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Mr . Kemp 

PRIME HINISTER 

NATIONAL INSURANCE SURCHARGE AND NATIONAL INSURANCE CONTRIBUTION -

EMPLOYERS 

I understand tha~ Patrick Jenkin has spoken to you about 

the additional burden on employers caused through increased 

National Insurance Surcharge (NIS) and employers National 

Insurance Contribution (NIC) resulting from the increase in 

the upper earnings limit to £200 per week which I announced in 

the House this afternoon. 

2. I find it har·d to understand how this complaint can be 

linked in any way to the increase in the employees NIC rates 

(ENIC) that I announced this afternoon. The NIS (and the 

employers NIC) depends not only on the rate of NIS (or NIC) 

but the base on which it is charged. As the attached note by 

my officials shows, this is virtually defined by the present 

rules. There was a question of whether the upper limit should 

be £190 or £200, tat we settled for £200 in the interests of 

helping with the PSBR. 

3. We could have reduced the additional amounts payable only 

by either going for a smaller increase in the upper earnings 

limit than £200 per week, or by reducing the rate of surcharge 

itself. I would have opposed both. In connection with our 

PSBR problems we need the upper earnings limit as high as 

possible; and so far as employees' contributions are concerned, 

it makes the total move fairer to raise the limit as much as 
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the rules allow. As for reducing the surcharge rate, this 

is in my view an inefficient and unselective way to help industry; 

if we have a given amount of money available there are better 

ways of spending it in this area. Only a third of the 

surcharge yield is payable by manufacturing industry. 

4. The Secretary of State is especially concerned, I 

understand, about the employers statutory sick pay scheme and 

its inter-action with NIS/NIC. However this scheme does not 

come in until April 1982. We announced only last week 

sUbstantial concessions to employers in this respect~ and if 

we have to give more - I hope not - the time for this is later. 

5. Employers are being substantially ·benefited by leaving 

their NIC rates untouched. As the note below points out no 

employer should be surprised ,at the increased amounts he has 

to pay by virtue of increasing the ceilings. I agree that the 

presentation may need careful handling, but I think we should 

leave the substance as it is. 

6. I am copying this for the Secretary of State for Social 

Services. 

(G. H .. ) 

, , 2. s-: 'NoVember' 1980 
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NATIONAL INSURANCE SURCHARGE AND EMPLOYEES NATIONAL 

INSURANCE CONTRIBUTION 

Note by Treasury Officials 

The National Insurance Surcharge (NIS) is collected through 

the same machinery as are National Insurance Contributions (NIC) 

For NIC, the system calls for contributions to be paid by 

employees and employers on incomes between the lower and upper 

earnings limits - currently £23 per week and £165 per week 

but to go up to £27 per week and £200 per week from 1 April. 

These limits in turn are tied to the level of the single 

person's pension, and it is part of the agreement with the 

private pension industry that the upper earnings limit will 

always be between 6; and 7~ time~ the single person's pension. 

2. Because the NIS is tied in with the NIC, as the upper 

earnings limit increases more NIS is payable. Thus in respect 

of an employee earning £190 pw at present the employer pays 

3.5 per cent of £165 which is £5.77 pw, or when the limit goes 

to £200 pw he will pay 3.5 per cent of £190, which is £6.65 pw. 

3. In total the effect of increasing the upper earnings limit 

to £200 pw~ to increase the surcharge paid by employers by 

about £100 million per year. It --could be said that this does 

no more than keep take from the surcharge constant, because the 

machinery in effect indexes the take to prices through the 

level of the single pension. 

4. The only way in which this effect could have been avoided 

would have been to rejuce the rate of NIS. Very roughly each 

one percentage point on NIS raises around £1 billion per annum, 

so a reduction from 3.5 per cent to 3.4 per cent would have 

been needed to offset the £100 million increase. A conscious 

decision was taken not to alter the rate of surcharge. 
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5. Employers should not be surprised at this increase. 

They should be aware of the way that NIS is tied in to NIC, 

and they should also be aware of the fact that the upper 

earnings limit is tied to the pension and has to increase 

annually. There was a discussion as to whether the limit 

should go to £190, £195 or £200 pw. £200 pw was agreed in 

the NIC context, first to maximise the PSBR benefit from 

this source, and secondly as making the move arguably slightly 

less regressive - the higher the upper earnings limit the 

less regressive it is. 

6. Very much the s~me effect occurred last year when the 

upper earnings limit was raised from £135 pw to £165 pw. 

Eulployers then had to accept that the surcharge burden in 

total increased. They made no complaints against it. 

HM TREASURY 

24 November 1980 
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Thank you for your letter of 3 December. We discussed the 
matter briefly at Cabinet on Thursday, when you reported 
that you thought that following your discussion with 
backbenchers there is now little risk of any amendment 
being put down from our side to the Bill. 

This means, I hope, that we need not think in terms of any 
concessions. If - I repeat if - it nevertheless becomes 
necessary to dO-something in order to avoid defeat, I am 
inclined to agree with you that the least unattractive 
course would be to reduce the Uppoer Earnings Limit to 
£190 per week. This would have the merit of helping employees 
as well as employers, in a sJtuation where, notwithstanding all 
the noise, employers are already decidedly favoured. However 
as I have already made clear I should be strongly against 
making this, or indeed any other, concession on the Bill, and 
I should want a great deal of persuading that one was necessary. 
We will keep the position of employers under review, and if we 
have to do anything this should be carefully designed and left 
until Budget time, and decided in the light of all the 
circumstances then. I hope we can all agree to adopt this 
approach. 

I am copying this letter to the Prime Minister, the other 
members of E Committee and Sir Robert Armstrong. 
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The Prime Minister held a meeting this morning with the 

Chancellor and the Secretary of State for Social Services to 
discuss the effect of the National Insurance Surcharge and 
National Insurance Contribution on employers . They had before 
them the Chancellor's and Mr. Jenkin's minutes of 25 and 24 
November respectively . 

Mr. Jenkin explained that, as a result of raising the 
upper earnings limit from £165 to £200, the cost to employers 
would be £386 million - of which £104 million would be due to 
the NIS . He was concerned that Cabinet had not been aware that 
thjs would be happening, and also that the extra burden on 
industry would not appear consistent with the general purpose 
of the Chancellor's measures - which was to shift resources 
from the personal and public sectors to the company sector . 
Moreover, he was concerned that it would look as if the concession 
to employers which he had announced last Friday on the Employers 
Statutory Sick Pay Scheme would now appear to be being taken 
away. 

The Chancellor said that employers would have had to pay 
additional amounts in the absence of the increase in the employees 
National Insurance Contribution rates. This followed simply from 
the fact that the upper earnings limit was being raised, as it 
was every year more or less in line with inflation; and employers 
expected the increase . The only possible issue was whether the 
ceiling should have been raised to £190 or £200; but it had been 
decided to go for the upper figure on revenue grounds and in order 
to make the increase in employee rates less regressive . The only 
way to have exempted employers from the increased burden would have 
been to have reduced the surcharge rate; but he had taken the 
view that this would have been an inefficient and unselective 
way of helping industry - particularly sin~e only a third of the 
sur charge yield was payable by manufacturing industry. Industry 
would be helped by the stock relief measure announced last week, 
and also by the reduction in interest rates . He would of course 
continue to consider the general burden on industry caused by the 
recession and other factors in preparation for the next budget; 
but he was strongly opposed to making any concession on the 
employer surcharge now. 

b 

/ The Prime Minister 
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The Prime Minister said that she shared Mr. Jenkin's concern 
that the Government appeared to be adding to industry's burden 
at a time when it was trying to provide some relief. She would 
have preferred the issue to have been considered explicitly by 
Cabinet: the possibility of increasing the ceiling to £190, or 
exempting the employers from having to pay anything extra on the 
surcharge might have been considered. But it was now too late to 
make a change. However if an amendment were to be put down to 
the Social Security Bill proposing that employers be given some 
exemption, the issue would need to be reconsidered in E Committee. 
In the meantime, the Treasury and DHSS would need to agree a line 
on what should be said against criticism that industry's costs 
were being increased, and that there was a contradiction between 
this and Mr. Jenkin's concession on ESSPS. 

I am sending a copy of this letter to the Private Secretaries 
to the members of the Cabinet and to David Wright (Cabinet Office). 

John Wiggins, Esq., 
H.M. Treasury. 
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I have tried ~7hand at an ul tra-simple presentation of our case, 

for circulation to backbenchers through Central Office. I should 

be very grateful if you and copy recipients could let Mr Ridl~y 

and myself have comments by the early afternoon, when he and I will 

be putting the no~into final form. 

GEORGE CARDONA 

26 November 1980 



CHANGES IN NATIONAL INSURANCE CONTRIBUTIONS 

The facts 

- NI contributions (for both employers and employees) are calcula1 

as a proportion of earnings between an upper and a lower earnin~ 

limit. 

The Government has changed the proportion of earnings paid by 

employees (for 1981-82), but there has been no change in the 

proportion paid by employers. 

The Government has also changed the upper and lower earnings 

limits (again for 1981-82). They move in line with inflation, l 

are going up from £23 and £165 per week to £27 and £200. It is 

because of this increase in the limits that the contributions 

paid by employers will rise. 

There is one further complicationf: the upper earnings limit W0 1 
/' 

have been taken from £165 to ~f§O by inflation. It was decided -- ;' 
to round this figur~ u~ to £200. The small margin of £10 aCCOUl 

/ 
for a small increase in employers' costs over and above inflatic 

The arguments 

There is no question of the Chancellor having misled the House 

of Commons. What he said on Monday 24 November was: 

"These changes will increase the employees' rate of NI 

contribution from 1 April 1981, on earnings between £27 per 

week and £200 per week, from 6i% to 7i%. Other rates and 

levels, including those for the self-employed,will also chang 

Having regard however to the financial pressures on industry 

and the way in which the employer's share has grown in recent 

years, employers' contribution rates - including the surcharg 

will remain unchanged." 

It is perfectly clear from the Chancellor's statement that there 

was to be no change in employers' contribution rates, and that 

the earnings limi~ were being moved, as is the regular practice 

every year. ! ... 



to 

- Industry's NI contributions are being increased to take account 

of inflation (plus the rounding-up to £200 of the upper earning~ 

limit). But this revalorisation will take effect only from 

1 April 1981. Industry's financial position will in any case 

be considered more fully in preparations for the 1981 Budget. 
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I MPACT OF NATIONAL INSU1UU~CE CI1ANGES ON EMPLOYERS 

Following your discussion this morning with the Prime I'linister and 
the Secretary of State for Social Services you asked me to revise 

t he note you gave her about this, bringing out two further points: 

2 

(a) That the increase in employers contributions and NIS 
attributable to the £200 upper earnings limit, is part of 

the annual review process and there is no difference in 
what we have done this year from last year's; 

(b) emphasising that the amount of extra NIS attributable to 
raising the limit to £200 is actually only about £25 million 
because the limit would otherwise have been £190; and that 
only about one- third of the surcharge yield is payable by 
manufacturing industry, the rest is paid by central and 
local government, public utilities and service industries 
such as banks and insurance companies . 

I attach a draft . This assumes that you will also circulate 

the note by officials . Since our discussion you will have seen the 
record of the meeting circulated by No 10 . After consulting your 
Private Secretary we agreed that it would be best to circulate your 
minute as if you had not seen the record of the discussion but were 
merely responding to T1r Jenkin's minute of yesterday . It will 
therefore have to be circulated today . 

3 On the history, I attach (top copy only) copies of the corres-
pondence last year, from which you will see the discussion was in 

1 
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veYJ s imilar terms to this y ear ' s (between £160 and £165 DEL) . 
t hat the Prime Hinister specifically endorsed the higher limit . 

And 

4 On the burden of the NIS take, only about a third comes from 

manufacturing industry . Of the rest, a fifth is accounted for by 

central and local government, another fifth by the service industries 

and the remainder comes from a whole range of non-manufacturing 

activities including public utilities, banks, insurance and oil 

companies . 

. , 

C D BUTLER 
25 November 1980 



:;ONFIDENTIAL 
D:?Jl .. FT 

PRI HE r-TIHISTER 

Il'1PA8T OF NATIOEAL InSURANCE CHANGES ON EI-1PLOYERS 

I have seen the Secretary of State for Social Services' minute to 

you of 24 November about the additional burden on employers through 

increased National Insurance contributions (NIC) and increased 

Surcharge (NIS) resulting from the increase in the upper earnings 

limit to £200 per week which I announced in the House yesterday. 

2 These effects are entirely separate from the increase in the 

contribution rates for employees that I announced yesterday. Those 

increases have no effect on employers, as Cabinet intended. The 

increased payments by employers are attributable solely to the 

increase in the base - by raising the upper earnings limit to £200 

per week - on which their contributions and nIS are charged. As 

the attached note by my officials shows, this is virtually defined 

by the present rules. There is a discussion each year about the 

exact level of the upper earnings limit. Last year we had a choice 

between £160 and £165, and settled - for PSBR reasons - on £165. 

This year there was a question of whether the upper limit should be 

£190 or £200, but we settled for £200 for exactly the same reason. 

It is only because we are using the legislation to change all rates 

and limits (including those that would other~vise be adjusted by Order) 

that the Financial l'1emorandwn to the Bill gives the full effect on 

NIS of the increase in the limit. 

only 
3 We COUld/have reduced the additional amounts payable by 

either going for a smaller increase in the upper earnings limit than 

£200 per week, or by reducing the rate of surcharge itself. I would 

have opposed both. In connection with our PSBR problems we need the 

1 
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upper earnings limit as high as possible; and so far as employees 

-contributions are concerned, it makes the total move fair er to raise 

the limit as much as the rules allow. Besides -, the true additional 

burden on- employers is the increase attributable to setting the 

limit at £200, when we could have chosen £190 . The difference in 

take on the NIS is arollild £25 million . To reduce the rate of the 

surcharge to reflect this seems to me unnecessary . It is further-

more an inefficient and unselective way to help industry . If we 

have a given amollilt of money available there are better ways of 

spending it in this area . Only a third of the surcharge y ield is 

payab l e by manufacturing industry; the bulk of the rest is paid by 
utilities vc:vv~- fr1I.-( ~ :J"' ; u..( 

government, public/and BBn-trading activities (eg banking and insuranc ( 
t-)(;vt'~ INft rd.A~~ ~ ~~~c.-t H r~ rteq\.-(AI~< '1 I~~~c& tGh-Ylfekl~. 
4 The Secretary of State is especially concerned with the coincidenc 

of this increased payment by employers with the introduction of the 

Bill to implement the employers statutory sick pay scheme . However 

the scheme does not come in until April 1982. We announced only 

last week substantial concessions to employers in this respect (not 

only by reducing their HI contribution by a further £100 million, but 

also concessions to small employers - totalling about £40 million) . 

If we have to give more - which I hope we shall not - the time for 

this is later . 

5 Employers are being substantially benefited by leaving their 

NIC rates untouched . As the note below points out no employer 

should be surpris~d at the increased amounts he has to pay by virtue 
w~~ bn ~U::J .y\~ -ck ~-~ ';~~r ~ I-~) ,?,.N\tL- ~ o.JiM:c.-Li VMpW~eN( ~Mt.J...tl ~j ~ 1t\1Ul-1 

of increasing ceilings ,\ I agree that the presentation may need-~~~l 
1.., C 

careful handling, but I think we should leave the substance as it is . 

6 I am sending copies of this minute to Cabinet colleagues and to 
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PRIME MINISTER 

National Insurance 

This note sets out my oral report to you last evening 

on the problems with the Lobby over National Insurance. 

At the first Lobby at 4 p.m. ~I ~as forced into a corner. 

Being inadequately briefed, I left doubts whether the Prime 

Minister knew about the effect on employers of the uprating and 

I was unclear, on the basis of correspondence I had seen, whether 

the Chancellor or Mr. Jenkin knew about it before the Chancellor's 
I ... 

statement on Monday. 

I was also in considerable difficulty because some members 

of the Lobby saw Mr. Jenkin in No. 10 at 11 a.m. on Tuesday. 

I called another Lobby at 6 p.m. and made the following 

points: 

i. The Prime Minister was aware of the effect 

on employers in broad terms - I could not 

vouch precisely for £386 million. 

ii. She discussed with the Chancellor and 

Mr. Jenkin the GAD report on Tuesday morning 

but I was also sure that the additional call 

on employers was also mentioned. 

iii. This additional call was a potential issue 

because it was touched upon by Mr. Campbell­

Savours in the House on Monday towards the end 

of the Chancellor's statement and the Chancellor 

did not give a full answer. 

iv. I pointed out, however, that Mr. Jenkin was 

answering a Question on Tuesday afternoon 

which, as usual and according to practice 

followed by Mr. Healey, made clear employer 

contributions would also rise. Moreover, 

CONFIDENTIAL fa 
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a DHSS press notice spelled out in detail 

what additionally employers would have to 

pay. 

v. I fully accepted that this did not resolve 

the desirability of whether or not the 

Chancellor should have spelled out the 

amount by which uprating would put an 

additional impost on employers. 

vi. But I did make clear that my impression 

was that employers were well aware that 

there would be an additional impost because 

of the usual raising of bands required by 

Statute . and were able broadly to build it 

into their forecast of costs. 

Under questioning 

- I did not lead the Lobby to suppose that the 

Cabinet had considered the additional amount 

to be raised from employers. 

- -I said that in normal circumstances the settlement 

of the 6.5-7.5x pension would be between the 

Chancellor and the Secretary of State, DHSS, keeping 

the Prime Minister informed. 

- The Lobby noted that £200 is at the top of the range­

to which I said that there was clearly a need for 

revenue. 

I resisted all efforts to determine the precise 

nature of Tuesday morning's discussion between the 

Prime Minister, Chancellor and Mr. Jenkin or 

specifically whether presentation of the additional 

impost on employers was considered. 

/ - I 
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- I indicated that the Prime Minister had seen 

the Chancellor's Monday statement in advance, 

even though she had been in Rome. But I made 

th~ point that No. 10 was not seeking to make 

excuses on that account. I did not know whether 

the effect on employers had, subsequently to 

Tuesday, been discussed with the Chancellor. 

I knew of no plans for a review of the position. 

B. INGHAM 

27 November, 1980 

cONFID~NTIAL 
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PRIME MINISTER 

IMPACT OF NATIONAL INSURANCE CHANGES ON EMPLOYERS 
• • t • I have seen the Secretary of state for Soolal SerVlces mlnute to 

you of 24 November about the additional burden on employers 

through increased National Insurance contributions (NIC) and 

increased Surcharge (NIS) resulting from the increase in the 

upper earnings limit to £200 per week \'lhich I ~ounced in the 

House yesterday . 

2. These effects are entirely separate from the increase in "the 

contribution rates for employees that I announced yesterday. 

Those increases have no effect on employers, as Cabinet intended. 

The increased payments by employers are attributable solely to 

the increase in the base - by raising the upper earnings limit to 

£200 per week - on which their contributions and NIS are charged . 

•.•... As the attached note by my officials shows, this is virtually 

defined by the present rules. There is a discussion each year 

about the exact level of the upper earnings limit. Last year we 

had a choice between £160 and £165, and settled - for PSBR reasons -

on £165. This year there was a question of whether the upper 

limit should be £190 or £200, but we settled for £200 for exactly 

the same reason. It is only because we are using the legislation 

to change all rates and limits (including those that would other­

wise be adjusted by Order) that the Financial Memorandum to the 

." Bill gives the full effect on NIS of the increase in the limit. 

3. We could only have reduced the additional amounts payable by 

either going for a smaller increase in the upper earnings limit 

than £200 per week, or by reducing the rate of surcharge itself. 

CONFIDENrrIAL 
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I would have opposed both. In connection with our PSBR problems 

we need the upper earnings limit as high as possible; and so far 

as employees' contributions are ~oncerned, it makes the total move 

fairer to raise the limit as much as the rules allow. Besides, 

the true additional burden on employers is the increase 
attributable to setting the limit at £200, when we could have 

chosen £190. The difference in take on the NIS is around 

£25 million. To reduce the rate of the surcharge to reflect this 

seems to me unnecessary. It is furthermore an inefficient and 

unselective way to help industry. If we have a given amount of 

money available there are better ways of spending it in this area. 

Only a third of the surcharge yield is payable by manufacturing 

industry; the bulk of the rest is paid by government, ~ublic 

utilities and various services (e.g. banking and insurance) which 

are relatively little subject to the pressures of international 

_competition. 

4. The Secretary of State is especially concerned with the 

coincidence of this increased payment by employers with the intro­

duction of the Bill to implement the employers statutory sick pay 

scheme. However the scheme does not come in until April 1982. 

We announced only last week sUbstantial concessions to employers 

in this respect (not only by reducing their NI contribution by a 

further £100 million, but also concessions to small employers 
totalling about £40 million). If we have to give more - which I 

hope .weshall not - the time for this is later. 

5. Employers are being substantially benefited by leaving their 

NIC rates untouched. As the note below points out nri employer ­

should be surprised at the increased amounts he has to pay by 

virtue of increasing ceilings, which broadly maintain the real 

value of the tax, and to which employers should by now have become 

accustomed. (If we failed to revalorise the earnings range, the 

real yield of the tax would fall.) By contrast, the concession 

on the Employers' statutory sick pay scheme represents a deliberate 

CONFIDENTIAL 
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action to reduce the burden on employers and is related to 

contributions payable from April 1982. I agree that the 

presentation may need careful handling, but I think we should 
leave the substance as it is. 

6. I am sending copies of this minute to Cabinet colleagues 
and to Sir Robert Armstrong. 

,-1 CONFIDENTIAL 



•• • t 

" 
" 

NATIONAL INSURANCE SURCHARGE AND EMPLOYEES NATIONAL 
INSURANCE CONTRIBUTION 

, . 
Note by Treasury Official~ 

. The National Insurance Surcharge (NIS) is collected through 

the same machinery as are National Insurance Contribu~ions (NrC 
For NIC, the system calls for contributions to be paid by 
employees and employers on incomes between the lower and upper 

earnings limits - currently £23 per week and £165 per week 

but to go up to £27 per week and £200 per week from 1 April. 

These limits in turn are tied to the level of the sIngle 

. person's pension, and it is part of the agreement with the 

private pension industry that the upper earnings limit will 

always be between 6} and 7} times the -single person's pension. 

2.- Because the NIS is iied in with the NIC, as the upper 

earnings limit increases more NIS is payable. Thus in respect 

of an employee earning £190 pw at present the employer pays 

3.5 per cent of £165 which is £5.77 pw, or when the limit goes 

to £.200 pw he will pay 3.5 per cent of £190, which is £6. 65 p~l. 

3. In total the effect of increasing the upper ear~ings limit 

to £.200 pw~ to increase the surcharge paid by employers by 

about £100 million per year. It-'could be said that this does 
'no more than keep take from the surcharge constant, because the 

machinery in effect indexes the take to prices through the 

level of the single pension. 

4. The only way in which this effect could have been avoided 

would have been to reduce the rate of NIS. Very roughly each 

one percentage point on NIS raises around £1 billion per annum, 

so a reduction from 3.5 per cent to 3.4 per cent would have 

been needed to offset the £100 million increase. A conscious 

decision was taken not to alter the rate of surcharge. 
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5. Employers should not be surprised at this increase. 

They should be aware of the way that NIS is tied in to NrC, 

and they should also be aware of the fact that the upper 

earnings limit is tied to the pension and has to increase 

annually. There was a discussion as to whether the limit 

should go to £'190, £,195 or '£200 pw. £.200 p\,l was agreed in 

the NIC context, first to maximise the PSBR benefit from 

this source, and secondly as making ,the move arguably slightly 

less regressive - the higher the upper earnings limit the 

less regressive it is. 
j . 

6. Very much the same effect occurred last year when the 

upper earnings limit was raised from ~135 pw to £.165 pw. 
Employers then had to a~cept that the surcharge burden in 

total increased. They mad~ no complaints against it • 

• j 

.. - .., 

HM TREASURY 

24 November 1980 

'. 



Tuesday 25 November 1980 
Written Answer 

NATIONAL INSURANCE CONTRIBUTIONS - CHANGES 

76 Mr Chris Patten (C. Bath) 

PQ 80/1980/81 
Han Ref Vol 

Col 

To ask the Secretary of state for Social Services, what change in national 

insurance contributions he proposes for 1981-82. 

'. 

HR PATRICK JENKIN 

As my right han and learned Friend the Chancellor of the 
Exchequer announced yesterday, the Government propose:-

1. - To reduce the rate of Treasury Supplement from 18% to 

14.5%. Th~s will achieve savings in the Consolidated Fund 
of £529 million in the year 1981-82. ------
2. To increase the National Health Service allocation from 

contributions, to provide additional revenue of £254- million in the 

year 1981-82. 

3. To increase contributions both to take account of these 

changes and to cover increased demands on the National 

Insurance Fund. 

I have today presented a Bill which provides for these changes. It 

also provides for the annual changes needed to take account_of 

inflation. A report by the Government Actuary (Cmnd 8091) which 

accompanies the Bill sets out the effect of all these changes on 

the National Insurance Fund. 
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CHANGES IN CONTRIBUTION HATES 

Employees and Employers 

Th"e Class 1 employee contribution rate (not contracted out) is 

increased from 6.75% to 7.75%. 0.5% of this increase is on 
account of the reduction in the Treasury Supplement, 0.25~o for 

the NBS, and 0.25% to avoid a deficit in the National Insurance 

Fund. The same increases are being made in the employee 

contracted-out rate. The reduced contribution payable by opted­

out married women and widows is increased from 2% to 2.75%. 

There will be no increase in the contribution rate for employers, 

which will "continue at 1CYJ;b, (not contracted out) plus 0.2% for 

the Redundancy and Maternity Pay Funds and 3.5% national 

insurance surcharge. 

These contributions are payable on .a~~ earnings up to an upper limit 

provided that the earnings reach a lower limit. In line with the 
C!!f "'. ... ..... 

requirements of the Social Security Pensions Act 1975, the lower · 

. earnings limit will be increased to £27 a week,just· belovl the new 

basic retirement pension, and the upper earnings limit will be 

increased to £200 a week. The present limits are £23. and £165 a week 
respectively. 

The self-employed 

The flat-rate Class 2 contribution is raised from £2.50 a week to 

£3.40 a week; 45p of this increase reflects inflation, in particular 

the movement in earnings and benefit rates,15p is for the NHS, and 

30p is .on account of the reduced-Treasury Supplement. The annual 
. ... . 

limit of earnings below which a self-employed person may apply for 

exception from liability for Class 2 contributions is raised from 

£1,250 to £1,475. 
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The weekly Class 2 contrib~tion rate for share fishermen (who arc 

eligible for unemployment benefit) is increased from £3.90 a week 

to £5.15 a week. 

The rate of Class 4 contributions payable in respect of profits 

is increased from 5% to 5.75% (0.25jj for the NBS, 0.5% on account 

of the reduced Treasury Supplement), and the limits of annual 

profits between which Class 4 contributions are paid are raised 

from £2,650 and £8,300 to £3,150 and £10,000. 

Voluntary contributions 

'. 

The .rate of the Class 3 (VOluntary) contributions is increased from 

£2.40 to £3.30 a week. 

Effect of all the changes 

The table below sets out all the ~hanges, distinguishing those due --to inflation and the extra increases now proposed. For those with 

earnings or profits between th~ lower and upper limits, Class 1 or 

Class 4 contributions rise automatically with earnings or profits. 

Inflation increases therefore affect only the flat-rate 

6ontributions and Cliss 1 and Class 4 contributions on earnings .:~ 

and profits above the old upper limits. 

For someone earning £130 a week (about the average for men), and 

not contracted~out, the Class 1 contribution would rise by £1.30 ----a week. For the self-employed person with profits of this amount, 

the combined Class 2 and Class 4· contribution would rise by 94p a 

week. The maxjmum increase in the Class 1 contriqution'(for those 

earning £200 a week or more) would be £9.16 a we~k. £7.16 of this -is due to the increase in the upper earnings limit (this increase 

is for the employer and employee jointly) and £2 is due to the 

increase in the rate. For the self employed the maximum increase 

would be £3.04p a week, £1.60 due to the higher profits limit and 

inflation element in the Class 2 increase and £1.44 due to the 

extra increase in rates. 



\JJ. 
N 

C12_ss 1 

Lo:·:cr earnings I, imi t (L£1) 
Upper earninbs lirr:i t (UEL) 
L~plcyeJ earner's rate: 
l:ct cC:1tracted out 
Contracted out 

Red--.:ced.· 1-.f'2.. t e 

L'":;pl oyer t ~ rat e: * 
E-:t CO!~t!'~cted out 
Cc::.tracteQ out 

~lass 2 ::-at e 

S::'2..11 eJ..rni::.~ except ion­
~J:~el"e eC::lings belovl 

~l2.sS 4 rate 

Lo~er lirr~t of profits or gains 
C?per li~~t·of profits or gains 

~l2.SS 3 rate 

C}I_u __ ~GES IN CONTRIEurrIO~~ RN1~1'-:S PROPOSED FOR 1981/82 

1980/81 

£,23 a Heek 
£.165 a week 

6.75 per cent 
6.75 per ce~t to LEL 
4.25 per cent between 

LEL u..Yld UEL 

2 per cent 

13.7 per cent 
13.7 per cent to LEL 
9.2 per cent between 

LEL and UEL 

£.2.50 a Heek 

£,1250 a year 

5 per cent 

£.2650 a year 
£.8300 a year 

£.2.49 a Heek 

Ch~l·!1eeS on account 
of inflationf 

£4-
£.35 

45p 

£,225 

£.500 
£.1700 

45p 

Increases on accolu1t of 
the Nutiollill Insurance Fund",,' 
cn:l . .nges in NHS alloc.::.ti on 
a.r:d Treasury Supplcr:1cnt 

1 per cent 
1 per cent 
1 per cent 

0.75 per cent 

45p· 

0.75 per cent 

45p 

In p2..rt~ -'ll2..r, the movcrr.cnts in earninf?3 a.Yld benefit rates. 

v cO 11~1 S0/3! 

1981/82 

£27 a !'leek 
£200 a ~·;eck 

7.75 per ce!1t 
7.75 per cent to LEL 
5.25 per cent betwee~ 

LEL ~~d. VEL 

2.75 per cent 

1':0 cha.l!ge 
No ch~.nge 

t 
No Chc;":'l~C ..::l-

£3.40 a ~leek 

£.1475 a year 

5.75 per cent 

£3150 a year 
£10,OCO a year 

£.3.30 a week 

v 

LY1('. ll1Si\~ of surcharg-G (3.5 per cent) payable under the National Insurance Surcharge Act 1976 as amended by the Finance Act 1978. 
-r.d Rciwld.J-'1cy ~;.d r.:::tternity Pay :Fund allocation (0.2 p8r cent). . 
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CHANCELLOR OF THE EXCHEQUER 

EMPLOYERS NATIONAL INSURANCE CONTRIBurION 

c.c. Chief Secretary 
Financial Secretary 
Sir Douglas Wass 
Sir Anthony Rawlinson 
Mr Ryrie 
Mr Battishill 
Mr Unwin 
Mrs Gilmore 
Mr C D Butler 

Against the possibility that there may be a PNQ down all that you may like 

to put out a direct statement today concerning last nights events, I have 

quickly prepared the attached. It is intended to be fairly robust, but 

I understand that from Mrs Gilmore that this what you are looking for. 

2. I should be grateful if you would regard it as only a draft at this 

stage, because I would like to check over some of facts etc. with DHSS. 

I am in touch with them. 

3. I also attach a brief note showing how the upper earnings limit and 

the employee and employers percentages have moved since 1976. 

E P KEMP 

26 November 1980 
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DRAFr STATEMENT FOR THE CHANCELLOR OF THE EXCHE~UER TO MAKE 

EMPLOYERS NATIONAL INSURANCE CONTRIBUTIONS 

I am astonished that the RHM for Leeds East is expressing surprise 

on discovering that when the limits for National Insurance Contributions 

are changed employers have to pay more. After all, it was his Party 

which laid the broad foundations to the present system, including 

the linking of the limits to the pension - and thus to inflation -

and the sharing of the burden of contributions between employers and 

employees. Benefits - payable to the old, sick, the unemployed, etc. -

go up and have to be paid fo~ as he well knows; and the upper limit goes 

up too. He raised it from £105 to £120 in November 1977 and again: 

from £120 to £135 in 1978. We lHrd nothing about the additional burdens 

on employers, or come to tha~ employees, at that stage. And it was the 

RHM who invented the s~rcharge. 

What the RHM apparently failed to spot, of course, -is . the extent to 

which we are relieving employers of what would be their normal share. The 

normal practice is that when rates - and I emphasise rates and not 

limi ts - go:·up employers and employees rates move together. Last year 

they moved by the same amount. ~The RHM, in fact, in 1977 put employers 

rates up by ~ than the employees rates - 1~ against t%.) Having 

regard to the state of industry, however, this time we have deliuerately 

chosen not to put any of the increase income attributable to the 

~ .... ~"" • increased rates on to employers. 
~ ~ l.J., The REM will appreciate that this 

~~ has relieved employers of around £400/£500million per annum. This 

~ •• c,~ 

t~ 
~.,-~'" 

is the measure of the bene fi t we are giving them. 

- ' .. -' :.. ~ ~. ;,. ", 
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% % 

DEL Employee Employer 

1.4.76 95 5i 8i 

1.4.77 105 5i 8i \1- ~1 ~)'\ 

1.4.78 120 ~ 10 ( + !J-t" ) 

1.4.79 135 6~ 10 (+ ~~~ NIS) 

1.4.80 165 6i 10i ( do ) 

1.4.81 200 7i 10i ( do ) 

~ ." .... - ;,-



CHANCELLOR OF THE EXCHEQUER 

EMPLOYERS NATIONAL INSURANCE CONTRIBUTION 

Here is a fact sheet, agreed with DHSS officials. 

c.c. Chief Secretary 
Financial Secretary 
Sir Douglas Wass 
Sir Anthony Rawlinson 
Mr Ryrie 
Mr Bailey 
Mr Battishill 
Mr Unwin 
Mr C D Butler 
Mrs Gilmore 
Mr Salveson _ 
Mr Ridley 
Mr Cropper 
Mr Cardona 
PS/Secretary of State fo } 

Social Services 
Mr Chislett (DHSS) 

2. If you are content, I suggest it goes to the Pay Master General for circulation 

to back benchers if he thinks fit; and at the same time it goes to the 

Prime Minister, your other Ministerial colleagues, and Sir Robert Armstrong. 

This might be done under cover of a Private Secretary note, which might add 

that Treasury Officials would be glad to explain any detailed points that 

are raised (myself or Mr Butler are the contacts). 

E P KEMP 

26 November 1980 

PS l'1r Jenkin has had this note read over to him. He is content 
on the understanding that his position in relation to a possible 
reduction in the surcharge is reserved. :This refers to 
Mr Lankester's letter of yesterday. I see nothing in the note 
or in the fact of its distribution, to affect the position set 
out in that letter. 

EPK 
0~ 



THE NATIONAL INSURANCE FUND AND NATIONAL INSURANCE CONTRIBUTIONS - FACTS 

Contributory social security benefits - retirement pensions, unemployment benefit, 

sickness benefit, etc~are paid out of the National Insurance Fund. They will totaL 

about £17 billion in 1981-82. The Fund's income comes from employers and 

employees by way of contributions(in total about £14 billion) withtrebalance 

from a Supplement by the general taxpayer and investment income. 

2. Contributions are calculated as percentages payable by employers and employees 

on bands of employees income between what is known as the lower earnings limit 

and the upper earnings limit. Under existing legislation the lower earnings 

limit must be set at about the level of the single persons pension (£27.J5 pw) 

and the upper earnings limit must be between 6~ and 7~ times that pension. 

The limits are currently £23 and £165 pw, but following this week's increase 

in the pension they will go up to £27 and £200 pw from 1 April next. 

3. The size of the contributions payable by employers and employees depends on 

two separate factors :-

(a) the upper and lower earnings limits and 

(b) the rates payable. 

4. From 1 April next year both rates and levels change. Increases in the levelq wt 

~aveto be -made . under the existing rule~will raise in total about £470 million 

through the National Insurance Contributions (and a further £100 million through 

the National Insurance Surcharge). Of this about £390 million falls to employers 

and the balance to employees. This is automatic and would have happened without 

any change in rates. Although the cash amount raised increaseson this score, it 

is broadly maintained in real terms. In effect the system protects the real 

value of the amounts against inflation. 

5. Decisions on rates are less automatic. The Government has decided to raise 

a further £1 billion from an increase in rates, for the reasons the Chancellor set c 

in his statement on 24 November :-
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(a) to keep the Fund in balance having regard to the forecast 

demands in it; 

(b) to maintain the level of health services; 

(c) to reduce the support given by the general taxpayer through 

the Supplement. 

6. Having regard to the state of industry the Government has decided that the 

whole of the £1 billion should be met by employees although normally employers 

would have met up to perhaps one half of it. This is part of the Government's 

policy to correct the imbalance between the personal and corporate sectors. 

7. The Chancellor's statement on Monday was related to the major policy decision 

to increase employees rates and leave employers rates un-changed. The increased 

contributions from both employees and employers resulting from this increase in 

the limits were regarded as familiar consequence of the system, and so were not 

dealt with in a short statement. As the Chancellor made clear full details were 

to be published by the Secretary of State on the following day. This was done. 

8. The attached tables set out .-

(a) the relevant figures; 

(b) how the rate and limits hav 



'Lotal eff ects of incre as e in l':ational Insurance l imits 
and rates in 1931-82 

~ffect of raising earnings 
limits on contributions 

3ffect of raising earnings 
limits on IT r Surcharge 

Effect of increases in rates 

:2ru.ployees 

136 

nil 

997* 

1183 

:2 million 

:clnployers 

232 

104 

nil 

33 6 

1J..I ot a l 

46,S 

104 

997 

1569 

*includes increased contributions from self-employed and voluntary 
contributions 

Source: Appendix 1 of Government Actuary's Report on the 
Financial Provisions of the Social Security (Contributions) 
Bill 1980 (Gmnd 3091) 



Recent Movements of Upper ~arnings Limit and ~at es* 

% c~ 
/V 

UJ2per Earnin~s Errrp 1 ole e s Fm£lo;vers 
Limit Rate Rat e 

1 Ll 7' 95 5i-
n., 

. • ,. 0 04 

1.4.77 105 5i- r::: 3 
'- --'4 (+ 2% ""'1'""' ) 1', 0 

1 .4.73 120 6~ 10 (+ 2% ?\" IS, ,.., 
from 1.10.72 ) /2 

1.4.79 135 &* 2 10 (+ 3~% 1-'-'S) J.. .• ..L 

1 .4.80 165 62- 10* (+ -;: 1 c ~ HI""') 
4 j2/ ~ l '., 0 

1 .4. 81 200 72- 10* (+ z 1 cl EIS) 4 ./'2 / 0 

*For "not contracted out" contributions 



-' 
MR JE~INS PS/Chief Secretary 

PS/Financial Secretary 
PS/Minister of State (C) 
PS/Minister of State (L) 
Sir D Wass 

v" 

Sir A Rawlinson 
Mr Ryrie Mr Burns 
Mr Bailey 
Mr Middleton 
Mr Kemp 
Mr C D Butler 
Mr Corlett 
Mr Griffiths 

Mr Gracey (IR) 
Mr Howard (C&E) 
Mr Ridley 
Mr Cropper 
Mr Cardona 

ECONOMIC DEBATE: EMPLOYEES NATIONAL INSURANCE CONTRIBUTIONS 

You reported that when they met yesterday . Treasury Ministers 

asked for some defensive briefing against Opposition charges 

that the increase in employees national insurance contributions 

was regressive. They asked to see the arguments in relation 

to corresponding increases in income tax and in indirect taxes. 

I have since discussed this briefly with Mr Cardona. 

2 . I at t a c h three not e s : -

(i) the first, prepared with the Inland Revenue 

by Mr Corlett, compares the distributional 

effects of an extra £1 billion from a 1% 

increase in employees contributions with 

the same amount raised by -

(a) increasing the basic rate from 

30 to 3l~% and 

(b) cutting real tax allowances by 

£100 for single people and £150 for 

married; 
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(ii) the second consists of a draft speaking note 

for use in dealing with Opposition criticism 

that the money should have been raised in 

higher taxes. 

(iii) the third illustrates the effects of the 

National Insurance decisions on the Fund 

next year. 

3. The arguments about the distributional effects of the 

contribution increase, compared with alternatives need to 

be handled with great care:-

(i) The employees national insurance contribution 

is charged at the same rate on income between 

the lower and upper earnings limits - £27 and £200 

next year. For the great majority of working 

people whose incomes fall within those limits, it 

is simply a proportionate tax. Each additional 

£1 of earnings will attract, as a result of the 

Chancellor's announcement, an additional lp in 

contribution next year. 

(ii) Because of the ceiling, earnings above £200 

attract no more contribution. The total 

contribution remains then fixed at £15.50 a week. 

The additional 1% (included in that figure) 

remains fixed at £2 a week. Because of this 

cut-off point, critics can (just about) describe 

the contribution system as a whole as regressive. 

But, as noted above, for most people whose earnings do not 

exceed £200 a week, the system is, and looks proportionate. 

No more, and no less. 

4. In responding to the Chancellor's statement, however, 

Mr Healey said:-
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"The national insurance increases are equivalent 

to an increase of well over Ip in the standard 

(sic) rate of income tax but they are highly 

regressive by comparison with an increase in the 

standard rate of income tax." 

5. Discounting the element of exaggeration (the corresponding 

basic rate increase would be l~%), this comparison is more 

difficult to refute. Whilst one might legitimately challenge 

the description llregressive" (for the great majority of 

people) it remains true that raising the sums needed by an 

increase in the basic rate of income tax would be more 

progressive than higher employee contributions. The Chancellor 

is of course well aware of this, as he is of the wider arguments 

against raising the basic rate. But in present circumstances, 

perhaps the most telling argument is that raising the contri­

butions concentrates the extra cost of financing the health 

services and the contributory benefits on those who are in 

work. Raising income tax rateswould also hit pensioners and 

the sick. 

6. Raising contribUions, as the Chancellor knows, is 

certainly less regressive than finding the same money by 

cutting tax thresholds - or raising them by less than the 

increase in prices. This is because a cut in allowances 

reduces take home pay by the same cash sum for all taxpayers 

within the basic rate band. Thus, a cut of £150 in the married 

allowance reduces take home pay by 87p a week, whether the husband 

is earning £50 a week or £200. But at the lower figure the 

contribution increase will cost him only £50p a week, whereas 

at the latter figure it will cost him £2. 

7. You mentioned also that Ministers had raised comparisons 

with indirect taxes. This is quite a tricky area and I would 

strongly advise the Chancellor against trading judgements 

of the relative "regressivity" or "progressivity" of the different 

taxes on expenditure relative to the action on contributions. 

When the Chancellor put up the VAT rate, he strongly resisted 
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charges that this was regressive, since about half of consumers 

expenditure is not chargeable. As for"the duties on drink and 

tobacco, the Chancellor will want to retain maximum freedom to 

consider increases in the Budget. Perhaps the better argument, 

in present circumstances, is again that increases in indirect 

taxes would not fall simply on those in work but would extend 

to pensioners, the sick and the unemployed. 

8. There is finally the point, which Mr Kemp has identified 

that even after the changes announced on Monday the proportion 

contributors as a whole are paying of contributory benefits 

has actually gone down slightly for 1981-82 - as the second 

note shows. 

9. The third of the notes below shows how some of these 

considerations might be brought together for use in the debate 

on Thursday. 

- 4 -

A M W BATTISHILL 
26 November 1980 



IMPLICATIONS OF RAISING £1 BILLION 
THROUGH THE INCOME TAX 

Note 1 

This note sets out the distributional implications of using the 

income tax to raise an additional £1 billion, through: 

(i) a reduction of £100 in the single allowance 

and £150 in the married allowance (including 

age allowances); or 

(ii) a rise of l~% in the basic rate - ie from 

30% to 31.25%. 

It compares these with the distributional effects of the decision 

to raise that amount through a 1% increase in the rate of ENIC. 

The £468m yield from raising the upper earnings limit from 

£165 to £200 is, of course, quite separate from the yield of 

the extra 1%. 

2. The figures in the attached table are based on current 

(1980-81) rates and allowances. 

3. (i) At earnings of £50, the ENIC change is less 

severe than a reduction in allowances but more 

severe than a change in basic rate. 

(ii) At earnings of £100 a week, the ENIC change 

is rather more severe than either of the tax 

changes. 

(iii) At £200, the effect of the increase in the ENIC 

rate (ignoring the increase in the ceiling) is 

more severe than a reduction in allowances and 

about the same as an increase in the basic rate. 
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(iv) Between £200 a week and the top of the basic 

rate band (£242.79 for a single person and 

£257.60 for a married man), the ENIC increase 

is a flat cash amount, just like the effect on 

take home pay of cutting the personal allowance 

by a given amount. But the basic rate increase 

continues to take l~p from each additional 

£ of earnings. 

4. Between the old and the new upper earnings limits (£165 and 

£200 a week) the effects on take home pay of the extra 1% 

contribution are the same as for lower levels of income. Each 

additional £ of earnings attracts an additional Ip in contribution. 

But the aggregate effects on take home pay are increased by the 

fact that the full contribution (the present 6~% plus the extra 

1%) is payable for the first time on earnings above £165. Thus, 

for example, at £200 a week, the total increase in contributions 

is £4.36 made up of (i) £2.36 attributable to the higher ceiling 

(£6~% x £35) - (ii) £2 attributable to the extra 1% rate (1% x 

£200). 

5. There is a final important point. The increases in ENIC 

do not, of course, affect those not in employment - for instance 

pensioners, and those living wholly on investment income or 

benefits. They are unquestionably better off than if income 

tax were increased. 
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Ef~ect o~ changes i n NIC compared with revenue-eauivalent changes 
~~ income tax 

SINGLE PERSON 

Earnings 
per '-"l eek 

1980-81 

£ per week (% of net income ) 

Effecf1 6n weekly net income of: 

1% rise in NIC 
and increas e 
in ceiling 

£100 reduction 
in personal 
allowance 

Increase in basic 
rate to 31.25% 

50 

100 

200 

MARRIED COUPLE 

Earnings 
Der 1(l eek 

to £200 a week 

-0. 50 (-1. 3 ) 
-1.00 (-1.4) 

( 2) 
-2.00 \. -1 • 5 ) 

-0. 58 ( -1. 5) 

-0.58 ( - 0. 8 ) 

-0. 58 (-0. !+ ) 

HUSBAND ONLY EARNING 
(1) 

Effect on weekly net income of: 

1°/ . . -;\T IC £150 reduction 

-0.29 ( -0.7) 

-0. 92 (-1. 3 ) 
-2.17 ( -1.6) 

Increase i n basic ~ ~lse ln ~ "1" and lncrease 10 cel 109 in married 
to £200 a week 

rate to 31.25% 
al lo\rJance 

50 -0.50 ( -1 .1 ) -0.87 ( -2.0) -0.11 (-0.2) 

400 -1.0b2~-1.3) -0.87 (-1 . 1) -0.73 (-1 .0) 

200 .... 2.0 -1.4) -0.87 (-0. 6) -1.98 (-1 .4) 

( 1) Assumes that all income is earned, a nd that the employee is not 
contracted out 

(2) £4-.36 if the comparison is on the previous ceiling of £165; this 
represents £2.36 (6~% on £35 , the difference between £200 and £165) 
plus £2.00 (extra 1% on £200). 



Note 2 

According to the Government Actuary's Report, benefits payable 

from the National Insurance Fund in 1981-82 will be about £17.1 

billion, or £2.3 billion (15.6%) up on 1980-81. Assuming the 

changes now proposed are made, contributions will be about 

£14.6 billion, up about £1.9 billion (14.8%) on 1980-81. 

2. These figures show that contributions are still not 

financing the whole of the so-called contributory benefits. 

In 1980-81 they financed about 86.1% of them; in 

1981-82 they financed slightly less -85.5%. 

3. It is true that in order to finance a given quantity of 

benefits money must be raised somewhere, and clearly it would 

be possible to raise it through eg direct taxation, indirect 

taxation, or whatever. But it makes sense to go for the 

machinery we have. As the figures above show, there is still 

a sUbstantial contribution from the general taxpayer to the 

contributory benefits. 



rrl'casury Chambers, I)arlicllllcnt Street, S\vrlIJ 3AG 
01- 233 ~jOOO 

. 26 November 1980 

T.P. Lankester, Esq., 
No.lO, Downing Street 

EMPLOYERS' NATIONAL INSURANCE CONTRIBUTIONS 

In the light of today's press reports about the 
impact on employers of changes . in arrangements 
for National Insurance contributions, Treasury and 
DHSS officials have prepared the attached fact 
sheet on which Ministers may like to draw in 
responding to any questions on this topic. The 
Chancellor will be dealing with the issue in his 
speech tomorrow in the economic debate. 

I am sending copies of this letter to the Private 
Secretaries to Cabinet Ministers, the Minister of 
Transport, the Chief Whip and Sir Robert Armstrong. 

A.-J. WIGGINS 
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THE NATIONAL INSURANCE fUND AND NATIONAL INSURANCE CONTRIBUTIONS - FACTS 

Contributory social security benefits - retirement pensions, unemployment benefit, 

sickness benefit, etc.-are paid out of the National Insurance Fund. They \ViII tota= 

about · £17 billion in 1981-82. The Fund's income comes from employers and 

employees by way of contributions(in total about £14 billion) with ttebalance 

from a Supplement by the general taxpayer and investment income. 

2. Contributions are calculated as percentages payable by employers and employees 
. ~h ~~ 

on b~aB ef ~mployeep income -between what is known as the ~ earnings limit 
. r-f" -It,.U c\. tV\.(, I i'\ (G M..( l':j V.MN-<.- 1M l~ ... rtr 
l_and the ~FP~r earnings limit. Under existing legislation the lower earnings 

limit must be set at about the level of the single persons pension (£27.J5 pw) 

and the upper earnings limit must be between 6~ and 7~ times that pension. 

The limits are currently £23 and £165 pw, but following this week's increase 

in the pension they will go up to £27 and £200 pw from ~April next. 

3. The size of the contributions payable by employers and employees depends on 

two separate factors :-

(a) the upper and lower earnings . limits and 

(b) the rates payable. 

4. From 1 April next year both rates and levels change. Increnses in the levelEi T,v l 

l),ave to be made _, under the existing rules, will raise in total about £470 million 

through the National Insurance Contributions (and a further £100 million through 

the National Insurance Surcharge). Of this about £390 million falls to employers 

and the balance to employees. This is automatic and would have happened without 

any change in rates. AI though the cash amount raised increases on this score, it 

is broadly maintained in real terms. In effect the system protects the real 

value of the amounts against inflation. 

5. Decisions on rates are less automatic. The Government has decided to raise 

a further £1 billion from an increase in rates, for the reasuns the Chancellor set ( 

in his statement on 24 November :-

- 1 -



.... , . 

(a) to keep the Fund in balance having regard to the forecast 

demands in it; 

(b) to maintain the level of health services; 

(c) to reduce the support given by the general taxpayer through 

the Supplement. 

6. Having regard to the state of industry the Government has decided that the 

whole of the £1 billion should be met by employees although normally employers 

1tlOuld have met up to perhaps one half of it. This is part of the Government's 

policy to correct the imbalance between the personal and corporate sectors. 

7. The Chancellor's statement on Monday was related to the major policy decision 

to increase employees rates and leave employers rates un-changed. Tile increased 

contributions from both employees and employers resulting from this increase in 

the limits were regarded as familiar consequence of the system, and so were not 

dealt with in a short statement. As the Chancellor made clear full details were 

to be published by the Secretary of State on the following day. This was done. 

8. The attached tables set out .-

(a) the relevant figures; 

(b) how the rate and limits have moved in recent years. 



1.'otal effects of increase in Hational Insurlli""lCC? li2L:· 
and rates in 1981-82 

Effect of ralslng earnings 
limits on contributions 

Effect of raising earnings 
limits on III Surcharge 

Effect of increases in rates 

Employees 

186 

nil 

997 * 
-
1183 

"J,,6 , 
__ , J 1 .... " 

/\ ,r,) 

ni.~ 

) -, -

*includes increased contributions from self-employed ;. 
contributions 

Source: Appendix 1 of Government Actuary's Renort or.:. 
Financial Provisions of the Social Securi ty '~ 
Bill 1980 (Cmnd 8091) 
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Recent 110vemcnts of Upper .2arnin5s Lir.1it and Rates * 

% % 
U12:2 er Earninp;s Ern121o;zees Ern;Elo;yers 

Limit Rate Rate 

1.4.76 95 5i- 82. 
4 

i.4.77 105 5i 82-
4 C+ 

i.4.78 120 &* 2 10 C+ 
n 

{.4.79 135 ~ 10 C+ 
1;.4.80 165 6i 1a¢ C+ 
1,.4.81 200 7i 10,,~ C + 

*For "not contracted out" contributions 

2% HIS) 

2% NIS, 

: . . ' ~,..,. .. r 

from 1 ""0 7t:)\ • 1 • ~.) 

31 % PIS) 2- 0 .L'l 

A 1 c1 rIS) ../21) .L'I 

:Q0/ 1'7IS) 
/21° l~ 
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cc: Chief Secretary 
HI:' Burns 
Mr Cassell 
I1r Evans 
I1r Kemp 
Mrs Stamler 
I1r Folger 
HI:' Wren-Lewis 

NATIONAL INSURANCE CO:NTRIBUTIONS .AND THE FORECAST 

You asked me to explain briefly how the NIC changes relate to the 
PSBR figures presented to the Cabinet. 

2. I think the posit±n can be explained most simply as follows. I 
attach a copy of Table 2 of the Chancellor's Cabinet paper circulated 
for Cabinet on 19 November. The base PSBR forecast of £11 billion 
(line 1) itself assumed:-

a. some increase in employers' and employees' contribution rates 
in order to balance the Fund; 

b. an increase in the lower and upper earnings limits to reflect 
inflation (as required by the statute). 

Line 7 of the Table shows the estimated additional effect of the 
increases in employees' contributions beyond the increases assumed in 
the base forecast referred to above. The footnote to line 7 referred 
to the element included in the base forecast. 

3. In other words, although the details were not spelt out, the 
forecast itself already assumed a large proportion (in fact arounl 
£1 billion) of the total benefit to the PSBR of the combination of 
increases in employees' and employers' rates of contribution and 
changes in the earnings limits. 

4. This Table was, of caq.rse, a summary table designed to show the 
main PSBR effects of the Cabinet decisions on the forecast that had 
already been reported to Cabimt. It naturally did not go into the 
detailed assumptions underlying the base forecast. 

~. 
J B UNWIN 

27 November 1980 
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TABLE 2 

1981-82 £bn 

State of play 
30 October 1980 CASE A CASE B 

Public PSBR Public PSBR Public PSBR 
exp. exp. exp. 
late late late 
1979 Cash 1979 Cash 1979 Cash 
prices (rounded) prices (rounded) prices ( rounded) 

1 • Public expenditure target/ 
PSBR in forecast 76.2 11 76.2 11 76.2 11 

2. Public expenditure proposals 
(a) Increases 2.8 ) 

~ 
3.0 ) 

2~ 
3.0 ) 

2~ (b') Agreed reductions -0.6 ) -0.8 ) -0.8 ) 

3. Total 78.3· 13~ 78.4 13~ 78.4 13~ 

4. Public expenditure reductions 
not yet agreed: 

Defence -0.5 ) -0.15 ) -0.5 ? Social security -0.2 ) -0.05 ) -0. 2 
Scotland (non-formula) -0.1 ) -1~ -0.01 ) --a: -0.0 2) -1 
Health (% cut - GB) -0.15 ) ) -O.w ) 

Other -0.1 ) ) ) 

5. Total 77.2· 1~ 78.2 13t 77.6 12i 

6. Effect of holding all new 
public service pay increases 

1 -~ to 6% 1 
-""2" -2 

7. Eff~ct of 1% increase in empleyees' 
1 ~ -/ National Insurance ~ 

8. PSBR after all spending adjustments 11t 1~ 11~ 

" Figures do not add up to totals because ~rounding 

p The PSBR effect is less than thedirect revenue effect (of about £1 billion) because 
(i) the original forecast already included some increase in contributions in order to 
balance the current income and expenditure from the National Insurance Fund and 

(ii) there is some offsetting indirect effect through lower economic activity. 
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Nati'onal Insurance: Employers' Contributionsr i.. A. ( L l(, ~ ,~v,,.;»~ 

U~f\At~y 
The Institute of Directors shares the concern that has been 
generally expressed amongst businessmen at the increasing 
burden on employers of meeting their part of the contributions 
to the national insurance fund. 

We understand the position lli~der statute law which now 
involves an increase in employers' contributions. At the 
same time, we were encouraged by your words in the House 
on Monday recognising the financial pressures on industry, 
and expressing your aim that these should not be intensified. 

In order that this should not now occur, would you consider 
making a downward adjustmen~ in the national insurance 
surcharge paid by employers to match the increase in 
contributions which they now face as a result of indexation? 

The Insti tute has offered consistent and unswerving support 
to the Government in its aim to secure a lasting reduction in 
inflation and believes that industry should continue to ' support 
the Government in its present strategy. 

I am well aware that the proposal for a cut in the national 
insurance surcharge would immediately produce a shortfall in 
the revenue on which the Government is relying, and would 
thqs have implications for the borrowing requirement. However, 
I cannot believe that all attempts to cut public expenditure 
are at an end, and I should like to refer you back to our 
letter to the Prime Minister of 7 October, of which you have 
a copy, in which we set down proposals for a line of action 
which would right away make an impact on the Government's 
conunitments. 

.'. / 



2. 

The proposals you outlined to the House this week do not take 
effect until the start of the next financial year. During the 
period that intervenes, therefore, there is an opportunity for 
a realistic start to be made on the process of privatisation. 
The sale of the Government's remaining stock in BP, the offer 
of shares in BNOC, and the sale of convertible debentures in 
British Airways would right away start to produce funds which 
would reduce the Government's need to rely on taxation or 
borrowing to provide revenue. 

If the Government were to make a start on disengaging itself 
from the economy in this way, it would at once redeem some of 
its more important election pledges and provide a considerable 
measure of encouragement to the hard pressed business and 
industrial sectors to continue the battle against inflation. 
I very much hope that you will give our suggestion your urgent 
consideration. 

With every good wish, 
Yours sincerely, 

Walter Goldsmith 



, _ :dANCELLOR cc Principal Private Secretary 
l1r Ridley 
l1r Cardona 

We will all do well to forget about this week as soon as we can. 

But the events that took place did, I think, highlight one or two 
organisational problems. 

2. These arise partly from your own working technique - the 
very high speed with which you see and amend successive drafts of 

something like your Thursday speech. This is a sin of commission, 
if it is a sin at all, and one does not begin to criticise. 

3. But it does mean that the rest of us often feel as if we are 

rushing round clutching a copy of last year's Bradshaw; and that 
the comments and amendments we write on it are already pointless 

because you have probably already seen and altered the copy we have 

and you are getting ready to move on to the next. 

4. The solution may lie in modern word processing apparatus. It 
may lie in cutting down the number of 'cooks who have their fingers 
in the broth', and then ensuring that those still on the list really 
do get up to the moment copies to work on. 

5. In my own case, the version of your speech on which I spent 
quite a time in the course of Thursday morning (in response to your 

question "have you looked at the speech?") was already way out of 
date when I received it. 

6. In the case of the Monday statement, I saw nothing after the 

previous Thursday's very preliminary version. I do not entirely 
exclude the possibility that George Cardona or I might have picked 
up the point about industry and the £200 limit if we had been given 
a sight of the final draft. 

7. However, this is wisdom after the event. It is more to the 

point that this trouble should have arisen in Peter Kemp's province, 

than whom nobody could be more conscientious or careful. That must 
prove that there is something wrong with the way we prepare things 

like the Statement. 

"if. CROPPER 
28 November 1980 
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NOTE OF CHANCELLOR'S OPENING REf"lARKS IN ECOi~C;~\'\IC_pEBATE 

, National Insurance Contributions 

Reject absolutely the suggestion that I misled the House 

The size of contributions payable (by employers and employees) 

is calculated under system which took its present shape under 

the last Government's Social Security legislation of 1975. 

The system provides that the contributions payable (by employers and 

employees) depend on two separate factors : 

the percentage rates payable by either side 

the limits (upper and lower) of the band of earnings on 
which those rates are levied. 

The lowe~ end of that band of earnings is fixed by reference to t~e 

value of the single pension. The upper end of that band is fixed 

at ~-7~ times the size of that pension. 

The legislation requires the pension to be increased from time to 

time in light of inflation so that the value of the pension is 
maintained. 

Exactly the same legislation requires an increase in the ceiling 

on the range of income on which contribations are charged. 

The system means that both benefits and contributions go up together. 
Obviously benefits have to be paid for. No-one -argues against 
better .benefits. 

There is, and was, nothing secret about that system. Nothing. secret 
about the amounts to b2 paid. 

The RHG understands that perfectly well. 

The system was established and operated by the Government of which 

he was a member. 
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\,' n he was in office the upper limi t of the earnings band was increase 

each November - in three stages from £90 to £135. When in office, 
Hon Members opposite adopted the method of informing the House of 
such changes by written answer. We did precisely the same. Our 

_only crime being to give the House more information in a statement. 

I can't recall hearing anything from him about the additional 

burden on employers - or, come to that, on employees - on any of 

those occasions. 

No more is he entitled to complain about it now. 

Not one aspect of the system which we inherited from the party 

opposite was changed in any way by the decisions that I announced 

on Monday. vmat the RHG hasn't told the House is that more than 
£100 million of the increase of £386 million of which he now complains 
represents an amount of additional National Insurance surcharge 

payable as a result of the upper earnings limit going up - something 

which he himself invented. 

I made no change in that. 

The only change which I did make - and the only change of which, 

therefore, I did tell the House - was to raise .the percentage rate 

of contributions, from the employee alone, from 6i to 7i per cent. 
I should emphasise that the £1 billion figure I gave for the additional 

payments by employees' does not include the impact on them of the 
change in the contributions ceiling, any more than it includes 
anything payable by employers on that scale. 

· \~en rates are increased then it is the normal practice for that 
increase to be shared about equally between employer and employee. 

On this occasion - so far from placing added burdens upon 

employers - we decided to relieve them of their normal share. 



the extra revenue from the chan~e in rate, of which I told the 

House on Monday, not one penny will be paid by employers. 

We have protected the employer from any fresh burden. The 

RHG did exactly the opposite. 

In 1977 he introduced the surcharge at 2 per cent. In 1978 he 
raised it to ~ per cent. In the same year, he raised the 

employers' NIC rate by 1~ per cent, as against i per cent for 

the employee. 

He is the last person to have any right to criticise the steps 

which we have taken. 



NATIONAL INSURANCE FUND AND THE NATIONAL INSURANCE SURCHARGE 

./" 

Employees 

Contributions in 
1980-81· 5,253 

1981-82 increase from 
increased earnings 
etc·· 311 

Sub-total 5,564 

1981-82 increase from 
changes in earnings 

. limits 186 

1981-82 increase from 
increased rates 
(1%)-- .. 947 

r6tal contributions 
in .1981-82 6,697 

rotal increase in 
1981-82 1,444 

NI FUND 

,% Employers 

8,238 

5.9 394 

8',632 

3.5 282 

18.0 

27.4 8,914 

676 

% 

4.8 

3.4 

8.2 

Total 
};mployees + 

Employers 

13,491 

705 

14,196 

468 

947 

15,611 

2,120 

• including NHS and, for employers, redundancy and maternity funds 

•• includes population and employment changes 

NI SURCHARGE 

Employers % 

3,486 

191 5.4 

3,677 

104 3.0 

3,781 

295 

Total 
Employees + 

Employers 
contribut­
ions + NIS 

16,977 

896 

17,873 

572 

947 

19,392 

2,415 

£ million 

Total 
Employers 

contributions 
+ NIS 

11,724 

585 

12,309 

386 

12,695 

971 

••• these result from class 1 contributions. A further £50 million should be added for class 2, 3 and 4 contributions 
(self-employed and voluhtary) to give the total of £997m as the increase in income attributable to the change in rates. 

Na+~ 'T " , , Jol ' L, 1 Ii /' 

« 
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NATIONAL INSURANCE CONTRIBUTION ErC ' 1-1-
I understand you have had sight of the sketch of recent events in respect of 

National Insurance Contribution and Surcharge decisions which I submitted to 

Sir Douglas Wass earlier today, and that you now wish to minute the Prime 

~linister with the gist of what was said there. 

2. I attach a draft. At Sir Douglas Wass' suggestion this also includes a 

positive statement that you will wish to stand fast on the proposals that are 

set out in the SOcial Security (Contributions) Bill, and not give any concession 

to employers by any modification there. If anything is to be done for employers, 

the draft says, this would be a matter for consideration at the time of the Budget 

in the light of all the circumstances then. 

3. You will wish to consider whether or not the minute should be copied to the 

Secretary of State for Social Services. 

E P KEMP 

1 December 1980 

CONFIDENTIAL 
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DRAFT MINUTE FOR THE CHANCELLOR OF THE EXCHEQUER TO SEND TO 

Prime Minister 

- ---~-----
f 
i 

NATIONAL INSURANCE CONTRIBUTIONS :AND NATIONAL INSURANCE SURCHARGE 
I 

r"j ,~i ~l ...... 1t I k~ 

In the light of ~ac Lx-one t.o'~y statement of last week, I"\'p;le revi;';. -~ 
~ 

the Treasury's role in the events leading up to the decisions that were 

taken. I have looked particularly at the decision to set the Upper 

Earnings Limit for National Insurance purposes at £200 per week rather 

than £190 per week, and at how my statement came to be drafted as it was. 

Upper Earnings Limit 

2. The setting of the Upper Earnings Limit must be seen as something 

separate from the exercise which we called ENIC. ENIC (Employees 

National Insurance Contribution) was the name given to the proposal 

to raise substantial additional sums from employees during 1981-82 to 

help with the PSBR. I mentioned this to you on 6 November, when you 

~ said you were in principle in favour of the idea. ENIC was discussed 

( .............. 5) ~ \ at Cabinet on 13 November on the basis of an oral presentation by 

. ""-'> .~ \ myself, and our cOlleague;Z agreed to it. i reg' .. this particular ~ 
"!:1~ "J.. <I/) i proposal as worthwhile and extremely valuab~ tae ee~;'eB of our : 

~ .• ~'cuA I fiscal policies. _----- +~ ~ (eG (~_ I~ ~~) ! ~-A... .nV-: 
' \ /:-~ ~_ ) <\ • d--v" -- -

' !.A) A.~~ .. \ ~ ~ 
J ~l -- :/ 

,f./'I.~~ ); 3. The question of the Upper Earnings Limit was first discussed 

~~ ~ ~ / substantively between myself and the Secretary of State for Social 

~~ / Services at a meeting on 12 November. I had wanted to go for £200 

~t<...I) / 1 per week, while the Secretary of State wanted £190. £200 was within 

the rules which say that the Limit must be within ~ and 7~ times the 

single pension, though towards the end of that bracket. Nevertheless~ 

I felt we should go for the higher figure both by way of helping with 

the PSBR and making the whole move marginally less regressive (you 

will know that for many years it has been the policy of the TUC and 

elements in the Labour Party to get rid of the Upper Earnings Limit 

completely). The Secretary of State preferred £190 in terms of the 

1. 
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effect of the higher figure on employees in the £190-£200 per week~----~--­

bracket - broadly the middle management. It was my Under Secretary 

who in the course of the meeting pointed out that the higher Earnings 
.., 

Limit : meant additional payments by employers, and that this was aft , 

argument in favour of the lower figure . No agreement was reached with 

the Secretary of State at that meeting, but at a further meeting on the 

14 November he withdrew his objection to the figure of £200. The agree­

ment between myself and the Secretary of State in this matter was set out 

in a note by officials which I sent to you on 18 November and which was 

tabled at Cabinet on 20 November. This made it clear that we were going 

for £200 per week, and that while it did not affect public expenditure 

totals it increased the surplus on the National Insurance Fund by about 

£100 million and thus reduced the PSBR by the same amount in 1981-82. 

The split between employees and employers was not mentioned. At Cabinet 

on 20 November it was agreed that the Upper Limit for National Insurance 

Contribution purposes should be set at £200 per week . 

4. The question of the effect on employers was raised by the Secretary 

of State with my officials, through his, on 21 November, and I subsequentl 

spoke to him on 24 November. He later minuted to you on the sam~a~aying : , 

tlCabinet were concerned last week to be assured that 

the changes we are about to announce in NI Contribution 

rates will not fallon employers, and it is of course 

the case that the change in rates are all to be loaded 

on employees. Colleagues did however understand that 

some extra burden will inevitably fallon employers 

through the raising of the Upper Limit of earnings 

on which contributions are charged •••• this follows 

automatically from the indexation of the contribution 

income, and it is an inescapable feature of the annual 

adjustment of the NI Contribution system ••• however I 

do not believe that colleagues realised (certainly I 

had not realised) that the effect of this would be to 

bring with it the consequential national insurance 

surcharge ••• ". 

The Secretaryafaate went on to say the total amount of surcharge involved in 

raising the threshold from £165 to £200 was £104 million; of this 

2. 
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(though he did not mention the figure) £24 million is attributable 

to the difference between £190 and £200 per week. I commented on the 

Secretary of State's points in my minutes of 24 and 25 November to you, 

and we subsequently discussed the matter with the results set out in 

your Private Secretary's letter of 25th. 

5. The conclusion I draw is that while our offi~ials might more strongly 
't"J""'......... ,-.rl(IkJ t. 

have emphasised to / : and W~ might ;more strongly!' emphasised to our 

colleagues, that there was an effect on employers~by way of increased 
w-h-<-

contributions payable, as between £190 and £200, we~~ certainly aware 
~t..A..~ " 

that such an effect existed and of its magnitude; aud~ " ~hould ~'-" 
__ w~ ~ , !.r .... ...,~ .(r~~ , 

! . colleagues have--l:reen Lhrotlgtr" familiari-q; with the system : cilld--t-he- -~ , 
fI' "\ 

reference to the Upper Earnings Limit in the note tabled on 20 November. 

However the effects of the difference between £190 and £200 so far as 

surcharge went (£24 million) was not brought out explicitly. There were 

perhaps three reasons for this. First, as I say we were primarily con­

cerned with the £1 billion ENIC exercise which did not affect the 

surcharge in any way. Second, we in the Treasury were aware that the 

amount of surcharge involved was relatively very small indeed (total 

surcharge take is about £3.5 billion and we knew that ENIC favoured 
\t~~~W'\.~~ 

employers by perhaps £500 million). Finally, \ :b&.eafwe assumed 'too 
1.-

much familiarity on the part of other people with the system, and 

in particular with the fact that the machinery is such that the 

surcharge and contribution ride together so that when ceilings go up 

and contributions go up, so, necessarily, does the surcharge. 

6. Perhaps I could add that even if, contrary to the precedents of 

previous years, there had been explicit discussion collectively about 

£190 versus £200, I should have argued very strongly for £200, and I 

would have hoped to pursuade my colleagues to agree with me. The higher 

figure helps with the PSBR. For employees as a whole it makes the move 

marginally less regressive. And for employers, only about one-third of 
-r---... , 

"'\ surcharge and contribution is payable by manufacturing industry, so a 

r reduction in that burden is a "wasteful" way ~1~p them. At a meeting 
i 
/ on 25 November you said that if amendments were put down to the Social 

;' . Se~~y (Contributions) Bill designed to ameliorate the burden on 
I 
/ 
\ 

3-
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employers, these would have to be discussed in E Committee. I should 

say now that I should be strongly against any concession whatsoever 

to employers in the Bill. If something is to be done for-empl~l' 

thi& must be left until Budget time andvecided in the light of all 

the circumstances then. 

The Announcement 

7. This is a separate matter. What I said on the 24th was accurate 

and reflected the policy changes that had been decided - ie ENIC and 
:. ~1.J,",,,,,;,/r'~ 

the 1 per cent increase in employees rates. It. is .. lea;: that with 
""'~""~~NL . 

hindsight, and in the light of events, it~~have been better had 

the other effects, which to us were obvious, had been mentioned. One 

factor in this may have been the late decision that the Government 

Actuary's report, the Bill and Mr Jenkin's PQ - which together gave 

the whole story - should not be published on the 24th as we had 

originally assumed when drafting the statement, but on the 25th. 

61 

Had they been published on the 24th all the facts would have been 

clear. The consequences of this last minute change - which was made 

in order to avoid the risk of leaks and speculation which would follow 

from the appearance on Monday's Order Paper of a "Social Security 

(Contributions) Bill" - were not spotted by officials or Ministers, 

either in the DHSS or the Treasury. Whether, even if they had been 

spotted, I would have wanted to lengthen what I said by including 

what might, before the event, have seemed like an unnecessary statement 

of the obvious, is perhaps debatable. But if the sentence had been put 

in, even if it had then been struck out, I might have been better able 

to deal eg with the Campbell-Savours question. 

8. ~I am copying this minute to the Secretary of State for Social 

Services f. 
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Treasury Chan1bers , Parlian1cnt Street , S" 
01~233 3000 

w. Goldsmith, Esq., 
Director General, 
Institute of Directors, 
116, Pall Mall, 
LONDON. SWIY 5ED 

2- December 

Thank you for your letter of 27th November. 

:;.:! n >: j 2 j ~ 1 :' -: r:· ~ (" r y ~-. 
h 1 r; ':.. S t (; Yl C f' r:'. r .... ( ro \ 
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M~ni ste r of ~~at ; (L~ 
S ll' Do U ~ 1 a s; ',: ;:~ ~ s 
Sir Ant~onv E2~2inscn 
Mr . Ryri e ,. 
Mr . Ba iley 
Mr. Middleton 
Mr. Battishill 
Mr. Burns 
Mr. Bridgeman 
Mr. Burgner 
Mr. Dixon 
Mr. Unwin 
Mr. C.D. Butler 
Mr. E.P. Ke~ 
Mr. Ridley 
Mr. Cropper 
Mr. Cardona 

Let me say at once that the Government are very much aware 
of the situation of manufacturing industry. But at the 
same time it is vital that public sector borrowing should . ," 
be kept within bounds, so that we can look forward to 
further reductions in interest rates. The need to balance 
the interests of industry with the objective of lower 
interest rates was reflected in my decision to confine to 
employees the increase in national insurance contribution 
rates announced last week. Normally one would hav~ expected 
employers to take one half OP more of any increase ~n rates. 

There will of course be an increase in the total contributions 
paid by employers next year as a result both of the statutory 
revalorisation of the earnings limits and of increases in 
money earnings. But the resultant total increase in 
amounts payable by employers in respect of contribution and 
surcharge is expected to be only just over 8 per cent (i.e. 
a fall in real terms) compared with a total increase of 
around 27 per cent for employees. So there is a very 
SUbstantial shift of the relative burden in favour of employers. 

You will appreciate that it is by no means easy in present 
circumstances for me to propose all sorts of tax reductions 
which in themselves would be desirable. And in so far as I 
have room to give fiscal reliefs, it seems to me essential 
that changes should be directed as precisely as possible to 
those areas vlhere the need is greatest. A reduction in the 
surcharge -would not, I think, meet this criterion, since 
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only one third of the benefit would go to manufacturing . 
The change announced last month in stock relief, by contrast, 
does concentrate the help in areas of greatest need - to the 
tune of around £300 million next year . 

I have considered carefully what you say about public expend­
iture and privatisation. On public expenditure, I announced 
last week decisions to make volume reductions totalling 
£1 billion in most public expenditure programmes in order to 
offset part of the upward pressures on expenditure arising 
largely from the recession . Reducing public expenditure is 
not an easy exercise and in order to reach a total of 
£1 billion we have had to take some very painful decisions . 
So far as privatisation goes, we are pressing ahead with a 
programme of asset sales as fast as it practicable. As you 
know we met our target of £1 billion of sales last year . 
Our target this year is £~ billion, and future legislation 
to facilitate privatisation measures involving the British 
Railways Boardi British Transport Docks Board and BNOC was 
announced in The Queen's Speech. \ It may be as well, however, 
to remember that company flotations may not be easy in present 
economic circumstances, and that there are limits to the 
extent to which it would be prudent for the public sector to 
sell assets in order to meet a level of current expenditure 
which we could not sustain in the long run . 

I am grateful for your Institute's constant support in our 
efforts to secure lasting reduction in inflation. The various 
decisions I announced last week were designed to further the 
Government's medium term strategy of securing a sustained 
reduction in inflation through a reduction in monetary growth 
and firm fiscal policies. ~he achievement of these object­
ives will benefit everybody, employers included. Within 
the constraints of these overriding objectives we will, of 
course, naturally keep the position of industry under revievl 
and will take any further measures which may seem necessary . 

I know that you spoke to my Private Secretary about the 
handling of our correspondence. I think it would be best 
if this letter were not to be released generally . 

GEOFFREY HO"VlE 



CONFIDENrrIAL LC<..ST I "" 
Dc~) ,V,'65(:. t 

Treasury Charnbcrs, Pc1rlian1cnt Street, S\X?"lP 3;-\G 
01-233 3000 

PRIME MINISTER 
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MYl.. t,.(l:V"!'P 
~1/L ( . \) . 6~n...cn_ 

i . - .~, 

NATIONAL INSURANCE CONTRIBUTIONS AND NATIONAL INSURANCE 

SURCHARGE 

In the light of the hubbub which developed after my statement 

of last week, I felt that I should review the Treasury's role 

in the events leading up to the decisions that were taken. 

I have looked particularly at the decision to set the Upper 

Earnings Limit for National Insurance purposes at £200 per 

week rather than £190 per week, and at how my statement 

came to be drafted as it was. 

Upper Earnings Limit 

2. The setting of the Upper Earnings Limit must be seen 

as something seperate from the exercise which we called ENIC. 

ENIC (Employees National Insurance Contribution) was the 

name given to the proposal to raise sUbstantial additional 

sums from employees during 1981-82 to help with the PSBR. 

I mentioned this to you on 6 November, when you said you 

were in principle in favour of the idea. ENIC was discussed 

at Cabinet on 13 November on the basis of an oral presentation 

by myself, and our colleagues (many of whom no doubt regarded 

it as an alternative to the expenditure cuts, which they had 

clearly rejected) agreed to it. In that context, I regarded 

this particular proposal as a 1,10rthwhile and extremely valua::;le) 

indeed essential, buttress of our fiscal policies. 

13. The que~tion 
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3. The question of the Upper Earnings Limit was first 

discussed substantively between myself and the Secretary 

of State for Social Services at a meeting on 12 November. 

I had wanted to go for £200 per week, while the Secretary 

of State wanted £190. £200 was within the rules which say 

that the Limit musi be within 6~ and 7~ times the single 

pension, though towards the end of that bracket. Nevertheless, 

I felt we should go for the higher figure both by way of 

helping with the PSBR and making the whole move marginally 

less regressive (you will know that for many years it 

has been the policy of the TUC and elements in the Labour 

Party to get rid of the Upper Earnings Limit completely). 

The Secretary of State preferred £190 in terms of the effect 

of the higher figure on employees in the £190-£200 per week 

bracket - broadly the middle management. It was my Under 

Secretary who in the course of the meeting pointed out that 

the "higher Earnings Limit "also meant additional payments by 

employers, and that this was a possible separate argument 

in favour of the lower figure. No agreement was reached 

with the Secretary of State at that meeting, but at a further 

meeting on the 14 November he withdrew his objection to the 

figure of £200. The agreement between myself and the Secretary 

of State in this matter was set out in a note by officials 

which I sent to you on 18 November and which was tabled at 

Cabinet on 20 November. This made it clear that we were 

going for £200 per week, and that while it did not affect 

public expenditure totals it increased the surplus" on the 

National Insurance Fund by about £100 million and thus reduced 

the PSBR by the same amount in 1981-82. The split between 

employees and employers was not mentioned. At Cabinet on 

20 November it was agl'eed that the Upper Limit for National 

Insurance Contribution purposes should be set at £200 per week. 

14. The question 
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4. The question of the effect on employers was raised by 

the Secretary of State with my officials, through his, on 

21 November, and I subsequently spoke to him on 24 November. 

He later minuted to you on the same day, saying:-

tlCabinet were concerned last week to be assured 

that the changes we are about to announce in NI 

Contribution rates w.ill not fallon employers, and 

it is of course the case that the changes in rates 

are all to be loaded on employees. Colleagues did 

however understand that some extra burden will 

inevitably fallon employers through the raising 

of the Upper Limit of earnings on which contributions 

are charged ... this follows automatically from the 

indexation of the contribution income, and it is an 

inescapable feature of the annual adjustment of the 

NI Contribution system ... however I do not believe 

that colleagues realised (certainly I had not realised) 

that the effect of this would be to bring with it 

the consequential national insurance surcharge " . .. . 

The Secretary of State went on to say the total amount of 

surcharge involved in raising the threshold from £165 to 

£200 was £104 million; of this (although he did not mention 

the figure) £24 million is attributable to the difference 

between £190 and £200 per week. I commented on the Secretary 

of State's points in my minutes of 24 and 25 November to you, 

and we subsequently discussed the matter with the results 

set out in your Private Secretary's letter of 25th. 

5. The conclusion I draw is that while our o~ficials might 

more strongly have emphasised to the Secretary of State and 

imyself, and we 



CONFIDENTIAL 

myself, and we might then more strongly have emphasised to 

our colleagties, that there was an effect on employers, by 

way of increased contributions payable, as between £190 and 

£200, we were certainly aware that such an effect existed 

and of its magnitude; the same should have been apparent 

to those of our colleagues who are familiar with the system, 

if only because of the reference to the Upper Earnings Limit 

in the note tabled on 20 November. However the effects of 

the difference between £190 and £200 so far as surcharge 

went (£24 million) were not brought out explicitly. There 

were perhaps three reasons for this. First, as I say we 

were primarily concerned with the £1 billion ENIC exercise 

which did not affect the surcharge in any way. Second, 

we in the Treasury were aware that the amount of surcharge 

involved was relatively very small indeed (total surcharge 

take is about £3.5 billion and we knew that ENIC favoured 

employers by perhaps £500 million). Finally, I am afraid 

we may have assumed too much familiarity on the part of 

other people with the system, and in particular with the 

fact that the machinery is such that the surcharge and 

contribution ride together so that when ceilings go up 

and contributions go up, so, necessarily, does the surcharge. 

6. Perhaps I could add that even if, contrary to the 

precedents of previous years, there had been explicit 

discussion collectively about £190 versus £200, I should 

have argued very strongly for £200, and I would have hoped 

to p1rsuade my colleagues to agree with me. The higher figure 

helps with the PSBR. For employees as a whole it makes the 

move marginally less regressive. And for employers, only 

about one-third of surcharge and contribution is payable by 

/manufacturing 
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manufacturing industry, so a reduction in that burden is 

a "wasteful" way to those employers who most need help. 

At a meeting on 25 November you said that if amendments 

were put down to the Social Security (Contributions) Bill 

designed to ameliorate the burden on employers, these 

would have to be discussed in E Committee. I should say 

' v 

now that I should be strongly against any concession whatsoever 

to employers in the Bill ~ If something is to be done in 

that direction then it would need to be carefully designed -

and must be left until Budget time and decided in the light 

of all the circumstances then. 

The Announcement 

7. This is a separate matter. What I said on the 24th 

was accurate and reflected the policy changes that had been 

decided- ie ENIC and the 1 per cent increase in employees 

rates. It is arguable with hindsight, and in the light of 

events, that it might have been better had the other effects, 

which to us were obvious, had been mentioned . One factor 

in this may have been the late decision that the GoverThuent 

Actuary's report, the Bill and Mr Jenkin's PQ - which together' 

gave the whole story - should not be pUblished on the 24th 

as we had originally assumed when drafting the statement, 

but on the 25th. Had they been published on the 24th all the 

facts would have been clear. The consequences of this last 

minute change - which was made in order to avoid the risk of 

leaks and speculation which would follow from the appearance 

on Monday's Order Paper of a "Social Security (Contributions) 

Bill" - were not spotted by officials or Ministers, either 

in the DHSS or the Treasury . Whether, even if they had been 

spotted, I would have wanted to lengthen what I said by 

/including what 
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including what might, before the event, have seemed like 

an unnecessary statement of the obvious, is perhaps debatable. 

But if the sentence had been put in, even if it had then 

been struck out, I might have been better able to deal eg 

with the Campbell-Savours question. 

8. I am copying this minute to the Secretary of State 

for Social Services. 

l 

~~"-< 
(G.R.) 

A December 1980 

( "if n;,# ~J i1M- ckAlVlu.J..Uy rL~L 'joucl 
i"1 ~:c; ~~~.I\u2) 
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3 December 1980 

At their meeting this evening, the Prime 
Minister and the Chancellor briefly discussed 
the events of last week relating to the 
National Insurance contributions paid by 
employers. The Chancellor said that, as 
explained in his minute of 2 December, he would 
be strongly opposed to any concession now being 
made to ameliorate the burden on employers if, 
for example, amendments were put down to the 
Social Security (Contributions) Bill . The 
Prime Minister said that she too was opposed 
to any concession being given, and she agreed 
with the Chancellor that they should resist 
having the issue reopened in Cabinet or in E 
Committee. 

I am sending a copy of this letter to 
David Wright (Cabinet Office). 
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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 

The Rt Hon Sir Geoffrey Howe QC MP 
Chancellor of the Exchequer 
Parliament Street ,3 December 1980 London Sitl1 

NATIONAL INSURANCE CONTRIBUTIONS EMPLOYERS 

I had a useful discussion with back benchers yesterday evening on the provi­
sions of the Social Security (Contribution) Bill and I think we may be 
confident of support at Second Reading next Monday. Unless the debate takes 
an unexpected turn, I do not believe we shall come under any great pressure from 
ourown side to make concessions to employers on their national insurance 
contributions. Certainly my own position, like yours, is that we should not 
change the contribution rate or limits as set out in the Bill and we have 
some telling figures in support of this to put before the House. You will 
have seen, for example, the table which shows that employers' contributions 
will increase, in cash terms, by 8.3 per cent in the next financial year 
while employees' contributions will rise by 27.4 per cent. (This impressed 
Paul Dean who had been earlier threatening to press an amendment.) 

The timetable next week is, however, a very tight one. We shall not know the 
strength of feeling in the House until Monday evening; amendments will go 
down on Tuesday; and E Committee - whose approval will be necessary to any 
concessions - meets on Wednesday. I think, therefore, it would only be 
prudent to clear our minds this week on possible concessions, against the 
eventuality that we might need to refer this issue to colleagues urgently 
next week. 

There are three ways in which we might ease the burden of employers, leaving 
aside any generalised statements which John Biffen may feel able to make 
during the debate promising additional help to industry in the Budget: 

i. Reduce the upper earnings limit to £190. This would reduce 
the total contributions of both employers and employees by 
£48 million and £42 million respectively. The NI surcharge 
would be reduced by £24 million. The National Insurance Fund 
would be put in deficit by £64 million. (I do not think we 
ought to consider the intermediate level of £195 - too trivial 
to count.) 
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ii. Reduce the employers' contribution rate by 0.1 per cent. 
This would reduce employers' contributions by approximately 
£98 million in 1981/82. Again the National Insurance Fund 
would be in deficit, by £80 million. 

iii. Reduce the NI surcharge. Our advice is that this would not 
be possible in the Contributions Bill since an amendment to 
the surcharge rate would be outside the scope of the long 
title. (Apparently, the Clerks are giving different advice -
and what they say goesl) If our lawyers are right, it would seem 
that the only way of achieving such a reduction would be a 
separate, one clause, Bill introduced by you. I think this 
option must be ruled out. 

As to the first two options, I must say that I find the second decidedly 
unattractive. It has the severe presentational disadvantage of reducing the 
employers' contribution rate at a time when the employees' rate is being 
increased by a full percentage point. The first option, by contrast, eases 
the pressure on both employers and employees. As to the effect on the Fund, 
there is little between the options. 

I hODe therefore that you will agree that, if it does become necessary to put 

I am copying this letter to the Prime Minister, the other members of E Committee 
and Sir Robert Armstrong. 

2 



.------
C:-: .. j.J~IT.1 ,1'()R OF TIrE EXC:1EQUER 

J\; .. TIONAL INS L'RANCE (CONTRIBUTIONS) BILL 

cc Chief Secretary 
Financial Secretary 
Minister of State (C) 
Hinister of State (1) 
Sir Douglas Wass 
Sir hllthony Hawlinson 
Hr Ryrie 
Hr Burns 
¥u Bailey 
HI' Eattishill 
Mr 
Mr 
l'rr 
Mr 
Mr 

Un ..... ·in 
C D Butler 
Ridley 
Cropper 
Cardona 

" 

J..E we e):pecied Mr Jenkin r...as now wri tien to you ([lis letter of 3 December) aboul: 

rO Esible concessions on the Social Security (Contributions) Bill. lie reports 
\ 

\ 

that he rgs had a helpful rr,eeting with Backbenchers, and he says he thinks the 

Governr:;ent r.;ay be confident of support at Second Reading. He goes on to say 

.. '::.a.t he aoes not think that the Government will corne lL.'1der any great pressure 

from their own side to make concessions to employers on National Insurance 

Contributions. However while repeating that his own position, like yours, is 

that the provisions of the Bill should stand, he then goes on to rehearse 

possible concessio~~. He suggests that if it becomes necessary to put the 

q~estion back to colleagues (because for instance there is a real risk of 

cefeat in Committee) this should be on the basis that the preferred con­

cession is to move from the Upper Earnings Limit of £200 per week to £190. 

2. r~one of this' is unexpected, and certainly we would agree that if a 

concession had to be given clearly the move to £190 would be a sensible one. 

It has tte ~erit of helping both employees and employers, thus being even-

}-!~rlded in a si tuation wbere err:ployers are alreaciy substantially favoured. 

Of t!"-:e other pr-opo.sals, reducing the err:ployers contribution rate is bizarre 

lrJ. teres of Fil...'lQ logic and helps errlployers wi thout helping employees; ..... ,hile 

reducing the slJ'chE-J'ge itself is not possible wi thin the scope of the Social 

Secarity (Co~tributio~s) Bill. A concession to £190 would adversely affect 

~Lhe P.33R in 1981-82 by £114 million, of \o:bich £72 million would accrue to 

E:.~~oyerE 2~1lC. £.,42 rr,illion to errployees; a!Jd ..... 'ould put the National Ins-..rr2I1Ce 

F-u.:-Je. i!:to de fi ci t by about £,64 rni IIi on. 
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3. nO\o,'ever there is no ooubt that it is very illlcesir&-Dle indeed to r.;C:l.r~e any 

conc ession at all. You rdve already said, In your minute of 2 Dec8Doer to 

the ~ rime l1inister, that you wish to stick to £.200. The reasons for this are; 

first, the figure of £104 million helps with the PSBR; secondly, for employees 

as a vJhole it makes the move margina~ly less regressive; and thirdly, for 

employers oilly about one-third of the surcbarge and contribution is payable 

by ~2nufacturinb industry so that a reduction in the buroen is a ~asteful way 

of helping people who need most help. You went on to say that if so~ething 

is to be done for employers it should not be done in the context of the Bill, 

but would have to be carefully designed and left QDtil Budget time ~Dd decided 

in the light of all the circllITIstances then. 

4. In the light of }rr Jer~~in's report about ~is meeting with 3ackbenchers it 

seems posslD~e, fortQ~tely, tr~t the question of rr.aking a concession in order 

to avoid defeat r;,2.y not arise. l~everthelEss, you IT.ay H} sh to put 0::1 record 

\.:i th .E Com!T:ittee your vie\-" in tr-~s r;:;Eltter ELnd a craft letter is bela'.>.'. 

5. You will r;.ave noted from the No 10 letter of 3 Decerr.ber that the Prime 

Hinister agrees that no concession should be given, and, \o,lhat is more, that 

she v.'Culd resist having the issue re-opened in Cabinet or E Cammi ttee. This 

letter was not, however, copied to anyone except the Cabinet Office (not even 

DHSS) and it seems QDdesirable to refer to it in the present draft. No doubt 

the Prime }lnnister will join in to support you at the right moment. 

E P KE .. MP 

4 DecerJber 1980 



DruJ<~ L1~TE.R FOR THE C;; ... LJ~ CELLOR OF Tr.::E EXCHLQUER TO SEND TO 

Secretary of State for Social Services 
Alexander Fleming House 
Elephant and Castle 
SE1 

N.J...TIONAL INSUPJ!..NCE (COlE'RIBUTIONS) BILL 

Thank you for your letter of 3 December. 

I an: glad to hear tr12.t you had a useful discussion with Backbenchers, 

c3....lJ.Q that you think ",e cay be confident of support next Honnay at Second 

RS ading of t he Soc i al Security (Contribution) Bill. 

You go on to outline pessible concessions that might be given if, notwith­

standing the attitude of Backbenchers, something lS necessary in order to 

avoid defeat. I am inclined to agree that if we do have to do something, 

your first preferred option (reducing the Upper Earnings Limit to £190 

per week) is the least unattractive. As you say, it has the merit of 

helping employees as well as employers, in a situation where, notwithstand.ing 

elil the noise, employers are alre?dy ciecidedly favoured. However I should 

make it clear now to you, and to my co.lleagues, t~at I would be strongly 

against making this (or indeed any other) concession on the Bill. To move 

to £190 would lose us over £100 million on the PSBR in \o,!r.cat is going to be 

a very difficult year; from the point of view of employees it ,,"wuld t;;ake 

the move marginally more regressive; and so far as employers go, since 

only one-tpird of contribution and surcharge is paid manufacturing industry, 

it is a pretty inefficieDt .... ;ay of helping these we really ...:ant to help. If 

cIJything is to be done to help employers, then it would need to be careful ly 

designed and should left until Budget time end decided in the light of ell 

the circucsta..~ces then . 

I 2.ccept tr-zt we Li2.y b. ~ve to cor..sider this possible concession if the 

Farliawentary situation d e~a..~ds it. But I srl2.ll want a very great deal 

of Fersuading that such a sitUation rBs arisen. 



I arr. copying this letter to the Prime P,inister, the oiber J-l~mtE:rs of 

E G0mmittee and Sir Robert Armstrong. 
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ClW'JCELLOR OF THE EXCHEQUER 

NATIONAL INSURANCE (CONTRIBUTIONS) BILL 

s~cs Il 
cc Chief Secretary 

Financial Secretary 
Minister of State (C) 
Minister of State (L) 
Sir Douglas Wass 
Sir Anthony Rawlinson 
Mr Ryrie 
Mr Burns 
Hr Bailey 
Mr Battishill 
Nr Bridgeman 
Mr Unwin 
111' Dixon 
Mr C D Butler 
fiJI Ri dl e y 
Mr Cropper 
Hr Cardona 

After I had submitted my advice to you yesterciay on Hr Jenkin's letter of 

3 December, I learned that the matter had been briefly discussed at Cabinet 

in the morning. Although the minutes do not record it, I QDderstand that 

Ytr Jenkin reported his successful meeting with backbenchers, and in the light 

of that the feeling was left that no concession should be necessary on the Bill. 

2. Because the minutes are silent on the subject, it is not clear how far 

yesterday's discussion has now overtaken the Prime Minister's ruling (her 

Private Secretary's letter of 25 November) that if any amendments are put down 

to the Bill designed to mitigate pressures on employers, these should be dis­

cussed in E Committee. I hope very much we can regard that ruling as now dead. 

But since the point was not recorded, you may wish to write round on the lines 

of the draft attached, \:;i th a view first to putting your opinion firmly on the 

table, and second to making it easier to ensure that there does not have to be 

any further discussion of the point. A draft is below. 

E P KEMP 

5 December 1980 



DRLlF'T LE11TER FOR THE CHANCELLOR OF THE EXCHEQUER TO SEND TO 

Secretary of State for Social Services 
Alexander Fleming House 
Elephant and Castle 
London SE1 

NATIONAL L~SURANCE (CONTRIBUTIONS) BILL 

Thank you for your letter of 3 December. We discussed the matter briefly 

at Cabinet on Thursday, when you reported that you thought that following 

your discussion with backbenchers there is now little risk of any amendment 

being put down from our side to the Bill. 

Tp.is !7,eans, I hope, that we need not tr.Qnk ln terms of any concessions . 

If - I repeat if - it nevertheless becomes necessary to do something in 

order to avoid defeat, I am inclinedto agree with you that the least 

unattractive course would be to reduce the Upper Earnings Limit to 

£190 per week. This 'would have the merit of helping employees as well 

as employers, in a situation where, notwithst~Dding all the noise, 

employers are already decidedly favoured. However I-as I said in 

Cabinet 7 I should be strongly against making this, or indeed any 

other, concession on the Bill, ~d I should want a great deal of 

persuading that one was necessary. We will keep the position of 

emplo~ers QDder review, a~d if we have to do anything this should 

be carefully designed and left ~~til Budget time, and decided in the 

light of a~l the circ~~stances then. I hope we can all agree to adopt 
this approach. 

I am copying this letter to the Prime Minister, the other Members of 

E CorrL'ni ttee aYld Sir Robert Armstrong. 
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EFFECTS OF INCREASED NATIONAL INSURANCE CONTRIBU~IONS ON PAY BARGAINING 

The increased National Insurance Contributions payable by employees 
from next April, which you recently announced, and which are provided 
for in the National Insurance (Contributions) Bill, will have a 
s~nificanteffect on 9mployees' take home pay and on the Tax and 
Prices Index; and we ~eed to bear in mind the potential effects on 
future pay negotiations. 

I attach some examples which have been sent to me by a company which 
ha~ recently, and with some difficulty, negotiated settlements in 
the 7/8% range. As you will see the combined effect of tax and the 
new NI contributions ~ill be to claw back about half of the negotiated 
increases. The changes bear most heavily on the craftsmen. In the 
case of example B the employee concerned will, as from April, take 
home only £7.62 of his gross increase of £16 a week. In other words 
over 52% of his pay increase is lost to him. 

The company is worried that once the size of the claw back is fully 
understood by trade union officials and by individual employees, 
there will be pressure for the settlements to be re-opened. They 
also fear that it will be harder to negotiate single figure settlements 
in future. We may find these attitudes reflected more widely. You 
will no doubt remember that Sir Derek Ezra concluded before the 

. result of the miners' ballot was known, that the result would be 
significantly affected by the announcement about increased NI 
contributions. 

I am not, of course, s'J.ggesting th2.t VIe f.:hould reconsider dccisions 
already taken, or cont emplate concessio~s O~ the Bill, unless we fi~d 
ourselves obliged to do so by our own back benchers. But I am sure you 
will agree that we need to be very much aware of the potential effect 
on pay bargaining of the increased NI contributions; and to take it 
fully into account when consi~ering any changes in personal taxation 
for the next Budget. , 3 (bl' 
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CONFIDENTIAL 

I am sending copies of this letter to Patrick Jenkin, to the 
other members of E Committ~,and to Sir Robert Armstrong. 



Pension Fund TI:cr;-:her, r-1arried, 2 Children, Tax Code 214H 

Present -.- Ne\,1 

£ per \','k £ per wk 

Earnings 175 190 

Employee NI contribution . 7.59 10.65 

Employee Tax 39.90 44.40 

Company NT contribution 16.21 ". 1~L70 

Basic ~age increase = .£8.15 per week 

Earnings increcse = £15.00 per week 

NI increase = £3.06 per \'/eek (£3.06) 

Tax increase = £4.50 per vleek 

Net incl~ease £7.44 ~er v/eek 

Company pays extra. = £2.49 per week (£2.49) 

( ) increase due to Gove~nment NI changes 



CRAFTsrV\N 

Pension Fund Member, Married, 2 children, Tax'Code 2l4H 

. . 
Present New 

£ per week £ per week 

Earnings 200 216 

Employee NI contribution 7.59 11 .17 

Employee Tax 47.40 52.20 

Company NI contribution 16.21 '" 19.62 .. 

• 
Basic wage increase = £8.15 per week 

Ea rni ngs inc rease = £16.00 ~er'week 

NI increase = £3.58 per vJeek (£3.58) 

Tax increase = £4.80 per week 

Net increase 
i{.b:L 

'week = £~ ;.>er 

-
Company pays extra = f 3 . 4 1 per \Ve e k (.f3.41 ) 

( ) in~rease.due to Government NI changes 



GRAnt 8 
.. 

fl.arri ed l'!omJt1, Pens i on Fund r·~ember, Tax Code 137L 

,Present New 

£ per vleek £ per Heek 

Earn; ngs 65.50 70.54 
. 

Employee NI contribution 3.36 4.38 

Tax 11.40 12.90 

Company NI contribution 7.06 I'· ' 7.71 

Basic wage increase = £5.04 per \'leek 

Earnings increase = £5.04 per v/eek 

NI increase ::- £1 .02 per "leek (£0.81'> 

Tax increase = £1.50 pe~ \'leek 

Net incre()se = f2.52 per week 

Company pay~ extra £0.65 per \oJeek (fO.19) 

( ) increase due to Government NI changes 

I ' 



GRf-\OE 0 

Night shift, Pension Fund Ne~ber, Married Man, 2 children, Tax Code 214H 

Present New 

r per \'/eek £ per \'leek 

Earnings 94.11 101.68 

Employee NI contribution 4.57 6.01 

Tax ·15.60 18.00 

Company NI contribution 9.69 I'·' 10.57 

Bas i c \'1 a ge ir.crease = £5.68 per \"Ieek 

Earnings increase = £7.57 per \\'eek 

NI increase = f1.44 per \'leek (f1.12) . 

- Tax increase = f2.40 per \'leek 

Net increase = £3.]3 

Company pays extra £0.88 per \'Ie~k (fO.18) 

( j increase due to Government NI changes 
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GRADE L r·tANAGE R 

Pension Fund member, r"arried r~an, 2 children, 'Tax Code 214H 

Earnings 

Emp 1 oyee NI contribution 

Tax 

Company N'f con t rib u t; 0 n 

Earnings increase = 

NI contribution increase 

Tax Inc reas'e 

Net increase 

Company pays extra 

Present 

f per mth 

961 

3~ . 88 

234.30 

70.26 

£86 per month 

£15.57 per month 

£25.80 per month 

£44.63 per month 

f14.77 

£ 

I" 

(£15.57) 

(£14.77) 

New 

per mth 

1047 

48.45 

26Q.10 

85.03 

( ) increase due .to Government NT contribution changes 
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CONFIDENTIAL. 

PS/MINISTER OF STATE (L) 

cc Chief Secretary 
Financial Secretary 
Minister of State (C) 
Sir Douglas Wass 
Mr Ryrie 
Sir Anthony Rawlinson 
Mr Middleton 

~~ ~Kai;!--
Mr win 
Mr 0 Butler 
Mr Todd 
Mr Kelly 
Mr Cropper 

PS/Inland Revenue 
Mr Stewart - IR 
Mr Flaxen - IR 

NATIONAL INSURANCE CONTRIBUTIONS AND INCOME TAX (NICIT) 

The Chancellor has seen Mr Corlett's minute to you of 

30 December and the attached report on possible future changes 

in the relationship between National Insurance Contributions 

and Income Tax. He looks forward to receiving the Minister 

of State (L)~reactions to these papers, and would be grateful 

if at the sarne time he would comment Ull the paper" by Geoffrey 

Fox circulated by Mr Tolkien 'on 18 December. 

P S JENKINS 

5 January 1981 



cc C:--:' i e f 52'.; -:' e!3. -:'Y 

f inancial Secretary 
Sir Douglas \'lass 
Mr Ryrie 
Sir A RawlinsOn 
~I Middleton 
Mr Bailey 

MrzriXO 
Hr K p 
Hr ttishill 
Mr Unwin 
Mr Ridley 
Mr Cropper 
Mr Rayner 

E-VFECTS OF INCREASED NATIONAL INSURANCE CONTRIBUTIONS ON PAY R~GAINING 

I a~ sorry that because of absences over the Christmas period we have not 

submitted earlier advice · on y~ Prior's letter of 15 December. 

T.~ere are a good ~.ny detailed points one could ~ake in rebuttal of what Mr 

Prior says. His reference to concessions in response to pressure from the 

Government backbenchers is odd, since no amendments were put down to the 

Social Security (Contributions) Bill by Government backbenchers in the Commons; 

he has taken the Natior~l Insurance changes in isolation; and he applies next 

years National Insurance contributions to this years income tax regime. 

However t we suggest that a lengthy T'eply j,s unnecessary. The points that it . 
does seem necessary to get across are that real personal incomes are going to 

fall, and that the Government has deliberatelyshifte'd some of the burden of 

taxation and contributio~s from ,employers to employees. There is no way of 

making this Painless. 

A draft reply is attac·hed. It has been agreed with SS, FP and CU. 
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M S -BUCKLEY 

'7 ,January 1981 
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COPISS: S0c:-etary of State for Social S:::rvices, 
ether members of E CO lf;;."!l i t tee, S~cretary of the 
Cabinet 

EFFECTS OF IHCREASED NATIONAL INSURANCE CONTRIBUTIONS ON PAY 

BARGAINING 

Thank you for your letter of 15 December. 

Of course we must stand firm on the decisions we have taken. As 

you know, the Social Security (Contributions) Bill has now gone 

to the Lords as introduced; none of the Opposition ru~endments in 

the Co~~ons passed, and no amendments at all were put down by our 

own backbenchers. This is very satisfactory. 

As for the future, although the examples you give are rather 

selective (and seem to me to run together this years tax regime 

With next years National Insuran~e contribution regime), I will 

naturally take what you say fully into account in preparing the 

next Budget. We should ,not ' " howe'ver, overestimate the room for 

manoeuvre. The economic situation dictates that there should 

bea fall in ' r.e~l personal incomes; and a major effect of the 

decisions \oWe ,anr:ounced in November was to shift part of the 

burden of taxes and c6ntributions ' from firms ' to employees. ' T.~is ' 

is bound to snow up in the pay packet in o n: -.,.;ay' or another. 

Certainly it cannot be accepted a s a valid reaso~ . for higher 

pay settlements • 
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CHANCELLOR OF THE EXCHEQUER 
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cc Chief Secretary 
Financial Secretary 
Minister of State (C) 
Sir D Wass 
r1r Ryrie 
Sir A Rawlinson 
Mr Middleton 
Mr Bailey 
r1r Kemp 
r1r Unwi n / 
Mr C D ButYer 
Mr Todd ~/" 

Mr Kelly 
r1r Cropper 
PS/Inland Revenue 

NATIONAL INSURANCE CONTRIBUTIONS AND INCOME TAX (NICIT) 

1 . I start with the general proposition that we are unlikely 

to have sufficient money by 1984 to achieve our twin objectives 

of a 25% basic rate and a 50% increase in thresholds in real 

terms . 

Even if we are to take a sizeable step in this direction it will 

need some transfer of taxation from direct to indirect or more 

widely from the income tax to something else . The possibilities 

of further SUbstantial increases in indirect tax are very slender . 

This therefore points to "something else" and the best of the 

"something else" is the ENIC, particularly as there is the added 

argument that there is no logical reason why the Exchequer should 
be paying ~ part of the cost of a contributory scheme . 

2 . Ideally a change of this sort should be made in a single 

Budget . If it is , the overall reduction in tax liability which 

emerges will go a long way to answer or at least obscure criticism. 
~ But it is unlikely that the opportunity will present itself •. 
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This being so, act ion would inevitably have to be spread over a 

period of years despite all the difficulties and disadvantages 

this entails . Such a course would only be possible if there were 

prior agreement among colleagues not only that it should be done, 
but once embarked upon. should be pressed to a successful 

conclusion . It is within the bounds of possibility that a 
change of this nature could be encompassed within two years . 

That i s certainly the objective to which I would work . On thi s 

basis, I would strongly recommend that we press ahead with the 
developmerit of a feasible scheme . . ' 

3. The wider propositio~ namely a flat rate tax to replace the 

present income tax and national insurance contributions up to 

ilaa co doarl UOil Clle cax c r eal G approacH GIllS seems GO me -c o 08 

the only practicable way forward . But once we embarked on 

··something as radical as this we should need to reconsider other 

major issues; for example the contributory principle itself ie 

should benefits depend on a contribution record or on some other 
} 

criterion: and also the question whether benefi ts sho~d bile : 

paid as of right or only on need - this is not thesaIlrTf :'lfs "means 
., 1-

testing", thus I see no reason why people who enjoy adequate 

occupational pensions which have attracted substantial ·tax reliefs 

should get State Pensions as well . In short a full dress enquiry 

much on Beveridge lines is needed . Ini tially this should be an 

internal enquiry but at some point we should have to go public . 

Here again I would strongly recommend that we press ahead with 
the necessary studies . 



4. So far as Mr Geoffrey Fox is concerned his objectives are 

the same as ours. But the specific propositions he puts forward 

are at much the same stage of development as we stood a good 

many years ago. Thus he wishes to substitute a simple non 

cumulative weekly tax for PAYEe He realises there would be 

problems with the existing allowances and reliefs but he brushes 

these aside by suggesting that existing reliefs should be abolished 

and replaced "by a modest rise in personal allowances for all". 

He does not discuss the effect this would have on the taxation of 

married couples. He proposes that mortgage interest relief 

shouldsi-iJill-arly be replaced by an increase in the personal 

allowances. Finally he proposes that the income tax and the NIC 

should be merged into a single tax. 

5. When we ourselves started on this task in the 1960's it led 

step by step to the tax credit scheme. I believe that if you 

start on the basis of reforming the income tax, this is where you 

inevitably end up. You simply cannot justify the results on the 

basis of income tax principle. If therefore you want to 

simplify drastically, the only way you can do it -is to abandon 

the income tax altogether - or abandon it for the great mass of 

the working population - introduce a new tax with a new basic 

philosophy and then defend the results that new tax produces by 

reference to its own philosophy. This is what we did when we 

replaced the Purchase Tax by the VAT. The Purchase Tax was in 

principle a very good tax: it was very cheap to administer. 

But by 1970 it had become a shambles: and with the excuse 

available of entry to the EEC we replaced it with the VAT - to 

the great -benefit of the Revenue. But as I say, Mr Fox's 

objectives are the same as ours: his termina+ point is not all 

that different from ours. But you cannot go from A to B along 

_ the route he proposes. 

~o. 
LORDC~LD 
7 January 1981 



c c C :i i 8 f ' ~ ere t ar y 
F j -, .:' n L _ _: 1 S 8 C r 8 tar y 
Sir ~o u glas Wa ss 

Ry ri F.1 
~l .. ' A Ra wl in s on 
M r r"i i d d 1 e to n 
Mr Ba il e y 
Mr Di xon _--­
Mr Kemp "-/ 
Mr Battishill 
Mr - Unw i n Treasury 
Mr Ridley 
Mr Cr opper 

Cham bQrs , Parliarn ent S treet, SWIP 3AG 
01-233 3000 fS Jan u a ry 1981 

Mr Rayner 
Mr Buckley 

The Rt Hon James Prior MP 
Secretary of State for Employment 
Caxton House 
Tothill Street 
LONDON SW1N 9NA 

EFFECTS OF INCREASED NATIONAL INSURANCE CONTRIBUTIONS 
ON PAY BARGAINING 

Thank you for your letter of 15 December . 

Of course we must stand firm on the decisions we have 
taken . As you know, the Social Security (Contributions) 
Bill has now gone to the Lords as introduced; none of 
the Oppositjon amendments in the Commons passed, and no 
amendments at all were put down by our own backbenchers . 
This is very satisfactory . 

As for the future, although the examples you give are 
rather selective (and seem to me to run togother this year's 
tax regime with next year's National Insurance contribution 
regime), I will naturally take what you say fully into 
account in preparing the next Budget . We should not, however, 
overestimate the room for manoeuvre . The economic situation 
dictates that there should be a fall in real personal 
incomes; and a major effect of the decisions we announced 
in November was to shift part of the burden of taxes and 
contributions from firms to employees . This is bound to 
show up in the pay packet in one way or anothe~ . Certainly 
it cannot be accepted as a valid reason for higher pay 
settlements . 

I am sending copies of this letter to the other re~ipients 
of yours . 

) 
------~--". 

GEOFFREY HOWE 
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