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PRIME MINISTER

NATIONAL INSURANCE SURCHARGE AND NATIONAL INSURANCE CONTRIBUTION -
EMPLOYERS

I understand that 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. '

25 I find it hard 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)

P 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, but we settled for £200 in the interests of
helping with the PSBR.

Ha 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 oppocsed both. In corinection 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



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.

b, The Secretary of State 1s 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.

Be Employers are being substantially benefited by leaving
their NIC rates untouched. As thé 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.)

25 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} times the single person's pension.

2. Because the NIS is tied in with the NIC, as the upper
earnings 1limit 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.

B In total the effect of increasing the upper earnings limit
to £200 pwis 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.

by, 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. i



B 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 1limit 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 1is.

6. Very much the same effect occurred last year when the
upper earnings limit was raised from £135 pw to £165 pw.
Enployers 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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NATIONAL INSURANCE (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.

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 tTo reduce the Uppoer Earnings Limit to

£190 per week. This would have the merit of helping employees
as well as employers, in a situation 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 1light 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.

YBVA‘QV¢uda,
Lidiord Tottpn ( fxvel écw—Fm}) ,

Pr

GEOFFREY HOWE
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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
this 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 since only a third of the
surcharge 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.

ChIiDENTIAL

/ 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).

PR PN

John Wiggins, Esq.,
H.M. Treasury.
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MR KE ce Mr Battishill
Mr Unwin

Mr C D Butler
Mr Ridley

Mr Cropper

ENIC

I have tried &% hand at an ultra-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 Ridley
and myself have comments by the early afternoon, when he and I will

be putting the notginto final form.

N

e

GEORGE CARDONA
26 November 1980



CHANGES IN NATIONAL INSURANCE CONTRIBUTIONS

The facts

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

as a proportion of earnings between an upper and a lower earning

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,
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 complicatiqn;ﬁ the upper earnings limit won
have been taken from £165 to £190 by inflation. It was decided
~ P
to round this figure up to £200. The small margin of £10 accouw
/

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 employegs' rate of NI
contribution from 1 April 1981, on earnings between £27 per
week and £200 per week, from 62% to 72%. 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 limits were being moved, as is the regular practice

—

every year. //



- Industry's NI contributions are being increased to take account
of inflation (plus the rounding-up to £200 of the upper earnings
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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IMPACT OF NATIONAL INSURANCE CHANGES ON EMPLOYERS

Following your discussion this morning with the Prime Minister and
the Secretary of State for Social Services you asked me to revise
the note you gave her about this, bringing out two further points:

(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 1limit 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.

2 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 Mr Jenkin's minute of yesterday. It will
therefore have to be circulated today.

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



CONFIDENTTIAL

very similar terms to this year's (between £160 and £165 UEL). And
that the Prime Minister specifically endorsed the higher 1limit.

u 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.

Chb

C D BUTLER
25 November 1980

R,
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PRIME MINISTER
IMPACT OF NATIONAL TITSURANCE CHANGES ON EMPLOYERS

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 IIIS are charged. As
the attached note by my officials shows, this is virtually defined
by the present rules. There 1s 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 otherwise be adjusted by Order)
that the Financial Memorandum to the Bill gives the full effect on
NIS of the increase in the limit.

only
2 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
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upper earnings limit as high as possible; and so far as employees
.contributions are concerned, it makes the total move fairer to raise
the 1limit 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 further-
more 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 1is
nayable by manufacturing industry; the bulk of the rest is paid by
utilities Ve ouC $2rviceq

government, publicland neon-tradine—saetivities- (eg banking and insurance
wolutin avt wxwwj cthe <WL:)gut o the pressves o tn bem akzon cem‘;mh/w

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 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 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 surprised at the increased amounts he has to pay by virtue
whein b zdly momiaum T weal vodue o O lzx , amd b woluch m‘,mummuﬁl» wow latr

of increasing ceiling59 I agree that the presentation may need<ifwwm4

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.
; 8 embfad
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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 was 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

~

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 anotﬁer Lobby at 6 p.m. and made the following
points:

u 9 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 /a
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a DHSS press notice spelled out in detail
what additionally employers would have to
pay.

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.

But I did make clear that my impression
was that eﬁbloyers 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.

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.
/] - 1
CONFIDENTIAL
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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
the 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

CONFIDENT1AL
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PRIME MINISTER

IMPACT OF NATIONAL INSURANCE CHANGES ON EMPLOYERS

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 &Qiounced 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.
«e+o 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.

B 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.

CONFIDENTIAL
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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 concerned, 1t 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 1limit 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 & third of the surcharge yield is payable by manufacturing
industry; the bulk of the rest is paid by government, nublic
utilities and various services (e.g. banking and insurance) which
are relatively little subject to the pressures of international

.competition.

by, 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 we shall not - the time for this is later.

B a 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 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 fange, the
real yield of the tax would fall.) By contrast, the concession
on the Employers' statutory sick pay scheme represents a deliberate

CONFIDENTTAL
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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 hahdling, but I think we should
leave the substance as it is.

6. I am sehding coples of this minute to Cabinet colleagues
and to Sir Robert Armstrong.

%

(G.H.)

- 25 November 1980

CONFIDENTIAL
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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} times 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 earrings limit
to £200 pwis 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.

b,  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.

- ] =



. B 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 1limit 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 fthe

less regressive it is. N
6. Very much the same effect 6ccurred last year when the
upper earnings limit was raised from £135 pw to £165 pw.
Employers then had to accept that the surcharge burden in
total increased. They made no complaints against it.

HM TREASURY
24 November 1980



1
Tuesday 25 November 1980 = EQ 8%}9%2{8
Written Answer an o

NATIONAL INSURANCE CONTRIBUTIONS = CHANGES
76 Mr Chris Patten (C. Bath)

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

insurance contributions he proposes for 1981-82.

MR PATRICK JENKIN

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

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

A4.5%. This will achieve savings in the Consolidated Fund
of £52C million in the year 1981-82.
T ————

2. To increase the National Health Service allocation from

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

e

year 1981-82. S

3. To increase contributions both to take account of these

changes and to cover increased demands on the National
Insurance Fund.

I nave 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.

-1 Qwv\uﬁd S



CHANGES IN CONTRIBUTION RATES =

Employees and Employers

The Class 1 employee contribution rate (not contracted out) is
increased from €.75% to 7.75%. 0.5% of this increase is on
account of the reduction in the Treasury Supplement, 0.25% for
the NHS, 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 inerease in the contribution rate for employers,
which will“continue at 10%, (not contracted out) plus 0.2% for
the Redundancy and Maternity Pay Funds and 3.5% national :
insurance surcharge. '

These contributions are payable on all earnings up to an upper limit
provided that the earnings reach a lower limit. In line with the
requirements of the Social Security Pensions Act 1975, the lower

"earnings limit will be increased to £27 a week, Jjust below 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
£5.40 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
1imit of earnings below théh a selféemplbyed person may apply for
exception from liability for Class 2 contributions is raised from
£1,250 to £1,475.

- B Co«*\i\'\u@ci —7
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The weekly Class 2 contribution rate fé% sharc fishermen (who arc
cligible for unemployment benefit) is increased from £3.90 a weck
to £5.15 a week.

The rate of Class 4 contributions payable in respect of profits
is increased from 5% to 5.75% (0-25m for the NHS, 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%.%0 a week.

Effect of all the changes

The table below sets out all the changes, distinguishing those due
to inflation and the extr;_zncreases now proposed. For those with
earnings or profits between the lower and upper limits, Class 1 or
Class 4 contributions rise automatically with earnings or profits.
Inflation increases therefore affect only the flat-rate

" contributions and Class 1 and Class 4 contributions on earnings -
and profits above the old upper limits.

For someone earning £130 a week (about the average fdr men) , snd
not contracted-out, the Class 1 contribution would rise by £1.3%0
a week. For the self-employed person with profits of this amsEH%
the comblned Class 2 and Class 4 contribution would rise by 94p a
week. The max1mum increase in the Class 1 contribution "(for those
earning £200 a week or more) would be %gljé_g“yggk. £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.

L‘T AALR ﬂ'r'rn LHE Dj
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F:ig CHANGES IN CONTRIBUTION RATIS PROPOSED FOR 1981/82

Increcases on account of
Changes on account

£ S P]ats the National Insurance Fund, - S /0
1980/81 of inflations changes in NHS allocation 1981/82

arnd Treasury Supplement

Class 1 . .
Lower earnings limit (LEL) £23 a week ! " - £27 a week
Usper earnings limit (UEL) £165 a week £35 o _ - £200 a week
Imgloyed earner's rate: . o ‘
Iict ccntiracted out 6.75 per cent - T ’ 1 per cent T.75 per cent
Ccntracted out 6.75 per cent to LEL " ’ 1 per cent T7.75 per cent to LEL
’ 4.25 per cent between - ' 1 per cent 525 per cent between
~ LEL and UZL _ - ' LEL znd UEL
Reduced-irate 2 per cent ‘ - . 0.75 per cent 2.75 per ceat
Employert?s rate:* ' ' : ' . :
Kzt contracted out 13.7 per cent - : - No change
Contracted out ' 13.7 per cent to LEL - - No change ;
: 9.2 per cent between - s - . No change =+
LEL and UEL | : ¢
lass 2 rate £2.50 a week 45p i ' 45p- : £3.40 a week
Sma2ll earnings exception-— £i250 a year - go25 : . ’ - £1475 a year
wnere earnings below
Jlass 4 rate 5 per cent : - 0.75 per cent 5.75 per cent
Lower limit of profits or gains £2650 a year £500 - ) £3150 a year
Ucper limit-of profits or geins £8300 a year £1700 - £10,0C0 a year
Nzes 3 rate £2.40 a week 45p - 45p | £3.30 a week
In parti -1lar, the movements in earnings and benefit rates. ’

Inclusive of surcharge (3.5 per cent) payable under the National Insurance Surcharge Act 1976 as amended by the Finance Act 1976.
"rd Redundancy and laternity Pay und allocation (0.2 per cent). ‘ :
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CHANCELLOR OF THE EXCHEQUER c.c. Chief Secretary

Financial Secretary
Sir Douglas Wass

Sir Anthony Rawlinson
Mr Ryrie

Mr Battishill

Mr Unwin

Mrs Gilmore

Mr C D Butler

EMPLOYERS NATIONAL INSURANCE CONTRIBUTION

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.

S

E P KEMP
26 November 1980
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DRAFT STATEMENT FOR THE CHANCELIOR OF THE EXCHEQUER TO MAKE

EMPLOYERS NATIONAL INSURANCE CONTRIBUTIONS

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

on discoveriﬁg 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. DBenefits - payable to the old, sick, the unemployed, etc. -
go up and have to be paid for;as he well knows; and the upper limit goes
up too. He raised ib from £105 to £120 in November 1977 and again.

from £120 to £135 in 1978. We keard nothing about the additional burdens
on employers, or come to that, employees, at that stage. And it was the
RHM who invented the surcharge.

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
limits - 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 more than the employees rates - 12% against £%.) Having

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

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

increased rates on to employers.‘L The RHM will appreciate that this
has relieved employers of around £400/£50million per annum. This

is the measure of the henefit we are giving them.
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CHANCELLOR OF THE EXCHEQUER

EMPLOYERS NATIONAL INSURANCE CONTRIBUTION

Here is a fact sheet, agreed with DHSS officials.

C.Co

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

e

PS IMr 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.
Mr Lankester's letter of yesterday.

This refers to
I see nothing in the note

or in the fact of its distribution, to affect the position set

out in that letter.

&



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) with tikebalance

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 (£27.35 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.

L, From 1 April next year both rates and levels change. Increases in the levels wk

haveto 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. 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 :-

- =



(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



affects of increase in

‘Total Mational Insurance limits
and rates in 1921-C2
o million

fmployees mmployers Total
Lffect of raising earnings 156 282 48
limits on contributions
EZffect of raising earnings nil 104 104
limits on NI Surcharge
Effect of increases in rates i nil 997

1183 386 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 (Cmnd 3091)



Recent Movements of Upper Zarnings ILimit and Rates™

e/ ¢/
Upper Zarnings Empfoyees Empfoyers
1.4.76 95 5% 8%
1.4.77 105 52 82 (+ 2% ¥IS)
1.4.73 120 6% 10 (+ 2% XIS,
3% from 1.10.72)

1.4.79 185 6% 10 (+ 3%% TUIS)
1.4.8 165 62 104 (+ 335 WIS)
14,87 200 Ve 104 (+ 223% 17IS)

*For '"not contracted out" contributions



MR JENKINS PS/Chief Secretary
v " PS/Financial Secretary
PS/Minister of State (C)
PS/Minister of State (L)
Sir D Wass
Sir A Rawlinson

Mr
Mr
Mr
Mr
Mr
Mr
Mr

Mr

Mr
Mr

Mr
Mr

ECONOMIC DEBATE: EMPLOYEES NATIONAL INSURANCE CONTRIBUTIONS

Ryrie Mr Burns

Bailey
Middleton
Kemp

C D Butler
Corlett
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Gracey (IR)
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You reported that when they met yesterday
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 attachthree notes: -

(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 311% and

(b) cutting real tax allowances by

£100 for single people and £150 for

married;

Treasury Ministers



(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:-

(1) 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 1lp in
contribution next year.

(1ii) 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:-



"The national insurance increases are equivalent
to an increase of well over 1lp 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 11%), this comparison is more
difficult to refute. Whilst one might legitimately challenge
the description "regressive" (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



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.

Hy

A M W BATTISHILL
26 November 1980
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Note 1

IMPLICATIONS OF RAISING &1 BILLION

THROUGH THE INCOME TAX

This note

sets out the distributional implications of using the

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

(1)

(ii)

a reduction of £100 in the single allowance
and £150 in the married allowance (including
age allowances); or

a rise of 11% 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

24 The
(1980-81)
3. (1)
(ii)
(iii)

1%.

figures in the attached table are based on current

rates and allowances.

At earnings of £50, the ENIC change is 1less
severe than a reduction in allowances but more

severe than a change in basic rate.

At earnings of £100 a week, the ENIC change
is rather more severe than either of the tax

changes.

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.




(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 1llp from each additional

§ of earnings.

b, Between the o0ld 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 1lp in contribution.
But the aggregate effects on take home pay are increased by the
fact that the full contribution (the present 62% plus the extra
1%) is payable for the first time on earnings above £165. Thus,
for example, at £200 a week, the total increase 1in contributions
is £4.36 made up of (i) §2.36 attributable to the higher ceiling
(§62% 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 1living wholly on investment income or
benefits. They are unquestionably better off than if income

tax were increased.



Effect of changes in NIC compared with revenue-eguivalent

g

changes

S~ 1lncome tax

SINGLE PzRSON

Earnings
per week

£ per week (% of

Effecgqgn weekly net income of:

1% rise in NIC
and increase
in ceiling

to §200 a week

£100 reduction
in personal
allowance

1980-8"

net income)

Increase in basic

rate to 31.2%%

50
100
200

-0.50 (-1.3)
= O (=1.4)
-2.0 2\-1.5>

-0.58 (=1.5)
-0.58 (-0.8)
—'O- 58 <_0.4>

-0.29 (-0.7)
0,92 {<1.3)
-2.17 (=1.6)

MARRIED COUPLE

HUSBAND ONLY EARNING

1
Effecé gn weekly net income of:

Earnings
per wveek
1% rise in WIC ... £150 reduction Increase in basic
and increase in celllng 4 pappied rate to 31.25%
to £200 a week allowance
50 -0.50 (=1.1) -0.87 (=2.0) =0,11 (=0.2)
100 -1.ogp>-4.5> -0.87 (=1.1) -0.7% (-1.0)
200 =2.00 (~1.4) -0.87 (-0.6) -1.98 (=1.4)

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

(2) £4.%26 if the comparison is on the previous ceiling of £165; this
represents §£2.36 (62% on §35 , the difference between §£200 and §£165)

plus £2.00 (extra 1% on £200).
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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.
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EMPLOYERS' NATIONAL INSURANCE CONTRIBUTIONS

In the light of today's press reports about %the

/
impact on employers of changes. in arrangements a e

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.
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THE NATIONAL INSURANCE WUND AND NATIONAL INSURANCE CONTRIBUTIONS - FACTS

Contributory social security benefits - retirement pensions, unemployment benefit,
sickness benefif; etc.~are paid out of the National Insurance Fund. They will 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 tiebalance

from a Supplement by the general taxpayer and investment income.

2. Contributions are calculated ai“percentages payable by employers and employees
: N s A3 -
, f employees income between what is known as the }eﬁg; earnings limit

(M'n-'lc(.u\ B o me (9 odoue R fowt”

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

limit must be set at about the level of the single persons pension (£27.35 pw)

and the upper earnings limit must be between 63 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.

Lk, From 1 April next year both rates and levels change. Increases in the levelsg w:

have 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. 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 «

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
fo 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.
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Total effects of increase in INational Insurance lin-
and rates in 1981-82

Effect
linits

Effect
limits

Effect

of
on

of
on

of

raising earnings
contributions

raising earnings
NI Surcharge

increases in rates

Imployees

186

nil

997+
1183

*includes increased contributions from self-employed =
contributions

Source:

Appendix 1 of Government Actuary's Report or
Financial Provisions of the Social Security .
Bill 1980 (Cmnd 8091)
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Recent Movements of Upver Farnings Limit and Rates™

% %
Upper Earnings Employees Imployers

Limit Rate Rate
6476 95 52 82
.77 105 52 82 (+ 2% NIS)
1.4.78 - 120 6% 10 (+ 2% WIS,

33 from 1.10.7%2)

4.4.79 135 6% 10 (+ 33% UIS)
4.4.80 165 3 103 (+ 3355 NIS)
. 4.8 200 73 104 (+ 31% NIS)

*For "not contracted out" contributions
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PS/CHANCEILOR cc: Chief Secretary
j ’ I'r Burns
A - IMr Cassell
/ ’§Wﬁ‘ Mr Evans
< i Mr Kemp
4 Mrs Stamler
Mr Folger
Mr Wren-Lewis

NATTONAL INSURANCE CONTRIBUTIONS AND THE FORECAST

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

e I think the positim 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 1n employers' and employees' contribution rates
in order to balance the Fund;

b. an increase in the lower and upper earnings limits to reflect
inflation (@s 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.

Bs In other words, although the details were not spelt out, the
forecast itself already assumed a large proportion (in fact aroun
£1 billion) of the total benefit to the PSER of the combination of

increases in employees' and employers' rates of contribution and
changes in the earnings limits.

4, This Table was, of course, a summary table designed to show the
main PSBR effects of the Cabinet decisions on the forecast that had

already been reported to Cabimet. It naturally did not go into the

detailed assumptions underlying the base forecast.

B

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. expe. exp.

late late late

1979 Cash 1979 Cash 1979 Cash

prices (rounded) prices (rounded) prices (rounded)

1. Public expenditure target/
PSBR in forecast Tou2 11 76.2 11 76.2 11

2. Public expenditure proposals

(a) Increases 2.8 ) 23 3,0 ) 53 3,0 ) 51
(b) Agreed reductions -0.6 ) -0.8 ) = -0.8 ) %
3. Total - 78.3* 133 78.4 133 78.4 133
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 ) -11 -0.01 ) -% -0.02) -1
Health (% cut - GB) -0.15) - ) -0.07 )
Other -0.1 ) - ) - )
5. Total 77.2* 121 78.2 135 77.6 12}
6. Effect of holding all new
public service pay increases
to 6% -2 -3 -3
7. Effect of 1% increase in empleyees' 4
National Insurance - =
8. PSBR after all spending adjustments 112 124 1%

Figures do not add up to totals because of rounding

g 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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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 under 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 adjustment in the national insurance
surcharge paid by employers to match the increase in
contributions which they now face as a result of indexation?

The Institute 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

thus 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
commitments.

it
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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
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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.

Him 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.

S 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. ]
3 J CROPPER

28 November 1980
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NOTE OF CHANCELLOR'S OPENING REMARKS IN ECOGCNMTG DEPATE

—-

.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 separaté 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 lower end of that band of'earnings is fixed by reference to the
value of the single pension. The upper end of that band is fixed
at 63-7% 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 contributions 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 be paid.

The RHG understands that perfectly well.

The system was established and operated by the Government of which
he was a member.



o e L i ekt i+ 40 28 St s ot AL 37k AN 3 AR e G

A
¢
e

V" n he was in office the upper limit 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. VWhat 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 62 to 72 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.

. When 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 change in rate, of which I told the

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

We have protected theemployer 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 2 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

£ million

NI SURCHARGE

NI FUND :
3 Total Tot 1
Total Employees + E lo a
Employees % Employers % Employees +  Employers % Employers mpoyers
; . contributions
Employers . contribut-
p + NIS
ions + NIS
Contributions in
1980-81°* 5,253 8,238 13,491 3,486 16,977 11,72k
1981-82 increase from
increased earnings
etc** 391 5.9 394 4.8 705 191 S5.h 896 585
Sub-total 5,564 8,632 14,196 3,677 17,873 12,309
1981-82 increase from
changes in earnings
"limits 186 FeH 282 3.4 L68 104 3.0 572 386
1981-82 increase from
increased rates
(1%)°e" 947 18.0 - - 97 - - 947 "
Total contributions _
in.1981-82 6,697 274 8,914 8.2 15,611 3,781 19,392 12,695
lotal increase in
1981-82 1,444 676 2,720 295 2,415 971
* including NHS and, for employers, redundancy and maternity funds
e includes population and employment changes
e these result from class 1 contributions. A further £50 million should be added for class 2, 3 and 4 contributions gﬁf}
(self-employed and voluntary) to give the total of £997m as the increase in income attributable to the change in rates. o
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Copy attached for :

1. SIR DOU WASS Chief Secretary

Financial Secretary

7 s R 5 GF LEE JACERglER cc Sir Anthony Rawlinson

Mr Ryrie
I*w mw ;&%vw-v M- khv“egi\r\ Mr Burns
. Mr Bailey
noa et W Ay wmit ke Do, Mr C D Butler

5 ilgeb |kw~}~. PPN CHIW T U A 'PNT)
A< Ly K wmwtnts KR Saﬂf ‘fﬂ Sowvt—Bmnttn |
NATIONAL INSURANCE CONTRIBUTION ETC o l74~.

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 tcday, and that you now wish to minute the Prime

Minister 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

L

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

Prime Minister
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NATIONAL INSURANCE CONTRIBUTIOstkND NATIONAL INSURANCE SURCHARGE

‘?,;"j ‘\t},""("a sl | Ui aist
In the light of-reactixunrﬁxzfgy statement of last week, I?EZSZf;;§IEWEETﬁ
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

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

|
|
|
i
|
\
1y
/

]

/

myself, and our colleaguesQagreed to it. S—regé;d-this particular \“x\\
proposal as worthwhile and extremely valuable ext of our '

fiscal policies. -~ > : w Mowt Lalndt |y ,
| o T =

NS

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 must be within 6} and 77 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.
CONFIDENTIAL
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effect of the higher figure on employees in the £190-£200 per week T
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 am.
argumént 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.

L, 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

da
spoke to him on 24 November. He later minuted to you on the same|gaying :

"Cabinet were concerned last week to be assured that
the changes we are about to announce in NI Contribution
rates will not fall on 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 fall on 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 Secretaryof 3ate went on to say the total amount of surcharge involved in

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



/The Secretary of
State and myself,
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‘ colleagues have-been—throughr familiarity with the system:andnthe-
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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'officials might more strongly

have emphasised to j/: andvmrmlght more strongly- empha51sed to our

-~

colleagues, that there was an effect on employers, by way of increased

<
contributions payable,as between £190 and £200, we was certalnly aware

A4

that such an effect existed and of its magnitude; and:so should my\

o 1’\',44‘. o

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
employers by perhaps £500 million). Flnally,jfZEL:;:;;‘;g;d;gzhggg“A
much familiarity on the part of other people w1th 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

surcharge and contribution is payable by manufacturing industry, so a

Treduction in that burden is a "wasteful" way $e:£2$p—%hem. At a meeting

 on 25 November you said that if amendments were put down to the Social

Yl _ : : :
Secretary (Contributions) Bill designed to ameliorate the burden on

CONFIDENTIAL
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employers, these would have to be discussed in E Co;hi;tee.m‘Ewg;;:IgN
say now that I should be strongly against any concession whatsoever
to employers in the Bill. If something is to be done for»employefégj M
this must be left until Budget time and.ecided in the light of éil

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 - ;e’ENIC and
the 1 per cent increase in employees rates. It:is,cizgz:iﬁgt with
hindsight, and in the light of events:véziz;zigzhave 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.

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. éFI am copying this minute to the Secretary of State for Social

co¥:

Servicesg.

CONFIDENTIAL
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Thank yod for your letter of 27th November.

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 have expected
employers to take one half or more of any increase Ain rates.

There will of course be an increase in the total contributions
paid by emplcyers 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 where the need is greatest. A reduction in the
surcharge -would not, I think, meet this criterion, since
/only

3
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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 Board, 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. ‘The 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 review
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.

2

GEOFFREY HOWE ;2§1<L4/1/»¥\
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PRIME MINISTER

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

- 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 PSER.

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 presentaftion
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. 1In that context, I regarded
this particular proposal asa worthwhile and extremely valuable,

indeed essential, buttress of our fiscal policies.

/3. The question
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L 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 must be within 6} and 71 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 cfficials
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
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b, 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:-

"Cabinet were concerned last week to be assured
that the changes we are about to announce in NI
Contribution rates will not fall on employers, and
it is of course the case that the changesin rates
are all to be loaded on employees. Colleagues did
however understand that some extra burden will
inevitably fall on 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 orf
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.

B The conclusion I draw is that while our cfficials might
more strongly have emphasised to the Secretary of State and

/myself, and we
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myself, and we might then more strongly have emphasised to
our colleagues, 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 1ts 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 £150 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.

Bs 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 pdrsuade 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

e %
Bk
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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

now that I should be strongly against any concession whatscever
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 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. 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.

6)"\);1-«4.
(~ (G.H.)
: 2 December 1980
[M h;( a)’)(y.aul-)
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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).

John Wiggins, Esq o
HM Treasury.
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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

London SW1 xs December 1980

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
orown 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 kmow 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.)



E.R.

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 goes!) 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.

T hove therefore that vou 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.

mary MAERRY (MRS
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NATIONAL INSURLNCE (CONTRIBUTIONS) BILL

rossible concessions on the Social Security (Contributions) Bill. He reports
tnat he has had a helpful méeting\with Backbenchers, and he says he thinks the
Governmnent may be confident of support at Second Reading. He goes on to say
~at he does not think that the Government will come under 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
pcssible concessions. He suggests that if it becomes necessary to put the
question back to colleagues (because for instance there is a real risk of
defeat in Conmittee) this should be on khé basis that the preferred con-

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

2. None of this is unexpected, and certainly we would agree that if a
concession had to bé given clearly the move to £190 would be & sensible one.
It has the merit of helping both employees and employers, thus being even-
hzrnded in a situstion where ermployers are alreaay substantially favoured.

Of tre cther proposals, reducing the employvers contribution rate is bizarre
in terms of Fund logic and helps employers without helping employees; while
reducing the surcharge itself is not possible within the scope of the Social
Security (Contributions) Bill. . A concession to £190 would adversely affect
ihe P3ER in 19861-82 by £114 million, of which £72 million would accrue to
ezployere and £L2 million to employees; &and would put the National Insurence

jeficit by sbout ££4 million.



3. However there 1s no doubt that it is very uncesirzble indeed to maxe any
concession at 211. You have elready said, in your minute of 2 Decenber to

the >rime Minister, 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 whole it mekes the move marginally less regressive; and thirdly, for
emplcyers only about one-third of the surcharge and contribution is payable

by manufacturing industry so that a reduction in the burden is a wasteful way
of helping people who need most help. 7You went on to say that if something

is to be done for employers it should not be done in the context of the Bill,
but would have to be carefully cesigned and left until Budget time and decided

in the light of 2311 the circumstances then.

L, In the light of Mr Jenkin's report about his meeting with Backbenchers it
seems pocssible, fortunately, that the cuesiion of making a concession in order

to avoid defeat mey not arise. HNevertheless, you may wish to put on record

with E Committee your view 1n inis matter ana a crait letier i1s below.

5. 7You will hzve notec from the No 10 letter of 3 December that the Prime
Minister agrees that no concession should be given, and, what is more, that
she would resist having the issue re-opened in Cabinet or E Committee. This
letter was not, however, copied to anyone except the Cabinet Office (not even
DHSS) and it seems undesirable to refer to it in the present draft. No doubt

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

i

E P EEMP
4 December 1980



DRAFT LETTER FOR THE CzANCELLOR OF TrHE EXCHEQUER TO SEND TO :

Secretary of State for Social Services
Alexander Fleming House

Elephant and Castle

SE1

NATIONAL INSURANCE (CONTRIBUTIONS) BILL
Thaznk you for your letter of 3 December.

] am glad to hear that you had a useful discussion with Backbenchers,
ana that you think we meay be confident of support next Monday at Second

Reading of the Social Security (Contribution) Bill.
\

You go on to outline possible concessions that might be given if, notwith-
standing the attitude of Backbenchers, something is 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, notwithstanding
all the noise, employers are already decidedly favoured. However I should
make 1t clear now to you, and to my colleagues, tpat I would be strongly
eagainst meking this (or indeed any other) concession on the Bill. To move
to £190 would lose us over £100 million on the PSBR in what is going to be

a very difficult year; {rom thé point of view of employees it would make
the move marginally more regressive; and so far as employers go, since

only one-third of contribution and surcharge is paid manufacturing indusiry,
it is a pretty inefficient way of helping thcse we really want to help. If
enything is to be aone to help employers, then it would need to be carefully
cesigned and should left until Budget time znd deciced in the light of 211

the circumsiances then.

I zccept that we rmiey nhave to consider this possible concession 1if the
Perliementary situstion demands it. But I shall want a very great deal

of persuading that such & situation hzs arisen.

|
1
|
|
|
|



I am copying this letter to the Prime Minister, the other Members of

E Committee and Sir Robert Armstrong.
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NATIONAL INSURANCE (CONTRIBUTIONS) BILL

After I hed submitted my advice to you yesterday on Mr Jenkin's letter of

% December, I learned that the matter had been briefly discussed at Cabinet
in the morning. Although the minutes do not record it, I understand that

Mr 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 pressufes 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, with 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 KuMP
5 December 1980



DRAFT LETTER rOR TEE CHANCELLOR OF THE EXCHEQUER TO SEND TO

Secretary of State for Social Services
Alexander Fleming House

Elephant and Castle

London SE1

NATIONAL INSURANCE (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.

Trhis meens, 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 inclinedio 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, notwithstanaing all the noise,
employers are already decidedly favoured. However Z—as I said in
Cabinet_7 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 tbe position of
employers under review, and if we have to do anything this should

be carefully designed and leit until Budget time, and decided in the
light of all the circumstances thén. I hope we can all agree to adopt
this agpproach.

I am copying this letter to the Prime Minister, the other Members of

E Committee &and Sir Robert Armstrong.
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EFFECTS OF INCREASED NATIONAL INSURANCE CONTRIBUTIONS 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
significant effect on employees' take home pay and on the Tax and
Prices Index; and we need 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
has 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 will be to claw back about half of the negctiated
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.

1104
already taken, or nonceﬂb¢ate concessions on the Bill, unless we find
ourselves obliged to do so by ocur 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 1nnruﬂsrd NI contributions; and to take it
fully into account when considering any changes in personal taxation
for the next Budget. /

I am not, of cours suggesting that we should reconsider decisions

f

3(.(0(6
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I am sending copies of this letter to Patrick Jenkin, to the
other members of E Committee,and to Sir Robert Armstrong.

Vol



T
.

CRAFTSHAN

Pension Fund merber, Married, 2 Chi]drén, Tax Code 214H

Present ~ New

£ per wk . £ per wk
Earniﬁgs _ | 175 190
Employee NI contribution - 7.59 10.65
Employee Tax 39.90 ' 44 .40
Company NI contribution - 16.21 s .18;70

O o o e e o 0w om o o o= = o = = o= o= o= e e

"

Basic wage increasse £8.15 per week

£15.00 per week

Earnings increase

NI increase = £3.06 per week ‘(£3.06)
Tax increase = £4.50 per week
‘Net increase £7 .44 ner week

Company pays extra . £2.49 per week (£2.49)

( ‘ ) increase due to Government NI changes
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CRAFTSMAN

Pension Fund Member, Married, 2 children, Tax'Code 214H

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

"

Earnings increase £16.00 per week

NI ingfease = £3.58 per week (£3.58)
Tax increase = £4.80 per week

. T2 .
Net increase = $652 ner week

£3.41 per week - (£3.41)

Cdmpany pays extra

(' ) increase .due to Government NI changes
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GRADE B

Married loman, Pension Fund lember, Tax Code 137L

Present

£ per week
Earnings ' 65.50
Employee NI contribution 3.36
Tax _ 11.40
. Company NI contributicn ) ' 7.06

o o e o e  w B o om o o om oo o= o oo G

£5.04 per week

Basic wage increase

£5.04 per week

Earnings increase

NI increase £1.02 per week

]

~ Tax increase . = £1.50 per week

]

Net increase

£2.52 per week

Company pay< extra £0.65 per week

New
£ per week
70.54
4.38
12.90
, "1; 7.71

(£0.81)

(nso..w)

( ) increase due to Government NI changes
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Night shift, Pension Fund Member, Married Man: 2 children, Tax Code 214H

Preéent

£ per wveek
Earnings 94.11
Employee NI contribution 4.57
Tax : "15.60
Company NI contribution - 9.69

Basic wage ircrease =

£5.68 per week

Earnings increase =

£7;57 per week

NI increase =
" Tax increase =

Net increase = £3.73

Company pays extra

£1.44 per week
£2.40 per week

£0.88 per week

New

£ per week
101.68
6.01
18.00
e 10.57

t

- o = o

(£1.12)

(£0.18)

| ) increase due to Government NI changes

N
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GRADE L MANAGER

Pension Fund member, Married Man, 2 children, ‘Tax Code 214H

Present New
£ per mth - - £ per mth

Earnings 961' 1047
Employee NI contribution 32.88 48.45
Tax : 234.30 260.10
Company N1 contribution 7026 .. §5.03

"

Earnings increase £86 per month

NI contribution increase - £15.57 per month = (£15.57)
Tax Increase £25.80 per month ‘

Net increase £44 .63 per month

Company pays extra £14.77 (£14.77)

( ) increase due to Government NI contribution changes
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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)sreactions to these papers, and would be grateful
if at the same time ne would comment on the paper by Gesoffrey

Fox circulated by Mr Tolkien on 18 December.

8!

P S JENKINS
5 January 1981
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EFFECTS OF INCREASED NATIONAL INSURANCE CONTRIBUTIONS ON PAY BARGAINING

I am sorry that because of absences over the Christmas period we have not

submitted earlier advice-on Mr Prior's letter of 15 December.

There are a good many detailed points one could make 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 National Insurance changes in 1solat10n, and he applies next

years National Insurance contributions to this years income tax regime.

However, we suggest that a lengﬁhy reply is unnecessary. The points that it
does seem necesséry to get across are that real personal incomes are going to
fall, and that the Govefnment has deliberately shifted some of the burden of
taxation and contributions from emp1oyers to employees. There is no way of

making this jainless.

A draft reply is attached. It has been agreed with SS, FP and CU.

&v,u nidy

M S BUCKLEY
‘7 January 1981

e
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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 Opposition 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 rafher
selecfi;e (and seem to me to run together this years tax regime
with next years Eational Iﬁsuraqbe contribution regime?,.l will
naturally take what you say fully into account in preparing the
ne#t Budget. IWe éhouidvnot,‘howéver,oneréstimate the room for
man;euvre. The e;ohomic Situati5n dictates that there should
be a fall in fégl personal incomes; apd a major effect of the
decisions Qe.anpounced in No&emger was.to shift'part of the
burden of taxes and cOn£ribufions’frcm firms to employees. . This
is bound fo shﬁw ﬁé.in the pay packet'in ons yay'or another.
Ceftainly it cannot be aécepte&_és‘a valid reasoﬁ.for higher
pay settieﬁgnté. f: |

'L am sending c¢opies of this latter to the other recipieats of yeurs.

v
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CHANCELLOR OF THE EXCHEQUER cc Chief Secretary

Financial Secretary
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Kelly
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PS/Inland Revenue

NATIONAL INSURANCE CONTRIBUTIONS AND INCOME TAX (NICIT)

i 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. Ideaily 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. -

3
1
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This being so, action 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 is certainly the objective to which I would work. On this
basis, I would strongly recommend that we press ahead with the
development of a feasible scheme.

s The wider proposition, namely a flat rate tax to replace the
present income tax and national insurance contributions up to

(ad 0 4aoanuol vie tax creall approacn tals Seems o me GO e

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 benefits shog;d'U

paid as of right or only on need - this is not the same‘ 4s "means
testing", thus I see no reason why people who enjoy adeéuate
occupational pensions which have attracted substantial -tax reliefs
should get State Pensions as well. In short a full dress enquiry
much on Béveridge lines is needed. Initially 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

= cunulative weekly tax for PAYE. 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
should similarly be replaced by an increase in the personal
allowances. Finally he proposes that the incomé'tax and the NIC
should be merged into a single tax.

5e When we ourselves started on this task in the 1960's it led
step by step to the tax credit scheme. T believe that if you
start on the basis ofvreforming 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 terminal point is not all
that different from ours. But you cannot go from A to B along
- the route he proposes.

% . (A C
_ LORD COCKFIELD

7 January 1981
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EFFECTS OF INCREASED NATIONAL INSURANCE CONTRIBUTIONS
ON PAY BARGAINING
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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 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 together 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 manceuvre. 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 ancther. 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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