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CHIEF SECRETARY Chancellor of the Exchequer
Financial Secretary
Minister of State (C)
Minister of State (L)
Sir Douglas Wass
Sir Anthony Rawlinson
Mr Anson
Miss Brown
Mr F E R Butler
Mr Kemp
Mr Lovell
Mr Monck
Mr Shepherd
Mr Unwin
Miss Whalley
Mr A M White—"

SOCIAL SECURITY
Social security svending is a huge slice of public expenditure, and decisions

will be needed soon on large potential additions, so that Treasury Ministers

may wish to have a note on these now, as in Mr Kemp's minute attached.

ny

. In summary, our recomrendations are:

(i) There should be early legislation to switch to prices-only

uprating, as the Secretary of State for Social Services intends.

(ii) There is no need for any addition to the uprating, beyond
what is required to match the forecast price increase (taking
Budget changes into account); in particular, benefits should not
be further increased to make up for the fact that last year's

uprating underestimated inflation to last November.

(iii) The uprating should be announced in the Budget; there

will inevitably be some delay in increased payments in November,
but this should be tolerable (though the extra burden on staff,
and the risk of dislocation if there are staffing problems, will
be claimed by DHSS as a reason for exemption in whole or part from

the squeeze on civil service numbers).

(iv) The legislation will also need to provide for payment of
Christmas bonus (a Manifesto commitment), but this should be kept
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q
to £10, with no commitment for future years (but at most a power
to renew if the Government so decides, at a figure which should

remain discretionary not indexed).

(v) Child benefit should be indexed, as from its £4 level from

April this year, the first increase to be paid from November 1980.

(vi) There should be no decision to repeat last year's winter

fuel bonus.

(vii) The scope for further changes to keep the burden of social
security payments in check (e.g. a switch from forecast to historical
basis for uprating; some measure of discretion on "Rooker-Wise' lines)
should be reviewed, if possible in time for the second tranche of

legislation proposed.

3. The costs of these decisions are set out in Mr Kemp's paragraph 19; it is
of course impossible to give the cost of the benefits uprating itself until the

‘post-Budget' forecast is available.

sal

A M BAILEY
11 May 1979
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Financial Secretary

%+ CHINF SECHRTANY Minister of State (C)

Minister of State (L)

Sir Douglas Wass
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gmmp - Mr Anson
i ; : cc Miss Brown ' %
} = S ROV 979 Mr F E R Butler
i Mr Lovell
Mr Monck
B Mr Shepherd

Mr Unwin

Miss Whalley

Mr A M White

SOCIAL SECURITY

The purpose of this submission is to draw your attention to a number of matters

in the social security field on which Ministers will require to take early.

decisions. It is expected, in fact, that the Secretary of State for Social
Services will be writing to a Treasury Minister in the very near future seeking
agreement to a number of specific proposals which it is necessary should be con-

sidered by Cabinet at an early date.

Social Security benefits uprating .

- \C‘“‘g—{inn
2. Under present 1egislation,Aé%e%ai=secus:#y,benefits must be uprated next

November by a percentage equal to the estimated increase in prices or earnings,
whichever is the greater, between November 1978 and 1979. It is normal to
announce the new rates in the Budget, not only because the figuring can affect
the Budget arithmetic, but also because the rates need to be known well in
advance in order to enable the mass of administrative tasks involved in the
upratinélio be carried out before November. This year, in fact, the decisions,
and the announcement, will come a little late with the result that some bene-
ficiaries will not get their additional entitlements on the due day (though
they should get all their arrears by Christmas). |

3, There are three matters for decision; first, whether the present rule to
uprate on the better of earnings or prices shoﬁld continue; second, whether

£he Government should make up the '"shortfall" on the November 1978 rating; and

1.
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third, what the percentage uprating should be. Each of these is considered

below.

4, On the formula, there is much to be said for a shift to prices only uprating.

By definition this would protect the pensioner against increases in the cost of.
what he actually spends his money on. Anr uprating based on the bettér of earn- *
ings and prices ineluctably, on the arithmetic, means that over time a pensioner
does better than either, and increasingly improves his real positioh against the
rest of the community - as evidenced by the fact that pensions have increased by

20 per cent in real terms since 1974. Social security benefits now take up about

25 per cent of total public expenditure, as compared with about 20 per cent in
1974. Part of this of courSe comes from an increasing number of beneficiaries
(mainly the old,.but also the unemployed) but a great deal comes from the
increased real value of benefits, and if the programme is to be slowed up

so it ceases pre-empting so much available resources, a change to a prices

only uprating would be a start.

5. It should be noted that such an uprating will still protect the pensioner
against increases in indirect taxes, since of course these increases enter into
prices, and therefore enter the forecast of prices movements on which the uprating
is based. It is true that there is necessarily a time lag (thus the forthcoming
Budget measures would only affect in part the period November 1978 to November
1979) but over time the prices formula is not unjust to pensioners and other
beneficiaries. Mr Jenkin is likely to propose a move to prices as from next
November (for which legislation would probably be needed --see below), and we

would recommend Treasury Ministers to agree.

6. The question of shortfall is‘potentially tricky. It arises because ig\
April 1§78 the previous’Administration under-estimated the likely rise iﬂkggg;;;
between November 1977 and November 1978, and consequently under-uprated benefits
by about 1.8 per cent. There is no statutory or other legal obligation on the
Government to make this~good, but Mr Callaghan anﬁsunced that the then Government,
would do so next November. Thif was said in the context of his undertaking that
pensions then would go up by around £4 per week for a married couple and £2.50
per week for a single person. In the House the next day the Prime Minister

said that she would "honour the commitments announced yesterday''. It can be

argued that this statement refers not just to the £4 and the £2.50, but also

24
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to the making good of shortfall. It is for Ministers to consider whether or
not this is so, but our reading of the Hansard, coupled with the Manifesto,
seems to make it clear that there was no commitment to make good shortfall

as such, but only to go to the £4 and £2.50. We do not know what line

Mr Jenkin will take, but subject tojany views which Treasury Ministers may
wish to take of the Prime Minister's statement, we would recommend them to
oppose the making good of shortfalllas such, but simply to rest upon the need
to provide increases of at least these figures. (Making good shortfall in full
would cost some £90 million in 1979-80, which would have to be charged against

the Contingency Reserve.)

7. Decision can be taken at  an early date about whether to abandon the earnings
option, and about whether shortfall ought to be made good. But no decisions can

be taken on the actual percentage uprating until the final estimates of November

on November price (and as maybe earnings) movements are available. Price move-
ments will not in effect be available until final Budget decisions are takén,
which means not much more than a few days before the Budget. This is not un-
workable. Any excess cost of the uprating on this score, is not chargeable

against the Contingency Reserve; but adds to the PSBR nevertheless.

Christmas bonus

8. There is a Manifesto commitment to pay a Christmas bonus, which must be
honoured. The outstanding questions are first whether this is just a bonus

for 1979, or whether it should now be recognised as being in perpetuity; and
second, what the 1979 rate should be and, if it is to become permanent, whether

it should be in some ways indexed linked for fulure years.

9. As between one-off or continuous, the Manifesto commitment 1s open (a}though

it seems to lean in the direction of continuity). From the public expenditure poir
of view there are arguments both ways. - If there is a genuine chance of the bonus
not being continued, then it would be better to anrfourice it as one-off for this
year. But if, whatever is said, it is to become permanent (and with two year's
gap it has been continuous sincg'a9?2) then it 1s better to recognise this and
build it into public expenditure plans, rather' than having year after year a
charge against the Contingency Reserve. And if in political terms it is thought

necessary to offer up some sweetener when getting rid of the earnings option on

S
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uprating (see paragraph 3 above), there is no doubt a Christmas bonus in
perpetuity, even indexed linked, would be far cheaper than retaining the
earnings option, so a swap of one for the other would be a good bargain.
Treasury Ministers will need to make up their minds on this in the light

of Mr Jenkin's proposal.

10. So far as quantum, goes, the absolute minimum is £10, which would cost
£108 million in 1979-80 (chargeable against the Contingency Reserve). This
however is the 1972 figure, and a comparable figure today would of course be
much higher. Again Ministers will want to make up their minds in the light

of what Mr Jenkin proposes; unless it is felt that in political terms there
is some quid pro quo for a ﬁ;gher figure (eg perhaps in relation to a fuel
bonus - see below) we would recommend sticking to £10, if only on grounds of
minimising 1979-80.expenditure. So far as indexation goes, it seems inevitable
that if it is recognised that there is to be a bonus in perpetuity, then it must
eventually reflect at least to some degree general price movements. This does
not ho&ever mean that it need necessarily be fully price protected, and it may
be that some other formula could be devised. Indeed in order to retain the
“oeratitude™ element, it might be better not tohave too straitjacketed an
uprating formula, but simply to leave it to the Government to review its value
annually and decide in the light of all the circumstances what the rate should
be. Treasury Ministers will note that if Christmas bonus became a permanent

feature then it would of course become taxable.

Child benefit

1. Child benefit was increased to £4 per week per child in April, and (with
one or two exceptions) child tax allowances were withdrawn in last month's Finance
Act. The switch over from tax allowances to cash benefit is now complete. The
question for decision is whether, when and by how much child benefit should be
further increased. There is no provision in public expenditure plans for any
increase beyond £4, so anything done would be a ch;rge against the Contingency

Reserve. e

12. Since the child benefit is now to be a pefmanent feature, it seems clear
that it is going to have to be reviewed and uprated from time to time, in the

same way as are other social security benefits. (This would also parallel what

b
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would otherwise have happened to child tax allowances had they remained, but
this is not an analogy which the Treasury would place any weight on at all,
child tax allowances having vanished.) It would probably be best to uprate
child benefit each November (the desirable operational date) by the same per-
centage that o£her benefits are uprated - that is, (in the future) prices
November on November. But while, if Ministers agreed to such a policy, this ”
could be announced now, there would seem little additional value in an uprating
in November 1979. This would only add perhaps 25p to the benefit, and following
on a £1 increase in April might seem derisory. On the other hand it would cost
about £55 million against the Contingency Reserve; money which could certainly
be used elsewhere. This would leave the £4 rate running until November 1980,
when a meaningful increase ésomewhere between 50p and £1, depending oﬁ prices

movements) could take effect. This is what we would recommend to Treasury Minister

13. It is possible, judging by a recent report in the Guardian, that Mr Jenkin
may still hanker after suggesting that a child benefit increase is not a charge
against public expenditure, but is an off-set against tax revenues. We would
recommend Treasury Ministers to oppose this argument if it is put forward. It
is misconceived, in that as I say last month's increase to £4, and the withdrawal
of child tax allowances, is deemed to have completed the changeover from a tax
allowance to a cash benefit; it is important now to recognise that this is a
straight cash benefit and to treat it as such in public expenditure planning.
More fundamentally, such an approach has the risk of loosening discipline and
thus making way for bigger increases than would otherwise be justified; and of
setting precedents elsewhere. And it will be noted that howsoever the amount is

scored, it all still adds to the PSBR.

14. There is also an argument that an increase in child benefit would be

an incentive to take work, rather than stay in unemployment. This is based

on the fact that there is at the mament & negative differential between the
child dependency allowance paid to the unemployed, and child benefit. Certainly
this is a matter to be looked at, perhaps in the context of a wider study of

the interaction between tax, soetal security and work incentives. But the

point has yet to be shown, and it would not be sensible to increase child
benefit solely on this score in advance of such a study. More important

;hild benefit is in any case a most unselective weapon, going to the children

of all, rich or poor, and in or out of work, and cost-ineffective as a possible

work incentive for a comparatively few recipients at the margin. (Indeed,

e
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in the longer term Treasury Ministers may wish to consider whether the child
benefit is not too insensitive in other areas - eg for the relief of poverty;
whether, bizarre as this may sound, sooner or later the benefit itself should

be made taxable.)

15. It should also be noted that an increase in VAT is not of itself any
reason to increase child benefit. Most of the expenditures which go directly
to maintain a child (housing, food, fuel and clothing) are not subject to VAT
anyway. It is true that there may eventually be some indirect effects as VAT
increases in other areas creep into the price of non-VATable goods, but this
would appear to be a distant argument in relation to child benefit.

16. As well as child benefit, Treasury Ministers will know that there is a
premium of £2 per week payable to single parents in respect of their first
‘child. Unless Ministers felt it necessary to do something special about one
parent families (who were indeed mentioned specifically in the Manifesto),
the riéht policy would seem to be to 1e£ this premium increase at the same time

as, and in the same proportion as, child benefit proper increases.

Fuel bonus

16. For the last three years the previous Administration has given help to
poor. families with their fuel bills. This scheme was originally put in place
to meet the very sharp rise in fuel costs which occurred following the events
in the Middle East in 197% and 1974, and the steps taken by the then Government
to phase out subsidies to the nationalised fuel industries. This justification
has now largely vanished, and officials (and not just in the Treasury) see very
little justification for a continuing scheme. This is the more so in that it is
very hawrd to devise a cost-effective scheme which is not very cumbersoﬁ; .
administratively. A repeat of last year's scheme would cost about £50 million,
to be charged against the Contingency Reserve. In the past this has been the
responsibility of the Secretary of State for Energi, rather than of that for
Social Services, and we do not kppw how Mr Howell (or indeed Mr Jenkin) feels
about it, but nevertheless we would recommend that Treasury Ministers argue

for its discontinuation. Many of those really in need will get the help they
want through the supplementary benefit scheme. It may be that discontinuation

of the fuel scheme will have to be 'bought'", perhaps by a Christmas bonus higher
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than would otherwise be the case, but we would recommend arguing against this
too (on the grounds, amongst other things, that if the Christmas bonus starts
too high initially, and goes on in perpetuity, over time there is a very con-

siderable additional cost against public funds).

Other social security grants and allowances r

17. Most other social security grants and allowances are in effect indexed,
whether by legislation or longstanding custom, on prices, and go up each
November. There are some, however, which are more optional; these include
mobility allowance and death and maternity grant. There seems little case

for any increase in any of EPese now, but we shall have to see, what, if anything

Mr Jenkin proposes.

Legislation

18. Some social security legislation will be necessary at an early date if
only'to authorise the Christmas bonus.: This legislation could, however, also
authorise the change in the uprating formula to one whicp is wholly prices
based in time for November 1979 (although at the moment it looks as though
the prices forecast may go ahead faster than the earnings forecast, which
would make the point, for this year anyway, academic). Such legislation
would, however, have to be put together too early to deal substantively eg
with treatment of strikers and other matters, some of which are mentioned in
the Manifesto. It seems likely, therefore, that Mr Jenkin will bid for two

pieces of legislation in the 1979-80 Session; this seems sensible.

The Contingency Reserve

19. The decisions to be taken, discussed apove, which could affect the

Conting;ncy Reserve far 1979-80, are summarised below:-

£ million

a. Should shortfall be made good?- maximum cost 90
b. What should be the rate of the Christmas bonus?

- cost per £10 108

) c. Should child benefit be increased this November?

- cost per 25p 55
d. Should there be a fuel bonus?

- cost of a repeat of last year's scheme ¢ 50

7-
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20. It follows that a minimum charge to the Contingency Reserve is £108 million
(a £10 Christmas bonus). A possible maximum charge (not of course the ultimate
theoretical maximum) might be £355 million, being shortfall (£90 million), a £15
Christmas bonus (£160 million), a fuel bonus (£50 million) and 25p on child benefi-
(£55 million). These possibilities are, of course, very relevant to Mr Bailey's
submission of 10 May on the Scope for Cuts, and underline the need for early

decisions.

21. The PSBR effects involved in the social security decisions, however, go
further than the Contingency Reserve effects.Asparagraph 7 indicates, any excess
cost arising from implementing a statutory uprating based on a prices (or as maybe
earnings) forecast bigger than that anticipated when the plans were drawn up is
treated as an estimating change, and is not chargeable against the Contingency
Reserve. Nevertheless, the sums affect the PSBR. Very roughly, 1 per cent

either way on the uprating will cost about £50 million in the part year 1979-80.
And as well as the rates, there can be estimating changes arising from differing
numbers of beneficiaries - thus if average unemployment goes 100,000 either way
then roughly speaking?gocial security programme varies by £100 million. It follow
that many measures which are taken elsewhere to help with the PSBR (eg increase in
indirect taxes or withdrawal of employment support measures) can have a partly
offsetting adverse effect through the increases in the social security programme
which follow, albeit these increases are not chargeable against the Contingency

Reserve.

Conclusion

22; I apologise for the length of this note. Its purpose has been to indicate
the sort of matters on which decisions must be taken shortly, not only for their
own sa%e but also in the context of the scope for cuts in public expenditure.

It is understood that Mr Jenkin will be writing shortly with his proposals, and
a further (but I hope shorter) submission will be made when we know his mind.
These matters will, of course, have to be settled_finally in Cabinet, but we
understand that Mr Jenkin is anxious that he should reach full agreement with
Treasury Ministers beforehand.J‘ks this note makes clear we should want to
recommend against any additions in 1979 expenditure which may be proposed

swith three exceptions only; these are (a) a general uprating based on November

1978/November 1979 price forecasts; (b) a £4 and £2.90 increase in retirement

3.
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pensions to the extent that this is not reached or passed by the operation of
(a) (as it probably will be); and (c) a £10 Christmas bonus. These we would

read as Manifesto commitments.

o4 ’ ,

E P KEMP
11 May 1979
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CHANCELLOR OF THE EXCHEQUER cc Chief Secretary
Financial Secretary
Minister of State (C)
Minister of State (L)
Sir Douglas Wass
i Sir Anthony Rawlinson
S Mr Anson
Mr Bailey
Miss Brown
Mr F E R Butler
Mr Lovell
Mr Monck
Mr Shepherd
Mr Unwin
Miss Whalley
Mr A M White

SOCIAL SECURITY

Mr Hall's note of today to Mr Bailey referred to his minute of 11 May on
Social Security, and asked for a short extra note on the distinction for

uprating purposes between short and long term benefits.

2. Broadly speaking, the principal distinction is that while long term
benefits are uprated annually on the basis of the movements in earnings and

prices whichever is the greater, short term benefits are uprated annually on

the basis of price movements.

3. There is a further broad distinction to be made between benefits which

are uprated annually under statute, ana benefits which are uprated by virtue

of longstanding convention. Social security long term benefits, ie retirement,
widows', disablement and‘invalidity pensions are covered by statute, as are

short term benefits in respect of unemployment, sickness and injury. However,

war pensions (disablement and widows) and supplementary benefits are uprated by
non-statutory convention. There is nc statutory or conventional obligation for

the annual uprating of death or maternity grants, mobility allowance or child bene-
fit, but there 1is a statutory obligation to review annually whether or not the

level of these benefits have retained their value.

4, The attached table, which is necescarily simplified, seeks to set out the

“tk

E P KEMP -
14 May 1979

position.
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Cost in 1979-80 Uprating Formula Obligation to uprate
BERERLE (£b 1978 prices)
NI Long term benefits 9.2 Greater of Prices or Earnings Statutory
War pensions 0.3 - do - non-statutory
Other pensions 0.3 - do - - do -

Supplementary Benefit

Long term 0.7 - do - non-statutory
Short term 1.3 Prices - do -
Child Benefit 2o Not applicable Subject to annual review

but nc commitment to uprate

Sickness, Injury, Maternity,
Unemployment, Wilows allowance 1.4 Prices Statutory

Maternity/Death grants, and )
Mobility Allowance 0.2 Not applicable Subject to annual review
" but no commitmerti to uprate

16.1




cc Chief Secretary
Financial Secrctary
MR BAILEY : génistgr of Staﬁe (Lords)
S1r Douglas Viass
Sir Anthony Rawlinson
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Miss Brown
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SOCIAL SECURITY

The Chancellor has gseen his copy of your minute of 11 May to

the Chief Secretary. He would like to include this on the Agenda
of his morning meeting with Treasury Ministers at 9 a.m.

tomorrow. He'hés asked for a short extra note on the distinction

for upratin urposes between short and long term benefits.
P £ purp g

M. A. HALL
14 May 1979
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Financial Secretary
Minister of State (C)
Minister of State (L)
“« /. ; SN Sir Douglas Wass
Sir Anthony Rawlinson
> Mr Anson
Miss Brown
Mr F E R Butler
Mr Kemp
Mr Lovell
AT Mr Monck
Mr Shepherd
Mr Unwin
Miss Whalley
Mr A M White

SOCTIAL SECURITY

Social security srending is a huge slice of public expenditure, and decisions
lar

will be needed soon on

ge potential additions, so that Treasury Ministers

may wish to have a note on these now, as in Mr Kemp's minute attached.

ny

In summary, our recommendations are:

(i) There should be early legislation to switch to prices-only

uprating, as the Secretary of State for Social Services intends.

(ii) There is no need for any addition to the uprating, beyénd
what is required to match the forecast price increase (taking
Budget changes into account); in particular, benefits should not
ge further increased to make up for the fact that last year's

uprating underestimated inflation to last November.

(iii) The uprating should be announced in the Budget; there

will inevitably be some delay in increased payments in November,
but this should be tolerable (though the extra burden on staff,
and the risk of dislocation if there are staffing problems, will
be claimed by DHSS as a reason for exemption in whole or part from

the squeeze on civil service numbers).

(iv) The legislation will also need to provide for payment of
Christmas bonus (a Manifesto commitment), but this should be kept

. &
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to £10, with no commitment for future years (but at most a power
“to renew if the Government so decides, at a figure which should

remain discretionary not indexed).

" (v) Child benefit should be indexed, as from its g4 level from

April this year, the first increase to be paid from November 1980.

(vi) There should be no decision to repeat last year's winter

=

fuel bonus.

"
(vii) The scope for further changes to keep the burden of social
security payments in check (e.g. a switch from forecast to historical
basis for uprating; some measure of discretion on '"Rooker-Wise' lines)

should be reviewed, if possible in time for the second tranche of

legislation proposed.

3 The costs of these decisions are set out in Mr Kemp's paragraph 19; it is
of course impossible to give the cost of the benefits uprating itself until the

‘post-Budget' forecast is available.

2ale

A M BATLEY
11 May 1979
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CALL BY MR JENKIN

Financial Secretary
Minister of State (Commons,
Minister of State (Lords)
Sir Douglas Wass

Sir Anthony Rawlinson

Mr Bailey

Mr Anson

Mr F E R Butler

Mr Kemp

Miss Whalley

Mr Ridley

Mr Cropper

The Chanceller has agreed to see the Secretary of State for Social

Services at 16.30 in the Treasury on Thursday 17

May, to discuss

a letter - expected shortly from Mr Jenkin - on the uprating of

social security benefitsT He would be glad if you could also be

present. He would be grateful if Mr Kemp could
in due course, and for advice on who else should

meeting.

oy ¥ J
e

M. A.

15th

provide briefing

be present at the

P

HALL
May 1979
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‘SOCTAL SECURITY UPRATING 1979

I would welcome an early discussion with you about the uprating proposals,
which I assume you will wish to cover in your Budget Statement.

Benefit Rates

The new rates must, by law, take effect from 12 November. As the law
stands, pensions and other long-term benefits have to be increased in line
with the better of earnings or prices; short-term benefits, such as sick-
ness and unemployment benefit, in line with prices. The forecasts used
for the November 1978 uprating were 1.9 per cent (earnings) and 1 per cent
(prices) short of the actual movements in earnings and prices; and the
previous Government announced on 28 March that, although there is no
statutory obligation to make good this shortfall, they intended in the
uprating to take account of the shortfall. They quoted as illustrative
pe=ision rates "about" £22 for a single person and "about" £35 for a
married couple. The Prime Minister, speaking the following day, said

that she wished to "make it quite clear that we shall honour the pensions
commitments that he (the then Prime Minister) announced yesterday". I am
advised that this was widely taken to include making up the shortfall.

On the other hand, we are not committed to increases in line with earnings
(if higher than prices) plus making good the shortfall - which may have
been what a new Labour Government would have done. I accept therefore

that if the forecasts put earnings markedly ahead we shall have to consider
legislating immediately to remove the requirement to uprate in line with
earnings. But if we make up the shortfall this will help to make our
uprating policy more acceptable and will reduce the pressures in succeed-
ing years to allow a costly safety margin at each uprating in case the
forecasts should prove wrong again.

CONFIDENTIAL
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Christmas Bonus

We have promised to continue the Christmas Bonus. So far, the bonus

has been £10 on each occasion. It would need to be about £25 to match
the value of the first bonus, which was in 1972; but I am not asking
that the bonus should exceed £10 this year. I propose that we should
provide for this in the Bill and also that we should take power to pay

a bonus under subordinate legislation in subsequent years. It would be
helpful to be able to budget in our public expenditure programme for
periodic increases which, over time, would maintain the £10 in real

terms - while avoiding insignificant increases in particular years.

The Bill might provide for the Secretary of State to consider in each
year whether the bonus should be increased, having regard to the national
economic situation as a whole, the general standard of living, and such
other matters as he thought relevant (the 1975 Child Benefit Act formula).
I would not propose to take power to extend the scope of the bonus.

Child Benefit

To improve work incentives, simplify the social security system, and

save staff (about 250), we must aim, as soon as we can, to increase child
benefit sufficiently to subsume the child dependency increase paid with
unemployment and sickness benefit. And we must in any case ensure that

in any package of tax cuts we do not ignore working families with
children, who can only be helped through child benefit. I should there-
fore like to see an increase in child benefit this November which at

least restores its real value, and to do the same for the premium for
one-parent families. This would mean increasing child benefit to around
£4.,25 and the premium to around £2.25. I recognise, however, that you
might prefer to delay the increase till next April and then go beyond
price protection so as to make a start on subsuming the National Insurance
dependency increases. I would very much hope that any such increase could
be announced in your forthcoming Budget statement.

Mobility Allowance

Mobility allowance was increased to £10 in July 1978, and has not been
increased since. I would find it hard to Jjustify a rate of less than £12
in November 1979; this would be consistent with our general policy on
disablement. Although, so far only a minority of mobility allowance
beneficiaries make use of the Motability Scheme to obtain cars, their
number is significant and growing, and we want it to grow further. The
cost of a minimum Motability deal is something we shall have to keep in
mind in future - not least if we are to continue to avoid a very expensive
direct involvement in hardware.

No doubt you will also have in mind some longer-term mobility issues.
These include the effects of VAT on the Motability scheme - on which we
shall face even greater pressure if VAT is increased. Also if petrol is
in future to carry the revenue costs currently borne by Vehicle Excise
Duty, we have to take this into account. Last year we successfully
amended the Social Security Act 1975 so as to require the Secretary of
State, when determining the rate of mobility allowance, to take into
account "any change in taxation which directly affects the costs of
motoring for a person in receipt of mobility allowance". Finally, and

2
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simply as a marker for the future, taxation of mobility allowance sits
uneasily with general taxation conventions (attendance allowance is not
taxed).

Costs

Leaving aside the uprating of child benefit (and the child benefit
(increase) paid to one-parent families), which, as we agreed in
Opposition, merits special treatment under the public expenditure con-
ventions, there are two major items which would amount to a claim on the
contingency reserve. These are making good the shortfall (£90 million

in 1979/80 and £220 million in 1980/81), and the cost of a £10 Christmas
Bonus (£105 million plus £3 million additional administrative costs) -
all costs are given in 1979 survey prices. Putting mobility allowance

up to £12 instead of simply price-protecting it would run to only about
£2 million in 1979/80 and £6 million in 1980/81. I realise there will be
other calls on the contingency reserve. But I do not think the ones I am
suggesting for social security could be regarded in any way as excessive.

I suggest that we meet to discuss these matters as soon as possible (I

gather that our offices have already been in touch). I am copying this
letter to John Biffen and to Sir John Hunt.

- "} g
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2 MR KEMP Mr Ridley

He CHANCELLOR OF THE EXCHEQUER

SOCIAL SECURITY UPRATING

In his letter of 15 May the Secretary of State for Social
Services puts forward, for discussion with the Chancellor and other
Treasury Ministers on 17 May, his proposals for additional items
to be included in the November 1979 benefits uprating package, and
raises certain points on the future growth of the social security
programme. The proposals for this November's uprating would
represent a clalim on the Contingency Reserve of some £260 million
in 1979-80 and some £450 million in 1980-81. The suggestion that
in the longer term child benefit should subsume child tax allowances
would add a further £850 million to the cost of this programme.

R Briefing on the main social security policy issues was contailned
in Mr Kemp's and Mr Bailey's minutes of 11 May. The following
paragraphs discuss the proposals made in the Secretary of State's
letter and recommend a line for the Chancellor to take 1n discussio.

PN

The main uprating decision

% The Secretary of State recognises that this will be announced
in the Budget debate and will be based on Treasury forecasts. He
is also determined, by immediate legislation if that is required,
to move to price protection only for uprating long-term benefits.
All this 1s sensible and can be welcomed. However, he also
proposes that additionally uprating of benefits this November
should contain a margin over and above the increase needed to
provide price protection sufficient to make good the shortfall on
the previous Government's last uprating in November 1978.
There i1s no provision for this in existing expenditure plans; it
would cost some £90 million this year and £23%0 million in a full
vear. Although the Frime Ninister committed the Government to

-7 /matching
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q
matching the figures announced by the previous Government of about
£22 (single) and £35 (married couple) (see A and B below) these
figures did not necéssarily include shortfall, although
Mr Callaghan did commit his Government to making good shortfall.
The Government's policy is to price protect only, leaving
improvements in the real value of long-term benefits to be made
when resources are available. It would therefore be inconsistent,
when all efforts are being made to reduce public expenditure, to
make good shortfall on an earnings foreeast which even 1n its
defective. form provided an increase in real terms of over 3 per
cent. The Chancellor is therefore recommended to resist the
Secrétary of State's proposal which would add £90 million to public

expenditure this year.

Christmas bonus
4, The proposal is to pay a £10 bonus this year and take powers

to pay a bonus, at levels to be determined by the Secretary of
State, but which over time maintains its value, in subsequent
years. - The Christmas bonus contributes little to the planned
development of social security policy. Any political value rests
in the Government's retention of discretion to pay a bonus or not
in any particular year - as well as determining the level of
payment. If the bonus is to become a permanent feature,
consideration will have to be given to making it taxable (Inland
Revenue have acquiesced so far in not taxing the payment primarily
because of the timing problems for taxing). The Manifesto
included a commitment to continuing the bonus but the Chancellor
has taken the view that there is no commitment to paylng a bonus
each year. Accordingly, he may wish to accept the proposal tc pay
£10 this year at a cost of £108 million but resist the proposal
that powers should be taken now to make payments 1n subsequent

years. If provision for payment is on the statute book it will be

almost impossible to refuse bonuses each year.

Child Benefit

i d

5. (a) Long-term objectives. To improve work.incentives,
simplify the social security system and save about 250 staff,
Mr Jenkin suggests. that the Government should adopt as an
objective raising child benefit to subsume the child depgndgncy
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addition paid with unemployment and sickness benefits. The present
lead: of child dependency additions over child benefit 'is 85p.

The disincentive effects for those with large families and low
earnings are therefore relatively small. An alternative method of
tackling this problem would be to tax short-term benefits and no
decisions on the timing of this prospect have been taken. The
child benefit solution would be costly, involving over g?;O million
in a full year and would provide only disproportionatef/gains in
work incentives for a limited number of those with low earnings
capabilities. ' The Chancellor is therefore recommended to avoid any
commitment and to suggest that consideration of the future levels

of child benefit i1s deferred.

(b) Price Protecting Child Benefit. The Secretary of State
proposes that child benefit should be protected against rises in
prices. ©Since this benefit was increased to £4 last month, price
protection to November 1979 would provide only an increase of
about 25p a week. This increase might be regarded as derisory
(even though it would cost about £60 million this year and £120
million in a full year). We recommend that, although the =
Chancellor should accept that price protection seems sensible in
the longer term for a benefit which is the main contribution
towards the cost of raising children, a 25p increase in November
(following an increase of £1 in April) would seem both niggardly
and unnecessary. Given the pressures on public expenditure and
the borrowing requirement, a more generous increase would not be
practicable. Given the role child benefit now plays, we recommend
the Chancellor to accept price protection from 1980, since there
are no real grounds for the Secretary of State's fallback propecsal
of an increase in April 1980 now that child tax allowances Have
been generally withdrawn. There is no objection to announcing
price protection of child benefit from November 1980, but since
any increases will be deferred for 16 months it might be wise to

delay the announcement for the time being.

(c) The treatment of expenditure on child benefit. The
Secretary of State intends to raise the questionof whether child

benefit should be regarded as public expenditure or treated as

‘tax forgone or a form of tax credit. 1In this connection,

/Mr Jenkin
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Mr Jenkin may refer to the Chancellor's support for an Early Day
Motion in July 1977 (Annex C) and the references made to child
benefit in a speech made on 24 March (Annex D). However, child
benefit represents a cash transfer from the public to the private
sector, 1t i1s voted by Parliament as public expenditure and so
treated in the national accounts. Alternative treatment would
create major problems and in any event the cost of child benefit
has to be taken into account for the PSBR calculations. This
question need not be decided before decisions are taken on the
1979 uprating package and the Chancellor may therefore wish to
suggest that the Secretary of State should pursue this question
separately. For the purpose of the immediate discussions, however,
the present public expenditure treatment of child benefit will
have to be applied.

Mobility Allowance

6. The Secretary of State has proposed an uprating of this
allowance by £2 to £12 in November 1979. There is nc statutory
obligation to uprate the allowance, but the Social Security Act
1979 requires the Secretary of State to review it each year. The
previous Government had indicated that they would price protect the
benefit with effect from November this year. It is probable that

a rate of £11.50 or lesswibl be justified rather than the figure of
£12 proposed by Mr Jenkin. Even this increase to&£12 would cost
about £2 million this year and £ million in a full year. The
Chancellor i1s recommended to resist the proposal and to accept that
mobility allowance should be price protected by the appropriate

amount - when forecasts are available.

7 The Secretary of State has also raised a number of points
relating to mobility allowance, including the effects of VAT on
Motability, the organisation which leases cars to the disabled.
Mr Jenkin suggests that mobility allowance ought to be linked to
changes in leasing charges by Motability and has raised the
question of the impact of the abolition of VED as well as the
possibility of exempting the allowance from tax. These issues do
not have to be settled at this stage and we suggest that the
Chancellor should propose that they should be considered further

by officials - including Customs and Excise and Inland Revenue -
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with a view to further reference to DHSS and Treasury Ministers in
due course. The only immediate decision required is the level of
mobility allowance and on this it should be possible to reach

agreement on straightforward price protection.

Conclusions

B The Secretary of State has raised a number of issues but

immediate decisions are required only on:-

(a) the basis of the November 1979 uprating, including
whether or not some provision should te made for the
November 1978 shortfall;

(b) Christmas bonus and the possibility of legislation

covering payments in future years;

(c) the treatment of child benefit, including the timing

of the next increase;

(d) the level of mobility allowance from November 1979.

9 There 1s no need for immediate decisions on the question of
the treatment of child benefit for public expenditure purposes or
on the more general questions raised on mobility allowance. It is
unlikely that the Secretary of State will wish to raise now the
possibility of either medium-term or long-term studies on the role
of social security,but if this point is mentioned the Chancellor
will no doubt wish to indicate that he would be glad-to have the
Secretary of State's views on how this question should be handled.

But for the immediate issues, we recommend that:-

(1) the Chancellor should agree to uprating next November
on the basis of price forecasts only, and if necessary

this should be covered by early legislation;
(ii) reject the proposal to make good shortfall;

(1iii) aceept price protection for child benefit but with
effect from November 1980 at the earliest;
(iv) accept price protection for mobility allowance, thus
providing a rate lower than £12 this November.
([t
A M WHITE
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PRINCIPAL PRIVATz/SECRETARY cc PS/Chief Secretary

v PS/Financial Secretary
PS/Minister of State (C)
PS/Minister of State (L)
Sir Anthony Rawlinson
Mr Bailey
Mr Butler
Mr Lovell
Mr Ridley
Miss Whalley
Mr A M White

MEETING WITH MR PATRICK JENKIN - THURSDAY 17 MAY 4 30 PM
SOCIAL SECURITY UPRATING

I am afraid a sentence was left off the end of paragraph 2(e) of my minute of

earlier today. This should have read :-

"... take place in November 1980. Decisions as to any real
terms increases should await the outcome of the Study of

Incentives etc referred to in paragraph 3(a) below'.

2. I should be grateful if you would carry this correction into my minute.

5

E P KEMP

16 May 1979
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CHANCELLOR OF THE EXCHEQUER cc Chief Secretary
: Financial Secretary
Sir Anthony Rawlinson
Mr Bailey
Mr Butler
Mr Lovell
Mr Caff
Mr Ridley
Miss Whalley
Mr A M White

MEETING WITH MR PATRICK JENKIN - THURSDAY 17 MAY 4 20 PM
SOCIAL SECURITY UPRATING

Mr White's brief below discusses the proposals which Mr Jenkin makes in his

S letter of 15 May, and sets out the full background to them. I agree generally
;ZEE these recommendations, and in particular with the point that immediate
decisions are only required on the comparatively limited number of points, and
that 1t 1s both possible and indeed sensible to leave a number of others over

for further consideration.

2. Summarising overall, and taking account of one or two additional points,
our recommendations are as follows:-
a. You should agree that the main lines of social security E
uprating proposals will be announced in your Budget Speech.
Mr Jenkin will make a more detailed statement on the Wednesday

or Thursday following.

b. Next November's uprating - and all upratings thereafter -
should be on the basis of prices forecasts only, rather
than (for long term benefits) the better of earnings or
prices. Legislation may not be necessary for this next
November, since prices may be moving ahead faster than
earnings; but you will want to consider with Mr Jenkin
whether or not early legislation should anyway be taken
to get the change properly made as soon as possible. On

balance this may be desirable.

1.
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c. There is no commitment to make good shortfall as such next
November, and Mr Jenkin should be opposed on this point
(save insofar as something over and above the statutory
uprating may be necessary to reach the £4 and £2.50 in-
creases in retirement pensions which are a commitment. )
(This in fact would only be necessitated if the price rise .

is less than about 123 per cent, which seems unlikely.

d. You should agree to a £10 Christmas bonus (and the necessary
legislation) for this year only, with no commitment at all

to the future. iﬁ

e. You should agree that child benefit should now be recognised
'~ as price protected, but press for the next increase (protected

as from April 1979) to take place in November 1980

e

e

f. You should oppose Mr Jenkin oh "losing" child benefit out of
public expenditure totals. You might, however, wish to agree
that the whole net/gross presentation picture, wichgoes much
wider than just child benefit, should be studied; meanwhile ¥

child benefit increase should continue to score gross.

-

g. You should oppose Mr Jenkin specific proposal to put mobility
allowance up to &£12, but agree that it should be price protected.

h. Mr Jenkin does not mention a fuel bonus and it need not be raised.
But if it does come up we recommend opposing it as a regular affair,
and also for this year, but agreeing that it could be kept open for
some future year if circumstances warranted it (eg if the Government
were looking for abnormally big increases in gas and electricity

prices.)
3. These are the immediate decisions that are needed. But you may also like

to agree with Mr Jenkin that there are two areas where officials should be asked

to do further work. These include:-

2.
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a. Incentives etc, and the role of social security here. This
is likely to arise on the question of child benefit and
Mr Jenkin's discussion of the need to subsume the child
dependency increase paid with unemployment and sickness
i benefit. But such a study might go wider than just this,
and meet some of the Manifesto commitments to examine the
whole area of social security and work incentives (including

taxing of short term benefits).

/ b. Various aspects of mobility allowance, as discussed in

@ paragraph 7 of Mr White's brief.

L. Both these arise on Mr Jenkin's letter. But more widely, from Treasury
Ministers point of view, it would be desirable to set in hand an examination
of the role of this whole massive social security programme, which covers

25 per cent of public expenditufe and has inherent growth tendencies. On
present arrangements - even if we move to a prices only uprating - it seems
likely increasingly to pre-empt other programmes. A longer term examination
might therefore be in order to see what could or should be done to curb its

growth in the light of the longer term constraints. We hope Mr Jenkin will agree.

5. The cost of these recommendations against the Contingency Reserve for 1979-80

is £108 million for the Christmas bonus. Mr Jenkin's other proposals (shortfall,

November child benefit, and mobility allowance) which we recommend opposing, would
add £147 million more to this, and would of course greatly reduce the scope for
cutting the Reserve now.

£. We assume that the next step, after your meeting, is for these matters to

go to Cabinet on Thursday 2ith, for which you may like to agree with Mr Jenkin

that DHSS drafts and clears with us a suitable paper reflecting the discussion.

e

&
é@‘ E P KEMP
16 May 1979
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cc Chief Secretary~"
Financial Secretary.
Sir A Rawlinson
Mr Bailey
Mr Butler
: Mr Lovell
g MISR_WHALLEY M Caff
2 MR KEMP Mr Ridley

» CHANCELIOR OF THE EXCHEQUER

SOCIAL SECURITY UPRATING

In his letter of 15 May the Secretary of State for Social
Services puts forward, for discussion with the Chancellor and other
Treasury Ministers on 17 May, his proposals for additional items
to be included in the November 1979 benefits uprating package, and
raises certain points on the future growth of the social security
programme. The proposals for this November's uprating would
represent a claim on the Contingency Reserve of some £260 million
in 1979-80 and some £450 million in 1980-81. The suggestion that
in the longer term child benefit should subsume child tax allowances
would add a further £850 million to the cost of this programme.

2% Briefing on the main social security policy issues was contained
in Mr Kemp's and Mr Bailey's minutes of 11 May. The following
paragraphs discuss the proposals made in the Secretary of State's

letter and recommend a line for the Chancellor to take in discussion.

The main uprating decision

3. The Secretary of State recognises that this will be announced
in the Budget debate and will be based on Treasury forecasts. He
is also determined, by immediate legislation if that is required,
to move to price protection only for uprating long-term benefits.
All this is sensible and can be welcomed. However, he also
proposes that additionally uprating of benefits this November
should contain a margin over and above the increase needed to
provide price protection sufficient to make good the shortfall on
the previous Government's last uprating in November 1978.
There is no provision for this in existing expenditure plans; it
would cost some £90 million this year and £230 million in a full

year. Although the Prime Minister committed the Government to

/matching
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matching the figures announced by the previous Goverrment of about
£22 (single) and £35 (married couple) (see A and B below) these
figures did not necéssarily include shortfall, although

Mr Callaghan did commit his Government to making good shortfall.
The Government's policy is to price protect only, leaving
improvements in the real value of long-term benefits to be made
when resources are avalilable. It would therefore be inconsistent,
when all efforts are being made to reduce public expenditure, to
make good shortfall on an earnings foreeast which even in its
defective. form provided an increase in real terms of over 3 per
cent. The Chancellor is therefore recommended to resist the
Secrétary of State's proposal which would add £90 million to public
expenditure this year.

Christmas bonus

4, The proposal is to pay a £10 bonus this year and take powers
to pay a bonus, at levels to be determined by the Secretary of
State, but which over time maintains its value, in subsequent
years. The Christmas bonus contributes little to the planned
development of social security policy. Any political value rests
in the Government's retention of discretion to pay a bonus or not
in any particular year - as well as determining the level of
payment. If the bonus is to become a permanent feature,
consideration will have to be given to making it taxable (Inland
Revenue have acquiesced so far in not taxing the payment primarily
because of the timing problems for taxing). The Manifesto
included a commitment to continuing the bonus but the Chancellor
has taken the view that there is no commitment to paying a bonus
each year. Accordingly, he may wish to accept the proposal to pay
£10 this year at a cost of £108 million but resist the proposal
that powers should be taken now to make payments in subsequent
years. If provision for payment is on the statute book it will be
almost impossible to refuse bonuses each year.

Child Benefit

5. (a) Long-term objectives. To improve work.incentives,

simplify the social security system and save about 250 staff,
Mr Jenkin suggests that the Government should adopt as an
objective raising child benefit to subsume the child dependency

L
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addition paid with unemployment and sickness benefits. The present
lead: of child dependency additions over child benefit 'is 85p.

The disincentive effects for those with large families and low
earnings are therefore relatively small. An alternative method of
tackling this problem would be to tax short-term benefits and no
decisions on the timing of this prospect have been taken. The
child benefit solution would be costly, involving oveg %??O million
in a full year and would provide only disproportionat( galns 1in
work incentives for a limited number of those with low earnings
capabilities..  The Chancellor is therefore recommended to avoid any
commitment and to suggest that consideration of the future levels
of child benefit is deferred.

(b) Price Protecting Child Benefit. The Secretary of State
proposes that child benefit should be protected against rises in
prices. Since this benefit was increased to £4 last month, price
protection to November 1979 would provide only an increase of l
about 25p a week. This increase might be regarded as derisory
(even though it would cost about £60 million this year and £120
million in a full year). We recommend that, although the
Chancellor should accept that price protection seems sensible in
the longer term for a benefit which is the main contribution
towards the cost of raising children, a 25p increase in November
(following an increase of £1 in April) would seem both niggardly
and unnecessary. Given the pressures on public expenditure and
the borrowing requirement, a more generous increase would not be
practicable. Given the role child benefit now plays, we recommend
the Chancellor:to accept price protection from 1980, since there
are no real grounds for the Secretary of State's fallback propoczal
of an increase in April 1980 now that child tax allowances have
been generally withdrawn. There is no objection to announcing
price protection of child benefit from November 1980, but since
any increases will be deferred for 16 months it might be wise to

delay the anncuncement for the time being.

(¢c) The treatment of expenditure on child benefit. The
Secretary of State intends to raise the questionof Phether child
benefit should be regarded as public expenditure or treated as

tax forgone or a form of tax credit. In this connection,

/Mr Jenkin
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Mr Jenkin may refer to the Chancellor's support for an Early Day
Motion in July 1977 (Annex C) and the references made to child
benefit in a speech made on 24 March (Annex D). However, child
benefit represents a cash transfer from the public to the private
sector, it is voted by Parliament as public expenditure and so
treated in the national accounts. Alternative treatment would
create major problems and in any event the cost of child benefit
has to be taken into account for the PSBR calculations. This
question need not be decided before decisions are taken on the
1979 uprating package and the Chancellor may therefore wish to
suggest that the Secretary of State should pursue this question
separately. For the purpose of the immediate discussions, however,
the present public expenditure treatment of child benefit will
have to be applied.

Mobility Allowance

6. The Secretary of State has proposed an uprating of tuis
allowance by £2 to £12 in November 1979. There is no statutory
obligation to uprate the allowance, but the Social Security Act
1979 requires the Secretary of State to review it each year. The
previous Government had indicated that they would price pratect the
benefit with effect from November this year. It is probable that

a rate of £11.50 or lesswihl be justified rather than the figure of
£12 proposed by Mr Jenkin. Even this increase E1%2. would cost
about £2 million this year and £6 million in a full year. The
Chancellor is recommended to resist the proposal and to accept that
mobility allowance should be price protected by the appropriate

amount - when forecasts are avallable.

7 The Secretary of State has also raised a number of pointé
relating to mobility allowance, including the effects of VAT on
Motability, the organisation which leases cars to the disabled.
Mr Jenkin suggests that mobility allowance ought to be linked to
changes in leasing charges by Motability and haé raised the
question of the impact of the abolition of VED as well as the
possibility of exempting the allowance from tax. These issues do
not have to be settled at this stage and we suggest that the
Chancellor should propose that they should be considered further

by officials - including Customs and Excise and Inland Revenue -

/with
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with a view to further reference to DHSS and Treasury Ministers in
due course. The only immediate decision required is the level of
mobility allowance and on this it should be possible to reach

agreement on straightforward price protection.

Conclusions

8. The Secretary of State has raised a number of issues but

immediate decisiens are required only on:-

(a) the basis of the November 1979 uprating, including
whether or not some provision should be made for the
November 1978 shortfall;

(b) Christmas bonus and the possibility of legislatioh

covering payments in future years;

(c) the treatment of child benefit, including the timing

of the next increase;

(d) the level of mobility allowance from November 1979.

9. There 1s no need for immediate decisions on the question of
the treatment of child benefit for public expenditure purposes or
on the more general questions raised on mobility allowance. It is
unlikely that the Secretary of State will wish to raise now the
possibility of either medium-term or long-term studies on the role
of social security,but if this point is mentioned the Chancellor
will no doubt wish to indicate that he would be glad to have the
Secretary of State's views on how this question should be handled.

But for the immediate issues, we recommend that:-

(i) the Chancellor should agree to uprating next November
on the basis of price forecasts only, and if necessary

this should be covered by early legislation;
(ii) reject the proposal to make good shortfall;

(1ii) . aceept price protection for child benefit but with
effect from November 1980 at the earliest;
(iv) accept price protection for mobility allowance, thus

providing a rate lower than £12 this November.

Il
Syt C[UL

A M WHITE
(“P'r:‘T;U.‘"'nT.aT ) ) ']6 -May ’1979
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rmarricd manual worker i1s 50 per cent.—

“ \What aboul the peasioners?  During
the Conservatives’ term of oflice pen-
sioners’  living  standards  fell  behind
those of tic population who were work-
ing. By contrast, this Government have
stcadily improved ihe real position of the
pensiviier year by year, by increasing the
pension by whichever has been the higher
of the lorecast carnings or the forecast
prices.  That is now a statutory respon-
sibility. It has improved the standard of
lifc of the pensioner aflter he or she
retires, by comparison with the wage
carier. .

Let me give the figures. When the
Conscrvative party lelt office the pen-
sioners’ proportion of the nel caminus of
a married male manual worker was 40
per ceint. Today the pensioners’ proportion
of the same net carnings of the male

16 N 43

an increase in real standards. We shall
fulfil our statutory obligations again this

r‘\Lcur. —
This is the scason of estimates and
revenue.  Yesterday we debated expend-
iture on the Armed Forees for the coming
year. ‘Today I should like to inform the
House of the estimate of the Chancellor
of the Exchequer for old-age pensions for
the coming year.  First, he has provided
for a correction to the underestimate in
the forccast made this time a year ago—
a question that has been raised on a
numbcer of occasions by hon. Mcmbers on
both sides, but mainly from Government
supporters, I grant.  Let us associate the
Conservatives with this. Do not let them
escape their share of the responsibiiity.
Earnings last year rose faster than the
forecast on which the Chancellor based
his uprating at that time. He has tuken
account of this in the new increase that
will operate for the next pension ycar
from November. For a marired couple,
therefore, he has provided for an increase
in the pension next November ol about
£4 a week to around £35, and for a single
erson of about £2:50 per week. to about
£22. That is provided in_the Eo(igles.
That will be onc more important siep Lo
rcduce the gaps that still cexist in our

socicty-—to remedy the injustices, to crase
the class divisions and racial bigotry. to
attack poverty and the lack of oppor-
tunity that still face many of our citizens.
The difference between the Opposition
and the Government is that we know that
these problems will not be solved by a
rcturn to those policics ol 1970 or by
soup-kitchen social services. They will be
overcome only il we haruess the cnergy
and the idcals of our pcople to build a
fuirer and morce just soctety.

Let need, not greed, be our motto. Our
purpose as a Governmicnt and as a party
1s to present a bold. Socialist challenge
to all these problems us we face (hese
tasks. 1 ask for the confidence of e
House and of the country so that we may
continuc with our work. [luterruption.]

N, Speaker ¢ Order. 1 think that hon,

Mcembers have conveyed their message.

ko Jelm Stokes  (Hulesowen  and
Stourbridge): On a point of order, Mr.
Speaker. I have just received a message
that—{/nterruption.]

tesvacseraseerratensnand by
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of Rochester and Chatham, Plymouth,
Devonport and Portsmouth, North?

The Prime Minister : [ fully rcalise that
clectoral matters arc at the top of the
hon. Gentleman’s mind, but we  have
made clear our position and policy on
these issues and we intend to slick to
them. We rely on the good sense of the
country in thesc matters. If cither side
were to engage in a Dutch auction in giv-
ing cxcessive and unjustiliable wage in-
creases to those who demand them, the
futurc of this country would be very
bleak. If we had been willing to do that,
we would not, perhaps, be having some
of the industrial troubles through which
we arc passing. i

Mr. Asiiton : Will my right hon. Fricnd
find time today to consider the Opposi-
tion’s attitude to the Civil Service strike?
Is he aware that the Leader of the
Opposition has not been calling civil ser-
vants thugs or bully boys or saying that
they are holding the country to ransom?
Could that be because she thinks that
most civil servants vote Tory or live in
marginal constitucncies? Does my right
hon. Friend agree that if the right hon.
Lady gets to be Prime Minister she will
bring in such huge public expeaditure
cuts that most of them will not have a job
anyway?

The Prime Minister: [ regret very
nmuch the industrial  disruption taking
place in the Civil Service. 1 understand
that an offer was made which was un-
acceptable because 1t is much below the
assessment that ithe unions place on the
result of the cxercise in comparability.
The Cabinet considered the matter this
morning and we are rcady to make a
further offer to the Civil Scrvice unions
which will be more in accordance with
what we think is appropriate, although I
think that it will be ftar less than the
unions are demanding. Of course, if
Conscrvative Members would  like the
strike  to  continue—and perhaps  they
would—no doubt they will say so.

Mus, Thatcher ¢ Ay the Prime Minister
nentioned his dislike of Dutch auctions
in conncction with what may occur dur-
ing the next three or four weeks, may
I make quite clear that we shall honeur
the  pension commitinents  that  he
announced  yesterday?

Q17
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The Prime Minister : 1 am gratelul for
the right hon. Lady’s support. It will
make the passage of our Finance Bill
after the clection that much casicr.

Mr. Heffer: As the right hon. Lady
has said that she will honour pledges,
will my right hon. Fricnd sparc a mo-
ment o think about the statement of
the right hon. Mcember for Leeds. North-
East (Sir K. Joscph) that Mcrscyside has
no special problems, cven though the
Government made it a special develop-
ment arca?  May we thercfore assume
that the status of Merseyside as a special
developmient area. with grants and assist-
ance lor industry, will be withdrawn if
the Conservative Party wins the next
clection—which it will not anyway?

The Prime Minister : My hon. Friend
need not worry unduly. I do not think
that the Conscrvative Party will be in a
position after the clection to help or to
hinder in this matter. 1 am grateful to
my hon. Friend for drawing to my atten-
tion the fact that one c¢f our newest
hon. Members, the hon. Member for
Knutsford (Mr. Bruce-Gardyne), in an
interesting article 1 The Duily Telegraph
todav has told us that if, by chance,
the Conservative Patry were returned to
power. it should get rid of regional
development  grants, aid to industry,
index-linking for old-age pensions and a
great many other measures.  The right
hon. Lady the Leader of the Opposition
has gained an important recruit to her
cause and one with whom, no doubt,
she finds hersell in great sympathy.

My, Dykes: Is it true that along with
his many other meetings today, the Prime
Minister is to have a mecting with his
colleagues to admonish them for singing
“The Red Flag™ last night, since that
ultimately reminds us all of what the
Labour Party is really about?

The Prime Miaister ¢ The hon, Mcm-
ber for Shrewsbury (Sir J. Langford-
Holt) will remember that when [ first
came into the House in 1945, that anthem
rang round the rafters of the House.
Somchow the building still stands firm
and secure.

Mr. Meilish: My right hon. Friend
will probably be discussing some time
today the allocation of television time
during the forthcoming  cicction  cam-
paign.  May 1 plead with him not to be
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CARRNEX C

(No.126  Notices of Questions and Motions: 12th July 1977 0183

420 CHILD BENEFIT INCREASE

Mrs Helene Havman
Mrs Barbara Castle

Mr George Cunningham
Miss Jo Richardson

Mr Andrew Bennett

Mr Phillip Whitchead

* 78
Mr Dennis Canavan Miss Joan Lestor Mr Eddie Lovden
Mr John Wakeham Mr Greville Janner Mr Hugh Jenkins
Mr Kevin McNamara Mr Sydrey Bidwell Mr John Ellis
Mr Jack Ashley Mr Mike Thomas Mr Max Madden
Mr Raphael Tuck Mr Ron Thomas

That this House rcgrets the announcement that there will be no increase in child benefit
in November, notes the increasing burden of infiation on families with.children. and
calls on Her Majesty’s Government to ensure a substantial increase in the level of child
benefits next April over and above that which wiil be achieved through the pext stage
of the phasing out of child tax allowances.

As Amendments to Mrs Helene Hayman's proposed Motion (Child Berefit Increase) :

Sir Geoffrey Howe =
Mr Patrick Jenkin

Mr David Howell

Mrs Lynda Chalker

Mr Robert Boscawen

Mr Anthony Newton

Line 1, leave out from ‘House ' to ‘notes ™ in line 2.

Sir Geoffrey Howe

Mr Patrick Jenkin

Nr David Howell

Mrs Lvnda Chalker

Mr Robert Boscawen

Mr Anthony Newton . =

* 6
Line 2. leave out from *children” 1o end and add ‘at all income levels, condemns
the continuing child benefit fiasco which ensures that an increase in child benefit could
be made neither in the Budeet because child benetit is regarded as a social security
benefit, nor in next November's social security uprating because child tax allowances can
only be changed in a Budget; and calls on Her Majesty’s Government to ensure that
increases in child benefit are treated in the same way as tax cuis, <o that the switch from
child tax allowances to child bernefit can be completed in April 1978 instead of 1979, and
that there can be an improvement in the real value of child benefit as part of an overall
reduction in the burden of direct taxation and a shift to indirect taxation.’.

% The figure following this symbol gives the total number of names of Members appcnded, including those
names added in this cdition of the Notices of Questions and Motions.
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(ﬁ“ur tax and social sceurity system has
“awry. -

cone very badly

Of course, there are some ¢ases

¢s -~ Loo many - of {raud
and abusc. And we shall authorise far morc vigorous and '
ceffective action to see that these are rooted out.

Bul in wmany more cases idleness and ucroun JDL are the
result of

PR

the system itselfl.

PEOM)

Iar too many people are now better-olf on social sccurity
C”khan’whcn they are at work.
viork has almost

p

For many umorce the incentive (o
disappeared

Yncome tax now starts at such low levels of income that
many poor people are now being
benefits. Since Labour

AU

tazed Lo pay for {heir own
came to office, more than 2 million

10h~pd‘d workers nhave been drawn into the lhzome-tax net
rfor the first time.

This has grotesque consequences. For as a man's income ‘
riSes, he not only starts payinsg tax, he losces means-tested
Lenefits as well. He very often finﬁu himseli paylng an .

effective mzrginal "tax rate" of scvenly, cighiy or cven -
over one hundred par cent,
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Talce the case of a marricd man, carning £20 a wecek gross,
who has hig gross pay increascd by £25 a week, to gel £55

a week. The net benefit to him, after taking account of tax,
national insurancce and loss of means—tésgcd beneflits, 1s
only £2 a vicek. 1f his gross pay is incrcascd irom £30 to
£(5 a weck - he is only £10 « week better off.

If a man can be almost as well-off, digging his allotment
In the morning and watlching 9V in the aftcrnoon, as he ca
by facing long Journeys to and from a dull or heavy Jjob,
who can bi ne him 1 he stays at homc?‘

There 1s a simple principle that will guide us out of this

-mess. We shall reform the uystcm. Very simply, we must make

it pay to work.
las the Tax Credit scheme any part to play in this?
I want to take this opportunity of bring ing you up to date

“with our thinking about that. +

No-one should be under any doubt about my cown pos ition.
I mwade wmy maiden speeceh, in 1964, in support of the tax

4.

credit princigle - although it was then kncwn as Negzative
Income Tax: Reccive As You Need, alongsids Pay As You Earn.
So I was a wearm supporter of Tony Barber's 1972 Green Paper.
In the General Election of October 1974, as the Party's
Spokesman on Social Services, I flrmlj renewed our commltment
Tne Right Approach”, in 1976, '

to the schoeme. And when "

restated our commitment, I supported the

(‘.\




W Fompomei ] aiiotats = o

N
At

o

-mess. v

"with our thinking about that. -
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Talke the case of a marricd man, carning £20 a wecek gross,
vho has his gross pay incrcascd by £25 a veek, to get £55

a week. The net benefit to him, after taking account of tax,
national insurance and loss of means-tés%cd benefilts, 1s
only £2 a vcek. If his gross pay is increcascd i'rom £50 to

£(5 a weck - he 1s only £10 o week better off.

Lf a man can be alwost as well-ofl, dlgging his allotment
In the morning and watching 9V in the aftcrnoon, as he can
by facing long Jjourneys to and from a dull or heavy Jjob,
who can blame him 1f he stays at home?

There 1s a simple principle that will guide us out of this
lc shall reform the system. Very simply, we must make

it pay to work. ' e

Has the Tax Credit scheme any part to play in this?

I want fo take this opportunity of bringing you up to date

No-one should be under any doubt atout my cwn position.
I wade my maiden speech, in 1964, in suppert of {he tax

4.

credit princigle - although it was ther

+
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Income Tax: Reccive As You Need, alongsida Pay As You Earn.
So I was & wearm supporter of Tony Barber's 1972 Greecn Paper.
In the General Election of October 1974, as the Party's ‘
Spolesman on Soclal Services, I firmly renewed our commitment

to the scheme. And when "The Right Approach", in 19706,

y oyt Y ¥ s b - A “w v s v b0 2Y e Yy il - “
reslated our commaitment, I supported that as well.
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thaot 1o right, we shall press ahicad with those changes as

Ve now Lelioeve chat wie have fonad a way of achicwving thal
result, which dos nol depend cillicr on a new compmxcr
systoen or on massive incereases in the Civil Service. 1€

soon as possible. T cannot stress oo uirongly that the
Labour Government agrees with that objective. Only practical

difficultics have held them back so far.
( .
1 . Y

If we can achicve that, then we shall have achieved virtually

o~

everything thzt could have been achicved by the orlginal tax
ceredit scheme, so far as it aficctcd the working population

and thelr families. i . . .

Quite apart from tax credits, of course, we v“nt Lo achicve
complete computerisation of the main pérsonal tax system as
quickly as possiblc. This is essential 1f we are to cut back
the soaring cost of tax administration. The Staff of the
Inland Revenuce has grown from 53,000 in 1951 to 85,000 today:
that is four times as many tax collectors per head as in ¢he

compulerised Internal Revenue Service of the United States.

. ! -

- . . % s . -
uncce computerisation is complete 1t would, of course, be
possible to provide for all those at work, 1L we. wilshed,
a simpler non-cumulative system, which would enable all

income (including short-term benefits) to be brought’

within the tzax net. And thal computericed system would still
be capable, if we wished, of adaptation Yo a negative income

1
tax, or tax crecdit, system. But, foir the reasons that I
explained, fthere would be little pcint in meking that change.
There is, ore, no substance in the argument (which I~
do sometimes hear) that we have dreamad up Ycompuber delays"
as an excuse for backing awey from tax credits.
Butl those delays, I fear, are very rcal. Yor the Labcur
Govermnent do}ibcratcly held up the Inland Revenuce's
coapatler progremme, so that it is only within the-last year

or {wo Lhat the matter hes come to life agaln. And, cccording

Lo & rccc qL Imland Revenue Repért, there is now no prospoct
¥ ¥ dasw . L] b o BN 3 - * < .)
G4 Y »oovsbem heing established boefore 1 ‘J‘),ﬁa).
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We shoell not, ol courze, accept that statement without
question. We shall wart Lo move faster if we can. We shall
7

Lalte Urpent and indepoendent advice from experts aboul the

DO)QJDL]itY of qpcﬂdijq up the programme.

put it would be foolisnh for anyone, out of office and without
secess torthe facts, to make any pledge to move Laster than
is ot present planned. As I have explained, howcver, delay is

not 1ikely %to make any differcnce to the speed at which we

—

can achicve our original tax credit objectives for the mays

of the working population. ‘ _ :

Therb remains the quostioq of pecnsiloner credits. For one

o

el

cheme was to

C’!

oLh n meortant ObJCCtJVC of the tax credift
rcduce the number of pensioners who werc dependent on

supplcementary bencefit. This is certainly a real problem.

I'or at any onc time about half of those claliming supplcementary

N

benefit arce retirement pensioners.

Uc have not discarded our secarch for a way of applyling
the tax credit principle to them. Cur chances of doling
that do not depend on an Inland Revenue ccnputer, but on

3 \

compu'“r) alrcady in existence with the Department of Health

»

and Social Securi {y at Nzwcastle.

a
mainly concerned with the difference in zension ages
L

between men and women. But Lhese should no

Far bigger problems do arise, however, cver the likely cost
of peis ioner credits in today's circumstances. For Britai
s relatively less prospercus and much pere heavily taxed
than at the Time when we drew up our orlginal plans, now
seven years ano. And the relative velue of benafits and tax
allowances has changed, and will change, a great deal since

L O S .
that Lime.
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TLC arithuetic must, therefore, be re-czawined. For it
certainly would'not be wise, in the ccqnomic_circu@stanccs
that arce-Llikely to confront {he next Conservallive Govevoawent,
to give avy finul or open-cnded pledge on this front. ALL I
can responsibly say at this stage is that we shall certalnly
wish, as sogn as cconomic conditions allow, to cxamine the
scope for making fucrther progress, so far Es pensioners arc

concerncd, towards our origlnal. tax credit obJucetives.

[nd it is after all the objectives that are ilmportant. We

-want to care as. well as vie can sensibly afford for all c¢”

our fellow citizens who are in genuine need and who cannot

“care for themselves. But we must also ensure that, in trying
fo do that, we do not stifle the nation's capacity fo crecate
the wecalth on which thg depend as much as everyvody-else.

Those were the principles on which fain l[Maclecod and Tony
Barber bullt the. original tex credit scheme. Lnad they are.
the principles by which we shall continue to bhe guided.
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SOCIAL SECURITY UPRATING 1979

I would welcome an early discussion with you about the uprating proposals,
vhich I assume you will wish to cover in your Budget Statement.

Benefit Rates

The new rztes must. by law, take effect from 12 November. As the law
stands, pensions ard other long-term benefits have to be increased in line
with the better of earnings or prices; short-term benefits, such as sick-
ness and unemployment benefit, in line with prices. The forecasts used
for the November 1978 uprating were 1.9 per cent (earnings) and 1 ver cent
(prices) short of the actual movements in earnings and prices; and the
previous Government announced on 28 March that, although there is no
statutory obligation to meake good this shortfall, they intended in the
uprating to take account of the shortfall. They quoted as illustrative
pension rates "about'" £22 for a single person and "about" £35 for a
married couple. The Frime Minister, specking the following day, said
that ghe wished 1o '"make it cuite clear that we shall honour the pens
commitments that he (the then Prime Minister) announced yesterday".
advised that this was widely taken to include maeking up the shortfall.

ons

1
I am

On the other hand, we are not committed to increases in line with earnings
(if higher than prices) »lus making good the shortfall - which may have

‘been what a new Labour Government would have done. I accept therefore

that if the forecasts put earnings markedly ahcad we shall have to consider
legislating immediately to remove the requireient to uprate in line with
earnings. But if we make up the shortfall this will help to make ouxr
uprating policy more acceptable and will reduce the pressures in succeed-
ing years to allow a costly safety margin at each uprating in case the
forecasts should prove wrong again. )
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Christmas Bonus

We have promised to continue the Christmas Bonus. So far, the bonus

has been £10 on each occcasion., It would need to be about £25 to match
the value of the first bonus, which was in 1972; but I am not asking
that the bonus should exceed £10 this year. I propose that we should
provide for this in the Bill.and also that we should take power to pay

a bonus under subordinate legislation in subsequent years. It would be
helpful to be able to budget in our public expenditure prograrmme for
periodic increases which, over time, would maintain the £10 in real

terms ~ while avoiding insignificant increases in particular years.

The Bill might provide for the Secretary of State to consider in each
year vhether the bonus should be increased, having regard to the national
economic situation as a whole, the general standard of living, and such
other matters as he thought relevant (the 1975 Child Benefit Act formula).
I would not propose to take power to extend the scope of the bonus.

Child Benefit

To improve work incentives, simplify the social security system, and

save staff (about 250), we must aim, as soon as we can, to increase child
benefit sufficiently +to subsume the child dependency increase paid with
unemployment and sickness benefit. And we must in any case ensure that

in any package of tax cuts we do not ignore working families with
children, who can only be helped through child benefit. I should there-
fore like to see an increase in child benefit this November which at

least restores its real value, and to do the same for the premium for
ons-parent families. This wonld mean inereasing child benefit to around
£4.25 and the premium to around £2.25. I recognise, however, that you
might prefer to delay the increase till next April and then go teyond
price protection so as to make a start on subsuming the National Insurance
dependency increases. 1 would very much hope that any such increase could
be announced in your forthcoming Budget statement.

Mobility Allowance

Mobility allowance was increased to £10 in July 1978, and has not been
increased since. I would find it herd to Jjustify a rate of less than £12
in November 1979; tThis would be consistent with our gereral policy on
disablement. Although, so fer only a minority of mobility allowance
beneficiaries make use of the Motability Scheme to obtain cars, their
number is significant and growing, and we want it to grow further. The
cost of a minimum Motebility deal is something we shall have to keep in
mind in future - not least if we are to continue to avoid a very expensive
direct invelvement in hardware.

No doubt you will also have in mind some longer~term mobility issues.
These include the effects of VAT on the Motability scheme - on which we
shall face even greater pressure if VAT is increased. Also if petrol is
in future to carry the revenue costs currently borne by Vehicle Excise
Duty, we have to take this into account. Last year we successfully
amended the Social Security Act 1975 so as to require the Secretary of
State, when determining the rate of mobility allowance, to take into
account "any chnange in taxation whnich directly arifects the costs of
motoring for a person in receipt of mobility allowance™. Finally, and

2
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simply as a marker for the future, taxation of mobility allowance sits
uncasily with gencral taxation conventions (attendance allowance is not
taxed). '

Leaving aside the uprating of child benefit (and the child benefit
(increase) paid to one-parent families), which, as we agreed in
Opposition, merits special treatment under the public expenditure con-
ventions, there are two major items which would amount to a claim on the
contingency reserve. These are making good the shortfall (£9O million

in 1979/80 and £220 million in 1980/81), and the cost of a £10 Christmas
Bonus (£105 million plus £3 million additional administrative costs) -
all costs are given in 1979 survey prices. Putting mobility allowance

up to £12 instead of simply price-protecting it would run to only about
£2 million in 1979/80 and £6 million in 1980/81. I realise there will be
other calls on the contingency reserve. 3But I do not think the ones I am
suggesting for social security could be regarded in any way as excessive.

I suggest that we meet to discuss these matters as soon as possible (I

gather that our offices have already been in touch). I am copying this
letter to John Biffen and to Sir John Hunt.

! CONFIDENTIAL
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PRINCIPAL PRIVATE SECRETARY cc PS/Chief Secretary
PS/Financial Secretary
PS/Minister of State (C)
PS/Minister of State (L)
Sir Anthony Rawlinson
Mr Bailey
Mr Butler

e Mr Lovell
E ’ Mr Ridley X
i Miss Whalley
Mr A M White

&

MEETING WITH MR PATRICK JENKIN - THURSDAY 17 MAY 4 30 PM
SOCIAL SECURITY UPRATING

I am afraid a sentence was left off the end of paragraph 2(e) of my minute of

earlier today. This should have read :-
"... take place in November 1980. Decisions as to any real
terms increases should await the outcome of the Study of

Incentives etc referred to in paragraph 3(a) below'.

2. I should be grateful if you would carry this correction into my minute.

E P KEMP
16 May 1979
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Newr Vick,

You asked for a note tonight on the statutory

provisions relating to the uprating of social security :
“benefits. A note, approved by the Solicitor's Office, R S
is attached. ‘ gﬁ'
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I am sending a copy to Martin Hall (Treasury) and
Martin Vile (Cabinet Office).
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%!’ THE CURRENT STATUTORY PROVISIONS RELATING TO THE UP-RATING OF
SOCIAL SECURITY BENEFITS

National Insurance and Industrial Tnjury Benefits

1, Sections 124, 125 and 126 of the Social Security Act 1975, as
amended, provide that, in each tax vear, the Secretary of State
shall review the rates of the main national insurance and industrial
injuries benefits to determine whether they have retained their
value in relation to the general level of earnings or prices. If
they have not, he is required to lav a draft Order, subject to the
affirmative procedure, increasing those benefits "at least to such
extent as he thinks necessary to restore their value". Basic
pensions and other long-term benefits have to be increased in

line with the movement of earnings or prices, whichever is more
advantageous to beneficiaries. Graduated pensions, the earnings-
related additional components under the new pension scheme and
short-term benefits, such as sickness and unemployment benefit,
have to be increased in line with the movement of prices.

2. The new rates of benefit have to come into force not later
than 12 months after the date on which the current rates came
into force. This year, they must come into force not later than
week commencing 12 November. A copy of the relevant sections is
attached. '

he method of deternining the new rates of national insurance and

industriel injurv benefits

3. The Courts have held* that in order to restore the value of
benefits, it is necessary for the Secretary of State to make a
forecast of the likely percentage movements in earnings and
prices between the previous up-rating date and the date of the
intended up-rating - on this occasion, November 1978 and
November 1979 - and to increase the rates of benefits at least
by the appropriate percentage. The Courts made clear that the
Secretary of State is not in breach of his statutory duty if the

* (see Metzger v, DHSS [1977] 3 All E.R. 44L, Megarry V-C; [197¢]
3 A1l E.R. 753, CA) -




gia actual movements of earnings and prices turn out to be less than
the forecast movements (as occurred in 1978) and that, whilst he
has ﬁower to rectify any resulting shortfell in the restoration
of values, he is under no statutory duty to do so.

Supplementary Benefit and WVar Pensions

L, There are no statutory provisions relating to the increase of
these benesfits but, by convention, war pensions are increased in
line with industrial inJjury benefits and supplementary benefits
go up by the same cash amount as the corresponding national

insurance benefits. .

Child Benefit

5. There is no sfatutory requirement to up-rate child benefit
but the Secretary of State is required by the Child Benefit Act
to consider in each year beginning on 4 April whether the rates
should be increased, having regard to the national economic
situation as a whole, the general standard of living and other

such natters as he thinks relevant.

Mobility Allowance

6. There is no statutory requirement to increase mobility allow-
ance but the Secretary of State is obliged to consider in each tax
year whether the rate of mobility allowance should be increased
having regard to a variety of factors such as changes in taxetion
which directly affect motoring costs. Under the Social Security
Act 1979, he is obliged to lay before Parliament a formal state-
ment "as soon as is reasonably practicable" giving his conclusion
on the rate of mobility allowance and his reasons for that

conclusion,

Femily Income Sunplement

7. There is no statutory requirement to review or increase
Femily Income Supplement. 1In practice it has been up-rated at

the same time as other benefits,

I N
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O The present position

8. The review of the rates of NI and II benefits for 1978-79
was carried out in March 1979 by the then Secretary of State who,
having regard to the then known movement of earnings and prices -
since November 1978, found that the rates of benefits had not
retained their value. (This review had of course to be carried
out before the end of the 1978-79 tax year.) The necessary
determination of the increase of rates of benefit to be intro-
duced in November 1979 under the present statutory provisions,
and the laying of the Order, must now await the firm Treasury
estimates of tha movements of earnings and prices over the

12 months to Nnvnmkor 1972 which, if they are to take acccunt

divad Lad —-—— £

of the effect of the Budget proposals, will not be available
until shortly before the Chancellor's Budget statement in June.

) s2l to link pension increaces nrice
The proposal to link to prices

9. The present Government's propecsal to do away with the link
between earnings and the rates of pensions and other long-term
benefits will require main legislation. If the June forecasts
of the movements of earnings and prices reveal that prices are
likely to exceed earnings, no problems will arise since the
up-rating Order can be laid, increasing all benefits in line
with prices, without the need for main legislation (apart from
that needed for the proposed freez lpg of tno earnlngs rule llﬂlu

for the depenaert wives of. retirement- anawwnvalld ty Den510ﬂ°rs

to the sum lnt”oduced in November 1978). Amondlng ledlsT§t¢on

wiIl of course be nec ry for future up-ratings.

10. If however the movement of earnings over the 12 months to
November 1979 is likely to exceed that of prices, main legisla-
tion will te necded Wurgently) to amend the existing statutory
provisions so that the proposal to increase pensions and other
long-term benefits in line with prices can be carried.out.

* e Bt
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Up-rati:g of beacfits }

Power to increase rates of 124.—(1) The Sceretary of State may by order increase any of the sums specified
benetit. in—

(a) Schedule 4 o thus Act;

(h) Schedule 6 to thes Act, paragrinhs 3(1{a i) and () (caleyiation of earnings-

related suppicnicnt aid addition); and
(c) sections 2¢05(; nad 7)) of the Oid Cuses Act;
: 2, ienigy 0 2 b Aot Eanrainie ,
(d) sections 30015 .. .5, 433) .. .7 aad 606(4) .. .7 ol this Act (earnings rules).
: (2) No order shinil b¢ mnnde under s section uniess a draft of it has been laid
belore, and approved by a resolution oi, cach House of Cariiament,
(3) The Secrctavy of Siate shall tay wish ar, draft order under this section a copy of
a report by the Governrent Aciiary viv oy the jattes’s opinion on the dkeiy cliect on
the National insurance rund of the uiia ag of the order,
' Wands nekded By Socied Security 8 erlinneons Pooviion Aci 19T e S 1),
7Rrh:n',mrs omtitted by the Social Securdy (AUscenanenns Soovisens) Ad 1977 ¢ S8 S
108
’
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>[Su(-x1:lwm'n{,'\/o. 91 ‘ SOCIAL SECURITY ACT 1975 (c. 19

A25.—(1) The Sceretiny of Stete shaell in the tax year 1975-1976 and each
subscquent tax yeas

view the suins sneciicd in—

(a) ['Parts T, TV and V of Schadule 4 1o this Act ard paragraphs 1ta 3, 4 and 5 of
Part I!'l; and! -

(b)Y secuons 2(6}ic) and 7(2)M) of the DId Casen Adt;

2 . & - i B "
[F(c) sections 3001), 45(3) and 66(3) of this Act, excluding paragraphs (a) and (b)
of thuse provisions!

Jry

for the purpose of determining whether those sums have retained their value in

relation to the gererad level of carnings or pices obtainme in Great Britain.

(2) For the purposes of any such review rhe Secretary of State shall estimate the
general level of carnings and prices in such manver as he thinks fit and shall have
regard either to earnings or prices according to which he considers more advantageous
to benchiciaries, excont thut he shill huve recart oniv 1o prices os respects the woms
specthed -

(a) Part T of Schedule 4 to this Act paragraphs T and 4, and Part TV of that
Schedule, paragraphs e and 3 (encnployment and sickness beneht and
maternity aowanee): and

(b) Part V of that Schedole, paravraphs 1,00 T and 15(5) (injury benefit and
lower rate allowance wrrespect of deceased’s childien),

3 . “ .
[Tand shall have regard only to earnines as respects the sums spectiied in the provisions

meniioned in subscoton (e of this section ]

(3) If on any such review the Secrctary of State concludes that any of the sums in
question have not retained their vicee as mentioned above, be shall prepare and lay
before cach Houwe of Parliament the draft of an up-rating order increasing those sums
at feast to such extent as he thinks necessary to restore their value.

(4) 16 a draft order 1aid betfore Padlinment In pursuance of this section s approved
by resolution of each Hlouse, the Sceretorsy of Stare shad! noake the order inthe foim of
the drafe,

126.—(1) Tfon areview under section 1235 above the Sceretary of State determines
that he is not reguared o prepare end Ly the diaft of an ap-ratise order, he shail
instead lay Before cach Hoase of Parlicement a report exolaining his reasons tor
arriving at that dete:mination,

(2) The Secretary of Sture shall with any reoort under subsection (1) above lay a
copy ©f a report by the Govermmant Actuary pivonp the latrer's opinton on the likely
effect on the Nations: nsurance Fund of tne Sveretary of State’s deternnnuaton that
no order is required.

1 5 a
, Paragra;h sustituted by Socte! Seeunty Pensians Act 17 e A0) s 65 Sch 4 para S1L
" Pacdcapn added by Soaa! Seaurnty

Dncs ooy Branase s a1 T e Sy %y

T WOrds userted By the Socdr Secunty b ncsilancous Proviswoes, Act 1777 (0 vios ()

109

Part IV, s, 125-126
e

Ly

Sk, £
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Duty to increase rite of ©
certain benetits.,

Supplementary provisions
4s Lo up-rating



. CSOCTIAL SECHRITY ACT 1975 (e 1) i ’ qﬂ,u

Part IV, a5, 126-127

4

(3) Scction 123(3) above shall not reguire the Secretary of State to provide for an
Increase moany case 1 owhch 1t apnears 1o him that the amount ol the increase would

be inconsiders e,

(4) The Secretary of State may, in providing for an increase in pursuance of section

p 12503), adiust the amonnt o e increase so as to secare that the sums specified for
any narticutar heacelits contne to differ from cach other by the same amount, or so as

to round any sun: up or down to such extent us he thinks anoropriate having regard

(', the case of wsumspecific b a provision mentioned insecton 125(1)(a) or (h),] o

the nature and the rare or anonni of the benelit in guestion.

(5Y A drefcorder prepared under section 12303 shall be framed so as to bring the

increase of :

by stmeto wheeh e relates into foree not Later than the expiration of the
period of T2 months i7or, 1 the case of the st increase by order of a sum specified in

aprovision montioned tsection D250t ), the presenbed period] beginning with the
date on which the provision faang the corrent amount of that sum came nto foree; but
i stnce that dete tiere have “oen Snd before Parhiaie ot ander subsection (1) of this
SCCUON One Or More repoits, v one or atore dralt oiders not mereasiog that sum, that
1

period shadl be extenaed by o turther 12 montis for cach such report or draft order.

(6) Schedule 14 of this A has effect with respect o benelit under this Act or the
1

Old Cases Act, whiere rates of benelit are aitered - -

(a) by an Act suhsequent to this Act, or hy an up-rating order; or

(h) In conseguence of ony such Act or ovder altering any maximum rate of
beaehit,
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NOTE OF A MEETING ﬂELD BY THE CHANCELIOR OF THE EXCHEQUER AT II M TREASURY ON
THURSDAY 17 MAY.

Present:

Chancellor of the Exchequer
Chief Secrctary

Sir Anthony Rawlinson

Mr A M Bailey

Mr E P Kemp

Mr A M White

Secretary of State for the Social Services
Sir Alec Atkinson

Mr R E Radford

Mr P R Oglesby

Mr D C Ward

The Chancellor of the Exchequer said that the purpose of the meeting was to discuss
the decisions which had shortly to be taken in the Budget context on next November's
social security uprating. The Secretary of State for Sccial Services had written to
him on 15 May 1979 in this matter, and he suggested, and Mr Jenkin agreed, that the

meeting should consider the points made in that letter.

Timing of November 1979 uprating announcement

2. The main lines of the uprating would te included in the Budget Syeech, with

details being announcec vy the oSecretary of State at an appropriate point in the

Budget debate.

Uprating formula

3. The uprating formula, which for long lerm benefits required increases based
on forecasts of earnings or prices whichever was the greater, shculd be amended
immediately so as to become prices based only. In addition, so as to avoid the

o POy, T oA S P a0 - 3 ~eomfal I - N e A1l s
recurrent preblem of M"shortfall™ or Mlongfall'™, in principle the foravlas

7]
£

)?LOul

r;

be altered so as to becoms historic based rather than forecast based, and officials

1.
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were asked to consider and advise on the appropriate timing for such a change.
Legislation would be needed for both these alterations, but it was noted that
if for November 1979 prices forecasts were ahead or approximated to, earnings
forecasts, it was not required immediately, _Nevertheless, there was a feeling
that there might be advantage, even in such circumstances, of grasping this
nettle now; and it was agreed that if earnings looked like being materially

ahead of prices, then legislation should certainly be introduced.

Shortfall on the November 1978 uprating

k. It was agreed that whatever the Treasury forecast indicated it was at
least necessary to match the target rate of increases of about £2.50 and
about £4 which the former Prime Minister had announced, and to which the
Government had a clear commitment. The Chancellor felt, however, that there
was some ambiguity as to whether it was necessary to take account of the
shortfall on the November 1978 uprating in full on top of whatever the fore-
cast gave, even if forecast by itself gave £2.50 and £4. The Secretary of
State said that he felt that there was no ambiguity on this point, and,

- moreover, that it was widely taken that the Government was committed to so
doing; in addition, the change from earnings or prices to a prices only
forecast was going to be of itself extremely controversial, and he did not
think it would be right to add to the difficulties by ignoring shortfall.
After discussion the Chancellor agreed to this, noting however that it would
mean an additional charge of some £90 million against the Contingency Reserve
in this year, and continuing amounts of upwards of £200 million per year in
future years. In further discussion it was agreed that in order to reduce
the cost by about €10 million shortfall would be taken into account by
adding a margin to the Treasury forecast, rather than applying this forecast

to a "correctedq" November 1978 pension rate.

Christmas Bonus

5. It was agreed that a bonus of £10 for this Christmas should be included in
the uprating announcement. There was disagreement as to whether or not the
Govefnment had committed itself by its Manifesto to a permanent bonus, and
this matter would have to be resolved with colleagues. Such a commitment
would be costly, and its very regularity would reduce its political impact.

It was noted that if the bonus was recognised as regular, consideration would

have to be given to faxing it.

Le
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Cnild benefit

6. It was agreed that while the lone parent premium should be increased by 5Op
this November, there should be no increase in child benefit itself in November
1979. The Chancellor said that he hoped that it would be possible to hold the
present £4 rate until November 1980. The Secretary of State said that while he
would wish to put forward from time to time proposals to uprate the benefit he
had no wish to bind himself to any formal commitment to annual price protection.
He was concerned about the possible work incentive effects of the gap between
child benefit and child dependency additions, and urged the long term objective
subsuming these additions within child benefit =so as to remove the incentive
problem. It was agreed that the possible work incentives effect of changes

in child benefit and child dependency additions should be taken into account
when reviewing the question of a taxation of short term benefits and work

incentives (see below).

Presentation of expenditure on child benefit

7. The Chancellor said that in his view, given the way the presentation of
Government expenditure and tax expenditure had developed, it would be difficult
to treat child benefit as anything other than public expenditure. However he
would ask officials to consider this question, taking account of the wider
implications, when preparing advice on the question of gross versus net

presentation of the cost of the benefit in the Survey context.

Mobility allowance

8. Although it was unlikely that price protection would provide for the full
£12 that the Secretary of State proposed, the Chancellor accepted that in the
context of his overall Budget package there would be presentational advantagc
in going to such a figure in November. As to the other long term points which
the Secretary of State had raised, it was agreed that there was no need for
any immediate decisions, and in the first instance officials should explore

the problem and report back. -

Studies by officials

9. As well as the studv of incentives and taxation of short term benefits, and
of various points on mobility, both referred to above, the Chancellor suggested

that a longer term and wider-ranging study might be in order of the whole role

3.
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of the social security programme. He pointed out that it currently absorbed
about 25 per cent of public expenditure, and, even with the switch to prices
only uprating, had inherent growth tendencies. There was a quite simple

question as to whether we could afford this. The Secretary of State agreed
that such a study should be put in hand, and that officials should be asked

to consider how this might best be done.

Conclusion

10. In conclusion it was agreed that these matters would now have to be brought
to the attention of colleagues collectively. Even though there was a difference
of view only on one specific point (the Christmas bonus), the points at issue
were difficult and controversial, notably the proposed change to prices only

uprating, and it was right that colleagues should be collectively involved.

Circulation:

PS/Chancellor of the Exchequer
PS/Chief Secretary
PS/Financial Secretary
PS/Minister of State (C)
PS/Minister of State (L)
Sir Anthony Rawlinson
Mr Bailey

Mr Butler

Mr T.ovell

Mr Ridley

Miss Whalley

VPS/Secretafy of State for Social Services
o . CONFIDENTTAL
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