii) our decision to

stick by our Budget plans for pensions, giving pensioners the benefit

of more rapidly falling inflation; and (iv) our commitment to price-

protect pensions through the next Parliament.

I am not copying this minute to our colleagues. I hope we may have

a word about it before Cabinet.

11 May 1983

2
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. FROM: G W MONGER
DATE: 9 May 1983

CHANCELIOR OF THE EXCHEQUER cc Chief Secretary
Mr Bailey

Mr Wilding
Mr Mountfield
Ms Seammen

SOCIAL SECURITY UPRATING

I understand informally from DHSS officials that Mr Fowler intends
to argue at Cabinet tomorrow that social security benefits should
be uprated by 44% this November.

—_—

The History

2e Under the new legislation this year's uprating must be at least

equal to the annual RPI increase shown in May. The Budget arithmetic
assumed that this would be 414%, the best estimate at the time. This

was the figure in Ministers' minds when the decisioﬂ was taken to

return to the historical basis of uprating. But of course there was
never a decision to do other than apply whatever the May RPI turned

out to be. Public presentation of the change assumed that the May
outturn would be used. The Chief Secretary warned Mr Fowler very clearly

at the time that this was his position. C borke “T
hﬂu.‘hbw
. L 2,/
Je In your Budget speech, to guard against the possibility that the
May forecast would come down, you said that it might be "around 4%".
But Mr Fowler in the later debates on the Social Security Bill more

than once referred to the "Budget forecast" of 41%.

4, The prospect now is that the May RPI will be in the range 33-4%,

with the mid-point of this range as the most likely single figure.
(omd pw e Sh -6 )

Arguments for keeping to the May RPI

S First, there is the argument of cost. An uprating of, say, 3%%,
would save, as compared with Mr Fowler's 4%, £75m in 1983-84 and about
£220m in a full year. This is equivalent to 0.2% on total NICs or 1.4%
on income tax thresholds.
SECRET
1
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6.. Secondly, you could say that the increase proposed by Mr Fowler

would be inconsistent with the purpose of the new system. It is meant

to eliminate the arguments that arose under the old system because
upratings exceeded, or fell short of, inflation. Mr Fowler himself
justified the change as providing a surer and more automatic method

of uprating. But once it becomes accepted that under the new system
too the RPI increase can be exceeded, we shall be back to the old
arguments. And once again, as with overshoot and undershoot, we shall
be operating a ratchet for, although the uprating can exceed inflation,
it can never fall short of it.

7 Thirdly, you could point out that social security has already done
well from the recent public expenditure decisions. Last autumn Cabinet
decided to save £180m in 198%-84. This would be achieved by having _
an uprating 12% below what it would otherwise have been. The change
to the historical method was designed to produce approximately this
saving. But in the Budget concessions costing £120m were announced,
and indeed Mr Fowler, in debates on his Bill, used a figure of £220m,
which allowed also for changes in expectations on inflation. So even
without Mr Fowler's further proposal, last autumn's decision to make
savings on the social security programme has already been largely or
wholly frustrated.

8. Finally, there is the argument that higher increases in the short-
term benefits will worsen both the poverty trap and the unemployment

" trap. The Prime Minister might be especially concerrned about the effect
on unemployment benefit and supplementary benefit. But of course it
is hard to argue that a difference of 2% is decisive.

The new levels for the retirement pension

9. We have looked at the actual and prospective levels of the
retirement pension to see what figure would be produced by an uprating
at the level we would like. The figures are (£/week):

Present After uprating at
3.75% 4% 4.25% 4.5%

Single 32.85 34.10 34.15 34,25 34,35
Married 52.55 54.50 54.65 54.80 54.90

SECRET
2
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Ug!!rtunately, these figures do not help. There is no good round
figure for an uprating below 4.5% - unless you think that the £2 extra
on the married couple's pension at 3.8% qualifies. Indeed, Mr Fowler
might even be tempted to go for the £55 a week figure for the married
pension which an uprating of 4.7% would produce.

Mr Fowler's arguments

10. You should be prepared for two arguments from Mr Fowler.

11. The first is that we were already budgetting for 41%, so that
anything less would be an uncovenanted bonus for us. This might be
an effective point. You could point out that we assumed no increase
in real terms, whereas Mr Fowler's 43% would give a real increase of
about 2%.

12. The second possible argument by Mr Fowler is that the Government
must be able to say during the Election campaign what the size of the
uprating will be. This argument may have been strengthened by the

decision to hold the Election before the May RPI is published on 17 June.
If it were to be accepted that benefeciaries cannot be left in uncertainty
until then the way is open to Mr Fowler's proposal which is essentially
to give a politically attractive minimum figure. I suspect that in
political terms this will be a hard argument to refute. Perﬁﬁﬁé it
coUld be said that the Government would not in practice get any extra

" credit by giving a figure which (even with Mr Fowler's 434%) will look
low, and will certainly be outbidden by the Opposition.

Compromise positions

13, What will be acceptable to Cabinet is of course very much a matter

of political judgement, especially at present. But it may well be that

with an Election imminent they would not be willing to stand on the

May RPI figure (especially since that will not be known until 17 June).

Whether to offer a 4% uprating is a matter of tactics. Mr Fowler's

decision to go for the unexpectedly high figure of 41% suggests that
"V/he is playing a tactical game himself.

SECRET
5
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Other Social Security Matters

14, DHSS have a number of other smaller points some of them on the

November uprating. They do not expect Mr Fowler to raise them tomorrow
but in case he does a short annex on them, prepared by Ms Seammen,

is attached.
@m—ﬂ

G W MONGER

PS. I have Jjust heard from DHSS that Mr Fowler may also propose
tomorrow that his statement on the uprating should &&=s= announce
the renewal of the plédge for the next Parliament. No doubt it is
realistic to accept that this decision has now been taken. It is
important however that the pledge should be restricted to the same
benefits as before. Those are "pensions and related long-term
benefits.™ DHSS believe that this is what Mr Fowler will propose.




additions to short term benefits

1

ish them but the power to do so was removed from the

in PESC

for their continued payment. They

current level of 30p, or reduced.

he minimum (5p) would be possible
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that money provided for. Might well want money for other things. Little pressure

for abolition; other Government policies eg JRS encourage early retiremnt.

1 Household duties test/new disablement allowance.

The test will become illegal from the end of 1984 under an EEC directive. Simple

a-olition would cost about £275 #§ a year in housewives non contributory invalidity
pension (HNCIP). Proposal is to abolish HNCIP and NCIP and replzce by new non-
contributory benefit payable on test of incapacity for work and 80% disablement.
Full year extra cost of £22m, allowing for preservation of rights of those currently

receiving HNCIP and NCIP.

action, probably along these

loubts about some of the details; and we are not yet convinced that preservec

rights are absolutely necessary. Without them, a nil net cost package could be

constructed.

g
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10 DOWNING STREET

3 May 1983

From the Private Secretary

1983 Christmas Bonus

The Prime Minister was grateful for your
Secretary of State's minute of 29 April about
the PQ for answer on Thursday 5 May by
Mr. Andrew Bennett MP.

The Prime Minister agrees a holding reply
on Thursday S5 May, and to your Secretary of
| State announcing the bonus before 16 May as he
'proposes, The Prime Minister has commented that
we must be careful not to give the impression
that the bonus may rise above £10.

I am sending copies of this letter to

John Kerr (HM Treasury) and Richard Hatfield
(Cabinet Office).

Steve Godber, Esq.,
Department of Health and Social Security.

SECRET
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PQ BY MR ANDREW BENNETT MP ON 1983 CHRISTMAS BONUS

Mr Bennett's question to you for answer on Thursday May 5 points to

a problem we have in the next few weeks. I was proposing, with

your agreement, to announce the amount of the bonus in-early May,

as we need to do if we are to be sure that pensioners will get

their money in time.

The background is this. We legislated in 1979 to give the

s s oy

pensioners a statutory right to the bonus. The only question to

be settled each year is the amount of the bonus. Up to now this

has been announced as part of the uprating package at the time of

the Budget, and arrangements for paying it could proceed from
mid-May in the normal way.

But this year the uprating announcement will not be until June, and
e ————————
if we leave the bonus announcement until then some pensioners will

not get this money in time, because the bonus sticker which is

attached to the Christmas week counterfoil will not be in some of

the six-monthly order books spanning Christmas which are prepared

for issue in May. —

I propose that the amount of the bonus should be £10, as in the past.

ey
We considered in last year's PES round whether to increase it but

concluded that this was not a high priority. The Opposition have

promised at least £20, and the only reason for delaying an
announcement would be to avoid difficulties in the run-up to an
Election. My view, however, is that delay would give us the worst

of both worlds: in not announcing the £10 and in not making

——

arrangements in time to ensure that pensioners got their bonus by

Christmas. Pensioners with order books spanning Christmas will
e et

realise in June that they have not received their bonus stickers and

2 —u .
will make enquiries to our embarrassment.

1
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I should like therefore to announce the £10 bonus before 16 May,

and I would propose then that you should give a holding reply on
Thursday.

I am copying this minute to the Chancellor of the Exchequer and

Sir Robert Armstrong.

29 April 1983
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Mr Ronald Leighton (Newham North East): To ask the Prime Minister, if she will list
her official engagements for 5th May.

Mr A. J. Beith (Berwick upon Tweed): To ask the Prime Minister, if she will list her
official engagements for 5th May.

Mr Lawrence Cunliffe (Leigh): To ask the Prime Minister, if she will list her official
engagements for 5th May.

Mr Robert Adley (Christchurch and Lymington): i
Fisther-officiat-engegemenicforSth-Maxe (0d 22 . 4. &3

Mr Andrew Bennett (Stockport North): To ask the Prime Minister, when she expects a

decision to be announced as to the level of Christmas bonus to be paid to pensioners in
1983.

Mr Alfred Dubs (Wandsworth, Battersea South): To askthePrime Minicter—ii—she—wiH
list-heroffeiat-engogementoforSth-Maxe (04 21. 4.8 3

Mr Toby Jessel (Twickenham): To ask the Prime Minister, if she will list her official
engagements for 5th May.

Mr David Alton (Liverpool, Edge Hill): To ask the Prime Minister, if she will list her
official engagements for Sth May. :

Mr Dennis Canavan (West Stirlingshire): To-ask—thePrimeNHnister—wiataretherofical
enpagementetorSih-May. WA 11 . ‘}

Mr Geraint Howells (Cardigan): To ask the Prime Minister, if she will list her official
engagements for Sth May.

Mr Clement Freud (Isle of Ely): To ask the Prime Minister, if she will list her official
engagements for 5th May. ! -

Mr Jack Ashley (Stoke on Trent South): To ask the Prime Minister, if she will list her
official engagements for 5th May. i i

Mr Simon Hughes (Southwark, Bermondsey): To ask the Prime Minister, if she will list
her official engagements for 5th May.

Mr David Winnick (Walsall North): To ask the Prime Minister, if she will list her
official engagements for 5th May.

Mr George Foulkes (South Ayrshire):

erheral-engagements for Thursday Sth May._

Mr Allan Roberts (Bootle): To ask the Prime Minister, if she will list her official
engagements for Thursday Sth May.

Mr Tim Eggar (Enfield North): . - :
eagagements for Thurcday Sth May W 21 L. %3

Mr Colin Shepherd (Hereford): To ask the Prime Minister, if she will list her official
engagements for Thursday Sth May.

Mr Tim Sainsbury (Hove): To ask the Prime Minister, if she will list her official engage-
ments for Thursday 5th May.

'Aaﬂ 15 Pgml —~ \bles 101

Mrs Helen McElhone (Glasgow. Queen’s Park):

To ask the Prime Minister, if she will
list her official engagements for 5th May.

Mr John Townend (Bridlington):
engagements for 5th May.

To ask the Prime Minister, if she will list her official

Mr Richard Needham (Chippenbam): To ask the Prime Minister,

if she will list
official engagements for Thursday 5th May. & W by

Mr John Hunt (Bromley, Ravensbourne): To ask the Prime Minister, if she will
official engagements for Thursday 5th May. will list her

Mr Robin Squire (Havering. Hornchurch):
official engagements for Thursday 5th May.

Mr Gordon Wilson (Dundec Fast):
engagements for 5th May.

Mr A. E. P. Duffy (Sheffield, Atterclifie):
official engagements for Thursday 5th May.

Mr Tim Brinton (Gravesend): To ask the Prime Minister, if sh
oxiiie o Thitser o M e will list her official en-

To ask the Prime Minister, what are her
To ask the Pime Minister, if she will list her official

To ask the Prime Minister, if she will list her




PRIME MINISTER

You were asking at the meeting yesterday with the Chancellor

and Mr. Fowler, about whether the bill on changing the method of

pensions uprating could be speeded-up in the House of Lords.
Nl cae s M

el

The bill has just gone to the Lords. At our request, the

Second Reading has been brought forward from Thursday 5 May to

Tuesday 3 May. I am assured that this is the earliest possible

date without a major row in the Lords, given that the business

up till then has already been announced, and this is the
minimum interval which the Lords specify from the introduction
of the bill to its Second Reading. The Chief Whip in the Lords

will be considering next week how to speed up the subsequent

stages.

Mg

22 April 1983
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10 DOWNING STREET

From the Private Secretary 21 April 1983

DW JO"\V\ )

Pledge on Future Pension Upratings

The Prime Minister had a discussion this afternoon with
the Chancellor and the Secretary of State for Social Services
about the Government's pledge on future pension upratings.

After discussion it was agreed to carry forward to the
next Parliament the pledge the Government gave for the present
Parliament to price-protect pensions and associated benefits.
It was also agreed that there should be no acknowledgement
in the pledge that, if there were an economic crisis, the
pledge would need to be abandoned. The argument here was
that, if there were a crisis this would happen in any event,
so that there would be no need to create suspicions by
announcing this in advance.

In a separate discussion about this year's uprating it
was agreed that, if there were to be a June election,
consideration would need to be given from the outset about
what should be said about the May RPI figure, to be announced
on 17 June, which was to be the basis of the November uprating.
Meanwhile, the formula to be used about the June figure should
continue to be that it would be "in the region of 4 per cent'".

I am sending a copy of this letter to Steve Godber
(Department of Health and Social Security), and to Richard Hatfield
in Sir Robert Armstrong's office.

Yous sinwredsy |
MA thnt ke Shdlans

John Kerr Esq
HM Treasury.
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PLEDGE ON FUTURE PENSION UPRATINGS e
frs ruw bne .

PRIME MINISTER

%) LSN

Before the discussion you propose to have on the uprating of long
term benefits in the next Parliament, I oughtﬁio respond briefly to

the further minute Geoffrey Howe sent you on 14/April.

L Geoffrey focusses on the public expenditure implications of
pledging to maintain the value of pensions and related long term
benefits in the next Parliament. Of course, if we did cut the value

of pensions, then we could make substantial public expenditure
savings. But for the reasons set out in my earlier minute of

31 March on pledges and long term public expenditure, I do not

believe it is realistic to expect to make further savings in this way.

S

The course we have already set implies that pensioners and other

beneficiaries will become worse off in relation to those in work, and
R .

that the share of national resources going to the elderly by way of

social security benefits is unlikely to change very much until the

mid-1990s at least. This reflects the fact that our earlier changes
N ——

will produce a steadily growing saving in the social security

PP Ay
programme by comparison with what it would otherwise have been.

. In general, my view of trends on social security expenditure is

rather different from Geoffrey Howe's:

the increase in social security spending in this

—

Parliament has been mainly due to more beneficiaries,

particularly the unemployed, rather than to raising

the real value of benefits or extending the scope of

the benefits system;

whilst it is true that the number of pensioners has

e,
been increasing, the trend is now slowing and in a
l“ 2 ¥ "
very few years the number of pensioners will stabilise,
e —————

and remain stable for some 20 years. Moreover, there

O N ™™ s p——
1
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are falling trends elsewhere. For example, the

number of children for whom child benefit will be
payable will fall from 13.5 million in 1978/79 to
17.8 million in 1988/89; Y

even quite modest reductions in unemployment, generated
by the success of our economic policies, would more

than cancel out the effect of pension increqses. The

full year cost of an increase of 1 per cent in pensions

s s

and other long term benefits in 1984/85 is estimated to
be about £200 million. Each reduction of 100,000 in

D s e s peaTr
the number of unemployed people would save about

£180 million in benefit expenditure and, in addition,
there would be increases in tax revenue and national

insurance contributions.

4. By the way they have mishandled their pension proposals, the

Opposition have made it much easier for us both to defend our pensions

record in this Parliament and to resist extravagant demands for the

future. This is despite the fact that for reasons we all recognise,
—

we have not been able to match the real increases of previous
Governments, and UK pensions remain low by comparison with most

comparable industrial nations.

Se Against this background, the last thing we should now be doing

is handing the Opposition an opportunity to regain the initiative.

—

If we promised less for the next Parliament than for this Parliament,
Si—————

we should be doing just that. People will understand and respect our
e e I A e a

refusal to enter into an auction of pension promises. But they
would not understand - or accept it - if we refused to undertake not
to cut the value of pensions. We could not sustain that position -
and, as I said previously, we must start off with a position we can
hold. I believe that to be the position commended in my earlier

minute.

2
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6. I am copying this to Geoffrey Howe. I would also suggest that

because of its obvious electoral impoertance we might widen our
discussion on Thursday to include at least Cecil Parkinson - and

possibly also Willie Whitelaw and Michael Jopling.

20 April 1983
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PRIME MINISTER

(/Lg.uyu,w v m WXA

mas Iy
You envisage a discussion of the minutes of 30 and 31 March which Norman

Fowler and I sent you about what should be said about the uprating of social

security benefits in the next Parliament.

——

2. I have been thinking about your preliminary comment - John Coles letter of
6 April - that the Government should "price-protect" the basic retirement
pension, "and that we are the more able to do this because inflation will be kept
down." It isn't in fact easy to argue that price protection is simpler when
inflation is low. Pensions which have been uprated by 4 per cent when prices are
rising at 4 per cent a year cost as much in real terms as pensions which have

been uprated by 15 per cent when prices are rising at 15 per cent a year.

3. But I know you feel that the real issue is a more general one. One of our

main objectives over the next Parliament will be to contain the growth in public

——
expenditure, and if possible reduce it. We both realize only too clearly that

unless we can do that, we shall still fall well short of what we want to do in

cutting the tax burden. And that must require us, despite all we have already

done, to secure still more effective control over sqgcjal security expenditure. It
wis e

is the biggest single programme, costing £34bn<ee¢ year and accounting for
nearly 30 per cent of the total. Its growth has made things enormously more
difficult for us during this Parliament: the increase in this programme alone,
between 1978-79 and 1982-83, more than accounts for the increase in cost terms

in the total of public expenditure between those years.

4. Unless we can find ways of preventing it, the prospects are for continued

’—__—.—-—
growth in expenditure which could hamstring us in the next Parliament.

)

Expenditure on social security could rise between 1982-83 and 1985-86, by some
£5 billion. The prospect is made even more difficult by the continuing increase
in the number of pensioners, which is expected to grow by the end of 1985-86 by
another 200,000, on top of the 500,000 extra since the start of this Parliament.

—

The same trends are likely to continue in the longer term.
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5. I realize, of course, the immense political difficulties involved in all this,
particularly for a Government entering its second term - during which the
economic difficulties are expected (rightly, as a result of our actions so far) to be
less pressing than in our first Parliament. But if we really want to contain public
expenditure, then we have to think long and hard before closing our options on
social security benefits in the next Parliament. That is why I am so anxious that

we should not repeat the pledge which.so.constrained us in this Parliament.

Restricting the pledge to the basic retirement pension hardly helps, since this

accounts for some three-quarters of expenditure on the pledged benefits and we

should, in practice, find it difficult not to extend it so the remainder (such as

war pensions and widows' pensions).

I am sending a copy of this minute to Norman Fowler.

(G.H.)
11 April 1983
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6 April 1983

The Prime Minister has seen the minute
of 30 March by the Chancellor of the Exchequer
relating to the Government's long term
intentions on social security benefits.

The Prime Minister would like to discuss
the contents of Sir CGeoffrey Howe's minute
with him and with the Secretary of State for
Social Jervices. She has made the preliminary
comment that she believes that the Government
must "price protect"” the basic retirement
pension and that we are the more able to do
this because inflation will be kept down.

We shall make arrangements separately for
a meeting.

I am copying this letter to Colin Phillips
(Department of Health and Social Security).

JOHN COLES

John Kerr, Esq.,
HY Treasury.
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6 April 1983

Your office kindly drew my attention
to the fact that my letter of 5 April to you
about social security benefits had been wrongly
copied to Barnaby Shaw in the Department of
Employment. Would you please destroy my letter
of 5 April and substitute the enclosed. I have

f;twqé’aSKGd Barnaby Shaw to return to me his copy of

"my original letter.

7

JOHN COLES

John Kerr, Esq.,
HM Treasury.
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PRIME MINISTER

PLEDGE ON FUTURE PENSION UPRATINGS

I have been discussing with the Chancellor and the Chief Secretary

what we say about future pens{gp upratings. The Chancellor and I

take a different view on tHiS. It seemed best that each of us should

set out how we see things. This minute sets out my view.

My judgement, and that of colleagues here, is that we cannot do less
#—a

than promise to maintain what we achieved in this Parliament.

Accordingly I maintain my preference for the approach set out in my
letter of 14 March to the Chancellor, which was copied to you:

"We stand by what we said in this Parliament - that we shall

maintain the value of pensions and /related long-term benefitsZE)

I should make it clear that I am proposing this pledge for the lifetime
of the next Parliament. I do not believe it would be realistic to set
our sights lower than this.

We have already limited our future commitments - first, by legislating
for prices~only upratings and second, by deciding to restore the
historic method and so avoid unintentional bonuses. (The Opposition

of course are promising to restore the link between earnings and
pensions.) We are already saving £500 million a year by breaking the
earnings link and this could grow to £2 - €3 billion a year by the end
of the decade.

Looking at this from the point of view of the pensioner, giving no

more than price protection will mean - on past experience and present

expectations - that there will be a growing gap between the standard

I —————————————————

of living of those who are retired and those still in work. This can

be illustrated dramatically by looking at what has happened since 1948.

If we had uprated pensions only in line with prices since 1948, a

married couple's pension now would be £22 a week not £52.55 a week.

r ———
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If we seek to offer less than we promised in this Parliament we shall
be asked a number of questions to which there are no politically

sustainable answers. For example:

If you thought it right to give a promise in these terms

for this Parliament, why is it wrong to do so for the

next Parliament?

If we expect to be able to continue to price protect pensions, and

accept that it would be unrealistic to seek to do less, the right
answer is to say now that we will continue to pledge into the next
Parliament. I do not believe we could hold the position if we

e —
watered down the pledge. Moreover, once we had to give ground, we

might finish up with a formula which is not as tight as the one I
have suggested. And of course a pledge given under pressure would

carry much less weight than one offered freely at the outset.

The difficulty is pursuing any alternative course to the one I
propose is amply demonstrated by paragraph 6 of the Chancellor's
minute. The first and inevitable supplementary question which would

follow such a statement would be - does this mean that pensions will

be price protected or not?

—

I am copying this to the Chancellor of the Exchequer, the Chief

Secretary and Sir Robert Armstrong.

31 March 1983

2
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Cabinet on 3 March discussed the presentatlon of the overnment S

long-term intentions on social secuthy beneflts

a'“/\)’

2. The important question is how we should respond when asked
——

whether we intend to carry forward to the next Parliament the

——

pledge we gave for this Parliament to maintain the real value of
N

pensions and associated benefits.
NANANAANACAA

3. One possibility would be simply to repeat this pledge for the

next Parliament. This is what Norman would prefer, along the

—————— p—

lines set out in his letter to me of 14 March.

4. In my view it is most important that we should avoid a commitment.
AAAA
Social security accounts for 30 per cent of public expenditure.

Our policy of containing expenditure, and avoiding commitments which

might increase it, can hardly be effective if it does not apply to

this, the largest single programme.

De Nor need the avoidance of a commitment.be politically damaging
to us. We can point to our record on pensions and refer to our :
intention to continue to give the needs of pensioners high priority.
We can also point out that no responsible Government can commit
itself regardless of circumstances, and draw a contrast with the
extravagant promises made by the Opposition. These points can and

should be made explicitly and positively.

1
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6. The line I would prefer would therefore run broadly as

follows:=-
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