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SOCIAL SECURITY UPRATING

Following yesterday's discussion between the Chancellor and Mr Patrick Jenkin,
it is at present proposed that the Cabinet should consider the social security
on the basis of the paper by Mr Jenkin next Thursday. We have discussed a
draft of this paper with DHSS officials, and are satisfied that what will be
put to Mr Jenkin this evening is accurate as to figures and reflects the upshot

of yesterday's discussion.

2. We have been considering, however, whether, a Treasury Minister - perhaps
the Chief Secretary - should also put a paper on the table. There is a sub-
stantive point of disagreement (whether the Christmas bonus should be one-
off or permanent) which might justify a note anyway; going on from there
such a paper while not of course departing irom what was agreed yesterday,
could be useful in drawing to the attention of colleagues collectively the
costs of what 1is being proposed, and putting these in the context of the much
wider discussion about public expenditure. It would also emphasise the
ambiguity in the commitment to shortfall. Such a paper could also be used to
stress just how big the social security programme is, and how its growth
tendencies need study if the Government's longer term plans for cutting
public expenditure on a permanent basis are to be achieved. On the other
hand, it could be argued that a paver by a Treasury Minister is unnecessary,
in that these points (including opposition to a permanent Christmas bonus)
could be made orally, on the basis of briefing. And there is the éuestion

of whether such a paper might not be regarded by Mr Jenkin as seeming to

draw back from the various agreements which were reached yesterday evening.
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3. This is a matter for nice judgment. On the whole, I think that in present
circumstances a paper by a Treasury Minister on the lines indicated, to accompany
Mr Jenkin's paper in Cabinet, would be desirable and in the Treasury interest.
The draft of such a paper (which may need modification when we see the final
version of Mr Jenkin's) is below, which you may like to consider; the last
paragraph is optional (such a study will probably not be menticned by

Mr Jenkin) but nevertheless perhaps worthwhile.

E P KEMY
16 May 1979
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UPRATING
DRAFT CABINET MEMORANDUM FOR THE CHIEF SECRETARY

I have seen the Memorandum by the Secretary of State for Social Services
dated

2. As the Secretary of State indicates, I would prefer that we should not

now accept the Christmas bonus as a regular affair. I do not think we are

committed to anything beyond paying £10 this year. I think it would be
preferable from all points of view, including the political impact and cost
(a £10 bonus costs £108 million) to leave the matter open as it has been left
in the past, and to decide each year whether or not a bonus should be paid,

in the light of the resources available.

3. While I do not wish to oppose the Secretary of State's other proposals,
they have, of course, important implications for public expenditure and the
PSBR, both for 1979-80 and the future. We are currently considering these wider
matters, and therefore, I would like to emphasise certain aspects of the present

proposals.

L. On the question of shortfall, we must recognise that there is some ambiguity

in the commitment that was made. On the basis of the sort of prices forecasts

we are lixely to have, it seems vrobably that pension increases will anyway,
without the benefit of shorifall, exceed the £2.50 to which we most certainly
are committed; and shortfall would add around Z5p per week to whatever figure

is reached. Nevertheless 1 do not disagree that there is a widely held view
in public that we are committed to taking shortfall into account, nor that
taken with the proposal, which I strongly endorse, to shift to prices only
upratings for the future, there would be strong public hostility if we did
not do so. I must, however, point out to my colleagues that the total cost
of so doing is of the order of £80 million in 1979-80, chargeable against

the Contingency Reserve, and the continuing cost is upwards of about £200

million per annum. And the Secretary of State's minor proposals (in respect

of the one parent premium and mobility allowance) would together cost another

£5 million against the Reserve.

1s
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5. ©So far as legisiation goes, my view is that the early legislation required
anyway for the Christmas bonus (whether this be one-off or continuing) should
be used to make the change from prices or earnings upratings to prices only,
even 1f this 1s unnecessary next November because prices are anyway ahead of
earnings. The change we propose is going to be inevitably controvérsial, and
I think it would be desiratble to get it onto the Statute Book as soon as
possible after we have made and announced our decision, which will be in the

Budget . debate.

{_6. For the longer term, there are in my view a number of aspects of the
soclal security field which require studying. Perhaps the most important
one of these is the question of the programme's massive size (currently
about 25 per cent of public expenditure) and, even with a shift to prices
only uprating, inherert growth tendencies. Thie is not something which,
left alone, is going to help with our strategy of cutting public expenditure
long term. I propose, trerefore, that we should ask officials to consider
how a study into these factors might be organised, and report back to myself

and the Secretary of State._7
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SOCIAL SECURITY - THE "RATCHET" e
Many thanks for your minute of 21 May, on which we had a brief word.

2. Treasury Ministers have now signed up on the proposal to shift now to a
prices only uprating for long.term benefits. This was something which they

had in effect decided on in Opposition, and now wish to proceed with.

3. However I suspect that it 1is not the last word. We have independently
proposed to Treasury Ministers, who have agreed with DHSS Ministers, that
there should be a longer term look at the whole role of social secu.ity and,

amongst other things, what sort of uprating arrangements must be appropriate.

It may well be that prices only is not the right long term solution. Indeed

““therefore, and even likely, thal prices only is not the longer term solution;

at a meeting the other day, the Chancellor asked why 1t was necessary to have

any statutory formula at all; mignht it not be possible to go back to the

early 1970's and earlier when pensions were simply uprated as and when the
Government of the day thought necessary and/or appropriate in the light of

the resources available. Politically, however, 1 do rnot see how they could A
now fail to stop off, so to speak, at a prices oniy stage; 1f only so as to

be able to say, in the context of indirect tax increasec, that pensioners

remain protected as to their standard of living.

4, However as you pointed out, this begs two questions at least. First, 1is
the starting point right? Price prolection for all time from now implies that
the level we are at the moment has some Rind of absolute value, whether in
terms of the weekly pension or in terms of the total going to pensioners all
told, which méy not be unchallenggable. Second, it begs the guestion as to

whether pensioners'standards of living should be preserved, if as a question

of fact the rest of the country were doing less well (if the rest of the

country does better this does not matter so much, since Ministers can always

give an uprating above the minimum required by prices). 1L 1s very possible,




but it is the alternative Ministers have chosen to go for in the immediate

future.

5. I hope very much that we can associate you with the longer term work,

which we shall have to carry out in conjunction with DHSS.

©

E P KEMP
21 May 1979
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UPRATING FOR SOCIAL SECURITY BENEFITS - C(79)9

This Memorandum by the Secretary of State for Social Services makes proposals

in respect of matters which need urgent decision both for administrative reasons
in connection with next November's social security uprating, and in connection
with the Budget. The proposals which are made follow your meeting with Mr Jenkin
last Thursday, for which I briefed with my minute of 16 May; and contain no
surprises. Paragraph 11 of the paper sets out these proposals in a convenient

form, and this brief deals with each of them seriatim.

Uprating formulz

2. Mr Jenkin proposes that the uprating commitment for long term benefits
should be altered co as to be based on price movements only, rather than the

1

better of earnings and prices, and that inmediate legislation to give effect

to this should ke taren 11 neces

m

4. You have with Mr Jenkin to support & in this. The existing formula
wiiich gives the betier of earnings anc prices i1nevitably means that benefits go
up over time faster than either, and has fuelled the growth of this huge

programme so that 1t now takes arcund 25 per cent of total public expenditure.
Moving to prices only would help curb back this growth. It is not, héwever,
necessarily the right long term solution, and you agreed with Mr Jenkin that
officials shoulc consider in slower time what longer term changes, if any,
might be made. Meanwhile, a commitment to uprate on prices only as a minimum

(to which of course Ministers could add if they so wished) will at least

preserve pensioners standard of living.

4
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k. There may be discussion as to whether at the same time a change should

be made from the prospective basis ol uprating to an historic basis. Longer

term such a change wouldbe desirable, so as to avoid the '"shortfall' problem.
But immediately we would recommend against it, because a change now to an
historic basis would mean that your indirect tax increases proposed in the
Budget would not be reflected in next November's uprating, which would seem
difficult to defend. It is possible that any immediate legisiation can

be left open on this point.

Shortfall

5. Mr Jenkin proposes that last year's shortfall should be taken into

account in next November's uprating.

6. You agreed not tc orpose Mr Jenkin on this point, notwithstanding the

fact that there is some ambiguity in the commitment which the Prime Minister
made, and also the costs (around £80 million against the Contingency Reserve

this year, ana upwards of éEOO}million per annum subsequently).

7. You may like to note that in spite of our very clear recollection of
what was agreed between yourself and Mr Jenkin, there 1s still some disagree-

ment between us as to the formula on which the shortfall should be taken into

account - hence the figure of "£80-£9C'" million quoted as cost; the higher
end results from the DHSS preferred method. There 1s no need for this to be

raised in f

whlicn Costs

Cnristmas Bonus

&. Mr Jenkin proposed that a Chrisimas bonus of £10 should be paid this year.

9. You agreed to support Mr Jenkin in this (it is the minimum to fulfil the

Manifesto commitment), though there is disagreement over whether Christmas

bonus should now be seen as permanent or otherwise - see below.

Child benefit and one parent premium

10. Mr Jenkin proposes that one parent premium should go up to £2.50 in
November, but (although his paper is slightly unclear on this) there
should be no increase in the year 1979-80 in child benefit proper.
2.
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11. You agreed to support Mr Jenkin on both these pecints. So far as a future

increase in cnild benefit goes, there is no need for a decision to be taken on
this now, but we would recommend you to go for November 1980, rather than April.
Equally there is no need to take a decision now as to whether or not child benefit

should be recocgnised as formally pricé protected, or increased on some other basise.:

Mobility allowance

12. Mr Jenkin proposes that mobility allowance should be increased to £12 in

November.

13. You agreed to suprort Mr Jenkin on this, albeit it gives a slightly greater

increase than straight price protection would probably do.

Costs and the Contingency Reserve

14. Mr Jenkin proposes that provision is made for the total additional costs,

including administration costs, to be borne by the Contingency Reserve.

15. This follows inevitably. The total cost for 1979-80, as quoted in Mr Jenkin's

paper are £194.1 million, and for later years around £214 million (or £318 million
if the Christmas bonus is to be continued). The charge for 1979-8C will be taken
into account in the submission to be made on the possibilities for cutting the
Contingency Reserve (in respect of which proposils have not yet, in detail, been

put to Cabinet, since they must be made in the light oi these decisions).

Legislation

16. Mr Jenkin invites his colleagues to consider whether even if legislation
is not immediately necessary to change the uprating formula from the better of
earnings or prices to prices only, it would nevertheless not be better to take

action now, rather than leave it over.

17. It is really a matter for political judgment. On the one hand there has
to be social security legislation anyway in respect of the Christmas bonus,
and arguably 1t might be better to grasp the nettle and make the change to
earnings only statutory at the earliest possible date even if (or perhaps
especially if) it does not affec%?ﬁovember 1979 uprating. On the other hand
deferring legislation might enable other aspects of the formula to be covered
(eg historic versus prospective forecasts) and would give é clear run,-so to
3.
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speak, to the Christmas Bonus Bill which is certainly needed. On balance I
would recommend the Chancellor to argue in favour of making the change statutory
now, regardless of whetner or not it was needed, and so getting it out of the

limelight at an early stage in this Parliament's life.

18. You may like to know that although the forecasts are not rinalised and
cannot yet be finalisea, ii looxs as though prices forecasts will be ahead of
earnings forecasts, so this guestion is a real one. It also, I understand,
looks as though the prices forecasts will be in excess, and indeed substantially
y . =1 g ~ % s e hsrsy e \ . o, P 2 i

in excess, of the 12» per cent or tnereabouts necessary to give the minimum

Manifesto commitment of pension ir f &4 and £2.50, which will therefore

G
]
o
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be reached without any help from snertfall; indeed shortfall will simply add
to the excess over the quoted figures. This is illustrated by the figures in
the Annex to this note.

Is the Christmas Bonus one-off or permanent?

19. Mr Jenkin seeks his colleagues' views as to whether the Christmas bonus
should be recognised as permanent, and legislation so drafted, or should continue

to be regarded as one-cf: and the sutject of annual decision.

20. You disagreed with Mr Jenkin on tais, and proposed that it should be

regarded as one-off. We recommend you continue to press this line. The bonus

il

has little or nc value in terms of social weifare, and its worth only lies in

3

)

its random nature. On the cother hand it cosis over £100 million per year, and
there may be years when resources simnly do noi run to this. To treat the bonus
as one-off would nol prevent Ministers giving a bonus if resources did permit,

but to take permanent 1 en 1t such legislation thecretically per-
I & J &

mitted the bonus to be skipred in any vear) wou maxe it very difficult not to

pay a bonus; and, moreover, a bonus which would find itself inevitably increasing
with time. If however it is agreed that the bonus is to be recognised as permanent,
we recommend that you press for the legislation not to provide (or imply) that it
must be increased over time; and also for it to include a power to skip payment

1f need be.

Other points

21. These points arise on Mr Jenkin's paper. There are one or two other points

which may come up:-

T
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Curbing back the programme. The suggestion may be made

that even with a shift to prices only uprating this
programme is just too big and has too many growth tendencies
to be accommodated comfortably within longer term public
expenditure containment strategy. As you know you agreed
with Mr Jenkin that officials should begin to look at

what longer term changes might be appropriate in the light
of these considerations, and this we will be putting in hand

as soon as possible.

Announcement. You agreed with Mr Jenkin that the soci

security uprating should be announced in your Budget state-

ment, with the Secretary of State making a detailed statement
the following Wednesday or Thursday. It will be for decision
whether your Budget statement announces the change to prices

only uprating, or whether this privilege is left to Mr Jenkin;

[

on the whele it would seem tidiler for you to make the announcement

in your Budget statement.

The uprating proper. This of course depends on final estimates

of prices movements over the period 1978—79, which will not be
available until shortly before the Budget. These estimates,
and the detailed figures for the uprating, will be settled

bilaterally between yourself and Mr Jenxin at that time.

(A
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£ ver wecek Single Married
November 1978 Rate 19.50 231.20
Minimum Rate promised in
Manifesto 22.00 35.20
Rate in November 1979 without
shortfall if prices forecast
increase _ (November 1978-November
1979) is:-
. ‘}0
10 £1.55 3h.32
11 21,64 24 .64
12 21.84 34 .94
1% 20,04 3525
14 ErIL 55.57
15 22.4% 35.88
16 2268 26.19
v 22.82 36.50
Shortfall would add about - 35p «55p
4 ‘-/4_. J j\)(\)—a1
Total costs
Making good shortfall {charge
against Contingency Reserve
and ESBR) 80-90 200-220
For each 1 per cent extra on the
uprating (not charged against
Contingency Reserve, but adds
to PSBR nevertheless) (about) 50 140
CONFIDENTIAL

(in practice

amounts would

be rounded to
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UPRATING OF SOCIAL SECURITY BENEFIT - C(79)9 - SUPPLEMENTARY BRIEF

I let you have a full brief yesterday on Mr Patrick Jenkin's paper which is

for discussion tomorrow, and this is by way of a follow up.

2. It relates to the statement made by the Prime Minister in the House yesterday
(copy attached), where she said in relation to pensions "As the hon gentleman is
already aware, we have undertaken to implemenﬁ the November increases in full.

He is already aware that in the previous year his Government had a shortfall on
their calculations. This is being made up this November. We announced it and

we shall honour it."

3. This seems to ensure that Mr Jenkin's proposal in relation to shortfall
must now go ahead, unless some other way of making good the commitment can

be found. (As you know, the cost problem is not so much how it affects the
current year, although that is important, but rather the wagﬁenters into the
base line for pension uprating for future years, and thus increasingly adds

to future costs).

4, However there is an important point of wording to be watched. Mr Callaghan's

undertaking was that shortfall would be 'taken into account', and Mr Jenkin's
ol
Cabinet paper carefully uses the same expression. However the Prime Minister's

remarks yesterday say that the shortfall is 'being made up'". There is a subtle
but real (and expensive) difference which could be made here. The expression
"taking account'" is taken to mean that next November's increase will be cal-

culated on a more generous basis than the straight rules would require, so



"taking account'" of the shortfall and ensuring that pensions as from next

November onwards are greater than they would otherwise be. However the

expression 'making good" could imply that as well as doing this, the Government
would give tghgéhEISEErs the additional amounts which, had the previous Adminis-
tration got the figures right, they would have received over the period November
1978 to November 1979, being of the order of 35p per week for a single person and_
55p per week for a married person, or perhaps £200 million in total. This is very
clearly not what is meant, and we would recommend you strongly to resist any
proposal (not perhaps that one is all that likely) to so interpret yesterday's

statement.

5. On one further point, we understand that DHSS officials may be advising

Mr Jenkin quite strongly to challenge the interpretation of the manner in

which shortfall should be taken into account. There are a variety of formulae,
one of which costs us £90 million and the other, which we thought you had agreed
with Mr Jenkin should be adopted, which costs us about £80 million (all with
corresponding reductions in future years). The figure of £194 million as this
year's charge against the Contingenty Reserve implies the less expensive formula,
and we would recommend that you seek to ensure that this is the figure which is

adopted.

¢ (s

E P KEMP
23 May 1979
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would return to local authorities the free-
dom to choose how to run their schools
and that we would take back places in
independent schools. However much the
hon. Gentleman may disagree, the elec-
torate agreed with our view.

PRIME MINISTER
(ENGAGEMENTS)

Q1. ‘Mr. Clinton Davis asked the Prime
Minister-if she will list her official engage-
ments for 22 May.

The Prime Mimister (Mrs. Margu'et
Thatcher) : In addition to my duties in
this House I shall be holding meetings
with ministerial colleagues and others.
‘Fhis evening I hope to have an Audience
of Her Majesty The Queen.

Mr. Davis: That is very interesting.
Will the right bon. Lady take the oppor-
tunity today, or at lcast at an early
stage, to explain to pensioners why her
Government refuse to link the pension
with earnings or prices, whichever is the
higher? When will she say something
-about the electricity discount scheme? In
replying to all questions will she plcase
not be too strident?

The Prime Minister: As the -hon.
Gentleman is already aware, we have
undertaken to implement the November
increases in full. He is already aware that
in the previous year his Government had
a shortfall on their calculations. That is
being made up this NovemBer. We
announced it and we shall honour it.

Mr. McCrindle : Will my right hon.
Friend consider preparing a list of the
trade union leaders who, since 3 May,
have uttered dire threats of what will
happen if the Government dare to carry
out the policy endorsed by the electorate
on 3 May?

The Prime Minister : The vast majority
of trade union members, being believers
in democracy, believe that policy is made
by -a Government and is implemented by
the House. The vast majority of them
—I hope all of them—will agree to
implement that policy. Otherwise it is
the end of democracy.

Mr. Charles R. Morris : Will the right
hon. Lady take time during a busy day
to allay the anxieties of those who ques-

2F 18 '
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abled with ministerial respotisibility -for

social security? Wil she seek to rcheve
the anxiety of those who bliéve that that
proposition will lead to*a réduced pro-

. Vision for the disabled? Finally, will she

bear in mind that the nation is perp}exeﬂ
—certainly ber Back Benchers are’ per-
plexed—that she should appoint a_pofi-
tically disabled Minister to make p\'b-

viston for the physnbaﬁy disabfcd?

Mis. Thatcher ¢ Thehon. Gemhman is
less than generous in his last strictuses.
I have appointed a Minister with spe cial

responsibility for the disabled i addl-

tion to his other rbsponslbllmcs T'am
happy that he will carry that out as well

,as the hon. Gentleman did.

RHODESIA -
Q2. Mr, Michael Latham asked the

Primc Minister whether she will pay an -

official vmt to Salisbury, Rhodesia.

The Pr:me Minister : I have no plans
to do-so.

Mr. Latham : Although . clearly theze
must be full and proper copsultation with
our allies and partners on this matter,
will the Prime Minister at least confirm
that British diplomacy wil no longer
be tilted towards the Patriotic Front and
that the final decision®on the legality of
Rhodesia’s future Government rests with
the British Parliament and no one else?

The Prime Minister : British policy on
Rhodesia is to do our very best for the
people of Rhodesia. . We' adhere, as we
believe the Opposition adhere, to the six
principles. There is only one final prig-
ciple to be decided. The question is
whether the fifth principle was decided
by the results of the elections. If it was,
the six principles” will “have = been
honoured. It will be our duty to t;nng
Rhodesia back to- legahty Yo . th

We accept that the rcsponsx

Rhodesia rests with this House, - Wgw

do our best to honour it.

Mr. David Steel : Is the Prime: Mnnste.r
aware that her Government are reorreet
.to proceed much more cautiously om:this
matter than did her party in the generl
election, and that it would be wrong to
recognise a regime which came to ‘povesr

e o
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 ing.it up in any way. |t

pnnc:plesandsm meiph
g;mctp?eg ‘are’ nobl"

our duty to.bring.
legality,, as the six p
been honoured.: .

My noble Fnendftﬂb :
is sending an emissary o }m
sions  with the front-line Pesi
to consult with them on
proceed.

Mr. Biggs-Davison : Is

: ‘N
that some of the Gova‘ninr

critical of the Rhodesian eleetic
States in which there have: ¢
tions at any time? When v
sible for the ‘report of the 'ﬁlﬁe
the Conservative Party to' ]
the House? . :

The Prime Ministe\'
hon. Friend that democr:
what the peop]e ‘insidé a o
The elections in Rhodési
the basis of one person, one V(
ing four different political pat

‘The report of my noble
Boyd will be published, W. “F

to the House as: soog ‘

the pn,nters gl gﬁ
Mr. James

the intention to gend‘

opinions to oﬁer
that an emissary' fmm’
has been to see Blﬁlopr
the int tlon of the G

Nkomo, who are"

tb’peacemgk‘-ijg ?n

~The Prime Minister

announcement QL m,

about that point. -
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SOCIAL SECU&WVY¥Y UPRATING - C(79)14
This Memorandum by the Secretary of State for the Social Services follows up
last week's discussion on this year's social security uprating, and deals with

two points which Mr Jenkin was asked to consider further.

Restriction to long term beneficiaries of taking account of the shortfall

in last year's uprating

2. Mr Jenkin was asked to consider whether it might not be possible only to
correct, next November, last year's shortfall so far as long term beneficiaries
went; and 233 to do this for short term beneficiaries. Mr Jenkin points out
that this would save about £10 million in 1979-80 and £30 million in the follow-
ing year, but argues against it on a number of grounds; apparent inconsistency
with the Prime Minister's undertakings on shortfall, and meking it more difficult
to get the change to prices only uprating and to increase the ''waiting days",

which are proposed.

3. This is really a matter for political decision. On the one hand, there is
quite a lot in what Mr Jenkin says about the controversy the *proposal would
arouse. And in a way he fails to make the most of his best point, which is
that not to give short term benefits a complete price protection now would be
inconsistent with one of the arguments in favour of moving to price protection
only for all benefits, which is that at the least this prevents beneficiaries'
standards of living from falling. (Mr Jenkin does touch on this point in the
third sentence of his paragraph 3, though not too clearly and with the implica-
tion that if he does not take shortfall into account this year, he will have to
do so next year.) It may be difficult for the Government to argue that prices

only is an adequate protection overall if shortfall is specifically - not

taken into account now for short term benefriaries.




N
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k. On the other hand, the restriction proposed would save £10 million in
1979-80 and £30 million in 1980-81. These are not negligible amounts. More-
over, to take this opportunity of reining back on sickness and unemployment
benefit, and facing the controversy of so doing, would be a step - if only a
small step - in the direction of the Government's stated aim of making it

more worthwhile to work than not to work.

5. On balance, as long as Ministers are satisfied that it would not jeopardise
the shift to prices only so far as long term benefits go, it would seem worth-

while going for the savings and not agreeing with Mr Jenkin. But there would

undoubtedly be a row.

An earlier date for the uprating

6. Mr Jenkin was asked to see whether the gap between the Budget announcement
of new social security rates and their introduction could be shortened. He
points out that to bring forward the operational date this year would cost
about £160 million (which might be reduced if it enabled the uprating to be
reduced), and that a half-way house, separating out long term benefits from
short term and supplementary benefits would be publicly and presentationally
very difficult. To cap it all, he then says that the whole proposal is not
possible operationally. He adds, however, that he will be seeking more

flexibility for the future and will keep colleagues informed.

7. We think that Mr Jenkin makes out a very good case for no change nowe..

There is no reason at all to doubt his statement that it would not be operation-
ally possible. There is a theoretical attraction in that a shift might make a
lower uprating possible (November 1978 on October 1979 could be 1 per cent or
so lower than November 1978 on November 1979) and while this might keep

programme costs down in future years it is uncertain, and we would not want to
advise you to agree to a proposal which,even allowing for this, added sums of )
possibly £100 million to public expenditure, chargeable against the Contingency
Reserve in this year of all years, even if it were operationally feasible. We

recommend you agree with Mr Jenkin that we should stick to November for this

year's uprating. The feasibility (and financial pros and cons) of a shift

to October for future years can be looked at in the present review of the

£

E P KEMP
30 May 1979

uprating formula generally.
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There are a couple of points on the note of the meeting held by the

Chancellor of the Exchequer on 17 May, copied to me, which my Secretary of

State would like to clarify for the record. The major issue, how the "shortfall"
in the social security uprating last year should be put right, has, of course,
been disposed of.

In paragraph ¢ my Secretary of State is recorded as saying that whilst he would
wish to put forward from time to time proposals to uprate child benefit he had
no wish to bind himself to any formal commitment to annual price protection.
liore precisely the point which he made was that he was not asking for price
protection to be enshrined in legislation; this would be better reflected if the
relevant sentence could be amended to read:i-

"The Secretary of State said that he did not ask to see price protection

for child benefit incorporated in legislative provision so that there was
formal commiiment to annual price nrotection, even though he considered the
benefit needed tc be nrice

o

nrotected over a neriod."

. $-1n - LI N % iy g s
e other polnt 1s 7 wWhere

h 9 in the last ssntence my Secretary of
State is said to have accepted that a longer term and wide ranging study of the
whole role of the social security programme should be undertaken. There was no
specific commitment to a study in these terms (which indeed might not be the
most profitable approach given the number of reviews of various sectors of the
social security scheme that are already in hand) and I would suggest the last
sentence might be amended to read:-

"The Secretary of State agreed that officials should be asked to consider
what was the most profitable approach to the study of the issues raised by
the scale of the social security programme."

'/ Vi VA J et L '7,6""7
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\ Mr Ridley

SOCIAL SECURITY UPRATING

As you know, Ministers have decided to change the formula for the uprating on
long term social security benefits so that instead ofdepending on forecast of
increases in prices or earnings whichever is the greater, it should depend on
forecasts of prices increase only. Legislation is required for this. DHSS
have two Bills in mind for the current Session, and it is necessary to settle
whether the change in the formula should figure in the first or the second Bill.
(It will be announced, of course, in the Budget).

2. Fundamentally this is a matter for DHSS, and we understand that Mr Jenkin
would prefer to seek this change in the formula in the second Bill, rather than
the first. His principal argument for this, we understand, is that it is
necessary to get the Christmas Banus Bill through in order to justify the
payment of the bonus this year, and he wishes to give this a clear run and

not weigh it down with this controversial proposal to change the formula.

3. There is a lot in this argument; and, in addition, there is the further
point that although it looks simple, the proposal to change the formula may
throw up detail problems which require study - and which, if not dealt with
properly could give trouble for the future. This also points to taking our
time. On the other hand, there is the argument set out, for instance, in

the second paragraph of the Financial Secretary's minute to the Chief Secretary
of 23 May that since removing the earnings link will cause a storm and it might
be better to get it done quickly; the Financial Secretary says " .... I would
therefore favour getting it over with as soon as possible. In other words I
would strongly favour legislation this year even if the relative movement of

earnings and prices does not make it strictly necessary'.

1‘
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L. This is a matter for political judgment. As I say we take the view that
this is fundamentally a matter for DHSS, and Mr Jenkin has apparently judged
that it would be better to leave this bit of legislation over until later in
the Session. We should be grateful to know whether Treasury Ministers are
content that he should so proceed, or would wish to represent to him the

case for the alternative, speedier, approach.

E P KEMP
4 June 1979
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In his letter of 31 May the Private Secretary to the Secretary of State for o/
Social Services suggested two. amendments to the note I produced of the

Chancellor's meeting of 17 May.

Neither of these péints causes any great policy difficulty but I would not
recommend that an amendment be circulated. This would only encourage DHSS to
seek formally agreed notes of future meetings which at best would be

undesirable.

I recommend that you simply let Mr Hickey's letter lie on the record as an
expression of DHSS views and do not send any reply to it. As lhis letter points

out the major issue before the meeting - shortfall - has already been settled.

A M WHITE
S June 1979
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SOCIAL SECURITY UPRATING 1579:
PAVILY INCOME SUPPLEMENT

We have inherited a difficult position on Family Income Supplement (FIS).

In brief last year's uprating was inadeqguate and numbers have fallen alarmingly
and will continue to fall. With your agreement, we should therefore like to
announce, as part of the main social security uprating statement, that we

shall restore the value of the scheme and bring numbers back up to the level
obtaining early in 1978. This will improve work incentives and concentrate
help on poor working families. We can finance our proposal within our existing
programme totals. I am sorry to have to trouble you with this at this late
stage but it is an issue on which our officials are unable to agree.

a
Sk
oo

t this amounts to is, on this occasion, rather more favourable treatment

FIS than other Social Security benefits in the November uprating. 4n

zting in line with other bene 1ts would lead to & continuing drop in the

:mbers on FIS and to severe criticism. What we would like to see, instead,
uprating which restores FIS to the level of around 90,000 beneficiaries.

1¢ not trouble you with the details now - snd indeed these cannot be

zlised until we have the budget forecasis of earnings and price movements -

btut the more generous uprating reguired to do this is likely to be about

3 per cent above that for other Social Security benefits for the basic prescribed

amount and somewhat higher for the other parameters. While this would not fully

restore the FIS load to the early 1978 level, it would make it quite plain that

we were doing all we could - given current restraints - to help poor working

femilies,
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We believe there is a compelling social and political case for our proposals.
In brief:

- FIS was a scheme created to help poor working families. Despite early
hostility, the Labour Administration continued it. If we sought savings
by reducing the value and scope of the scheme, we should be accused of
being both inconsistent nd mean. And our meanness would be plain from
the published figures;

CONFIDENTIAL i
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- we are committed to "bringing more effective help to those

in greatest need". While the budget may well help to some extent
those FIS beneficiaries who pay tax, it has to be recognised that
by definition and in fact FIS serves the poorest of the working
poor. Tne working poor will get no help from a child benefit
uprating this November; social security beneficiaries will,
however, get more help from their children; and

- another perhaps even more important Manifesto commitment for
social security policy is our strategy on "restoring the incentive
to work". FIS does much to help here and accordingly is the
benefit to which informed observers look in this context.

We did not press for a child benefit uprating this autumn, although as you {
know we should have liked to have increased it. But a corollary of this
is that we must do what we can for poor working families. We really
cannot afford to cut back - and moreover be seen to be cutting back - at
the expense of those preferring to work for low wages rather than rely
entirely on social security benefits. Our supporters would not be able to
understand if we allowed the devaluation of FIS and the erosion of work
incentives to continue. And instead of helping us to meet criticism that
there was no child benefit uprating, it would attract further criticism.
Accordingly, we attach considerable importance to making our position
plain in the uprating announcement and the subsequent debates.

FINANCIAL EFFECTS

The provision in our programme for FIS is such that our proposal for a more
generous uprating can be accommodated without requiring an additional bid -
indeed there will be an underspending of about £5 million in 1979/80. One
might argue (as your officials have done) that the room for this more
generous uprating is created by reduced numbers - and so should be treated
as an estimating change. This ignores the fact that provision for FIS is
not and has never been constructed on the same basis as provision for
other benefits. We are in no doubt that we should take advantage of the -
existing provision and restore the value of FIS. To do otherwise, it is

true, would yield a srall saving (in addition to the £5 million underspend
in 197 9/&0) of about £3 million in 1979/80 and about £6 million in 1980/81 -
btut as I have explained it would be pelitically unacceptable and short sighted

to make that saving. i

I am copying this letter to Humphrey Atkins who is of course responsible for
the parallel FIS scheme in Northern Ireland and to Jim Prior because of
his interest in work incentives.

2 2
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(-



CONFIDENTIAL . z;fr

g - o
MR KEMP -~ _ cc. Chancellor of the Exchequer
/ ' Financial Secretary
a \ Sir A Rawlinson
Mr Bailey i
Mr Butler
Miss Whalley
Mr Ridley

SOCIAL SECURITY UPRATING

The Chief Secretary has seen your minute of 4th June on

which Sir Anthony Rawlinson minuted in manuscript:-

"I would agree that this is fundamentally for Mr Jenkin

and not press the point further'".

2. The Chief Secretary agrees that the decision should be

left to the DHSS.

R J T WATTS
6th June 1979
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CHIEF SECRETARY cc Chancellor of the Exchequer
Mr Bailey
Mr Butler
Mr Remp
Miss Whalley
Mr Ridley
SOCIAL SECURITY UPRATING
I have seen Mr Kemp's minute of 1 June and still strongly favour

the view [ expressed in my minute of 23 May, quoted in Mr Kemp's
paragraph 3. This is, as Mr Kemp says, a matter o political
Judgement - but a most important one. The fact that it has now
been decided +n mention the change in the Pudzet seems to reinforce

the case for the quick kill.




Chief Secretary
Financial Secretary
Mr. Bailey

Mr. Butler

Miss Whalley

Mr. Ridley

MR. KEMR////

SOCIAL SECURITY UPRATING

/4

The Chancellor has seen your minute of 4th June. His
own inclination is to favour inclusion of the change of
formula in the second rather than the first Bill. But he

is not strongly committed to this view.

(M.A., HALL)
7th June, 1979
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SOCIAL SECURITY UPRATING 1979

FAMILY INCOME SUPPLEMENT

Our decision this morning that we cannot make any provision in the Contingency
Reserve for relief from fuel costs this coming winter makes even stronger the
case for the FIS uprating option which I put to you in my letter of 5 June.
We would be able to stress the value of the FIS uprating in meeting criti-
cism on the fuel front as well as the attack we are bound to face for not
increasing child benefit. Moreover, we must be careful to preserve an
equitable balance between the poor in and out of work and not worsen work
incentives. We know that fuel costs are going to hit the poor hardest.

Those in receipt of supplementary benefit may be eligible for relief with
heating bills - and this relief goes up as part of the annual uprating
package - but there will be no equivalent provision for families on FIS.

Our FIS uprating ought to help to put this right. The fact that the uprating
factor for other benefits will be so high in no way affects our view that we
ought to go for scorething better than prices for FIS.

I am sorry to have to press you at this time but, as you know, Patrick Jenkin
and I consider it imperative that the FIS option we favour should be a sweete-
ner in an uprating package which will not be to the taste of many of our
supporters. The case for announcing this option as part of the package

next Wednesday is, in our view, overwhelming.

I am copying this letter as before to Humphrey Atkins and Jim Prior.
l,tauﬂ Sw\urel‘\*
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CHIEF SECRETARY cc Principal Private Secretary —
PS/Financial Secretary
PS/Minister of State (C)
?§§§E??33T?T‘"% gs/Minister of Spate (L)
SORSTURY, ir Anthony Rawlinson
wwme,  Mr Bailey
Miss Whalley
Mr White

SUPPLEMENTARY BENEFIT REVIEW

The letter from Mr Prentice of 31 May refers to the Review of the Supplementary
Benefit Scheme set up by the previous Administration in 1976, and encloses a
copy of the response by the Stpplementary Benefits Commission to the Report
"Social Assistance" which was the name under which a Report by officials
carrying out the Review was published. Mr Prentice says that the SBC intend

to publish their reSponse in accordance with the arrangements made by the

last Administration, which allowed them freedom to comment publicly on

issues of policy and priorities.

2. Mr Prentice points out that there are in effect three courses the

Government could take. It would be possible (a) to try to stop publication,

(b) to seek to modify the document in sopme way prior to publication and (c)

to stand aside and let the Commission publish their response as it 1s, while
making it clear that this response neither commits the Government nor represents

its views.

3. As Mr Prentice says (a) is just not on (b) will probably not get us very
far; comments were made by the previous Administration on the draft, some
but not all of which, Mr Prentice says, are reflected in the present document,
and it would be both time consuming and ultimately unsatisfactory to try ta
get further changes made. This leaves (c) - letting the Commission proceed
to publication as soon as maybe - as the remaining possibility, which is what

Mr Prentice suggests.

k. We recommend that you agree to this. There :is no point in course (b),
given that the present Government's approach to supplementary benefits and

to the Supplementary Benefits Review is likely to be substantially different

ggﬂ
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from the approach of the previous Administration which of course informed
the document "Social Assistance'. Nevertheless, we would attach great
importance to Mr Prentice's point that in any reaction which the Government
needs to give at the time of publication (expected for mid-June) it must be
firmly emphasised that the document neither represents Ministers' views nor
commits Ministers, and that the Government's own approach to the Review of
the Supplementary Benefits scheme will be' framed in the context of the new

Government's wider economic and financial policy.

T 5. A draft letter for you to send to Mr Prentice is below. If you are in
agreeﬁent with this recommendation, however, it would be helpful if your
office could telephone Mr Prentice's office in advance, as we gather there

are printing deadlines in question.

z P KEMP
7 June 1979
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DRAFT LETTER FOR THE CHIEF SECRETARY TO SEND TO

Minister for Social Security fpsmeenerm

SUPPLEMENTARY BENEFIT REVIEW
Thank you for your letter of 31 May.

I am in agreement with your proposal that the Supplementary Benefit
Comnission's response to '"Social Assistance!" should be published

without further comment or intervention by ourselves. As you say,

we shall be approaching the Supplementary Benefit Scheme with a

very different attitude to that of our predecessors, and I am sure

yoh are right in saying that it will be as well to have the Commission's
response published and disposed of before we get on witﬁ?é&%iggn proposals

for change.

However I have to add that I do atiach great importance to what you say
in your penultimate paragraph aboul our reaction at time of publication.
It is clearly most important that at that stage we should emphasise very
firmly that, as you say, the document neither represents our views nor

commits us. Perhaps yourofficials could be in touch with mine over the

drafting of any public response which may be needed.

I am copying this letter to those who had copies of yours.
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CHANCELLOR OF THE EXCHEQUER cc Chief Secretary
Financial Secretary
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Minister of State (C)
‘Sir Douglas Wass
Sir Anthony Rawlinson
Mr Bailey
Miss Brown
Mr Butler
Mr Lovell
Mr Shepherd

= , Mr Unwin

Mr Evans
Miss Whalley
Mr White
Mr Ridley

SOCIAL SECURITY UPRATING - FORECASTS

As you know from my minute of earlier today we need to settle with DHSS

the prices forecast to be used for the social security uprating next November.
This work must be put in hand very soon now, if the fairly considerablé
administrative work necessary to calculate the figures to go into your

Budget Speech and Mr Jerkin's detailed uprating statement the next day

can be properly completed in good time.

2. I understand that Mr Shepherd will be putting forward this evening

the revised fourth quarter 1978 on 1ourth quarter 1979 estimates of
prices increase of 174 per cent, reflecting a very recent policy change

in respect of mortgage interest. His figures also imply an earnings fore-

cast over the same periocd of around 14.7 per cent.

3. On the assumption that there are to be no further policy changes,
and that you will approve these figures, a draft letter which you may

wish to send to Mr Jenkin is below.

E P KEMP
6 June 1979
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DRAFT LETTER FOR THE CHANCELLOR OF THE EXCHEQUER TO SEND TO

Secretary of State for Social Services
Department of Health and Social Security
Alexander Fleming House

Elephant and Castle

SE1

SOCIAL SECURITY UPRATING

For the purpose of estimating the uprating of the social security

benefits next November, and thus to enable me to complete my
Budget Speech and you to complete the statement you will be making
next Wednesday, we require to agree between us forecasts of prices

and earnings increases between last November and next November.

I write now to let you know that my estimate is that prices over
this period will increase by 17.5 per cent, and earnings by 14.7
per cent, account in both cases being taken of the measures 1

shall announce in my Budget on Tuesday.

I hope that you will agree that the uprating should, therefore,
proceed on the basis of the prices forecast of 17.5 per cent,
coupled of course with shortfall to the extent that Cabinet has

agreed this.

~ Nt ==
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SOCIAL SECURITY UPRATING

For the purpose of estimating the uprating of the
social security benefits next November, and thus to enable
me to complete my Budget Speech and you to complete the
statement you will be making next Wednesday, we require to
agree between us forecasts of prices and earnings increases
between last November and next November.

I write now to let you know that my estimate is that
prices over this period will increase by 17.5 per cent, and
earnings by 14.7 per cent, account in both cases being taken
of the measures I shall announce in my Budget on Tuesday.

I hope that you will agree that the uprating should,
therefore, proceed on the basis of the prices forecast of
17.5 per cent, coupled of course with shortfall fo the extent
that Cabinet has agreed this.

(GEOFFREY HCWE)

The Rt. Hon. Patrick Jenkin, M.P.

BUDGET SECRET
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Financial Secretary
Minister of State (C)
Minister of State (L)
Sir Anthony Rawlinson
Mr Bailey
Mr F E R Butler

- ool Miss Whalley

. Mr White

SOCIAL SECURITY UPRATING 1979 - FAMILY INCOME SUPPLEMENT

The Minister for Social Security wrote to you on 5 June with proposalé concerning
the Family Income Supplement (FIS) and the uprating which the DHSS would like to
be able to announce next week along with other improvements in social security

benefits.

2. Mr Prentice's letter is an exceedingly bad one, and manages thoroughly to
confuse two wholly separate issues. First, there is the argument as to whether
if FIS is improved beyond the increase which will result from ordinary price
protection, whether or not this should count as a charge against the Contingency
Reserve. Mr Prentice argues that because the numbers on FIS are falling, there-
fore he has current savings in total which can in effect be distributed to the

remaining FIS beneficiaries, thus improving what they receive.

3. This is of course quite wrong. If the numbers of beneficiaries were falling
any saving here counts as an estimating change, and cannot be used to finance
real improvements in rates. One only has to ask what Mr Prentice would say

1f we applied the principle in reverse, so that when numbers of beneficiaries
went up the unit rate went down so that the same sum of money still went round!
There is no doubt at all that if it were to be agreed to go beyond price
protection this is a real change the cost of which should score against the

Contingency Reserve.

L. Having cleared that out of the way, and we hope (and expect) that Mr Prentice
will agree with this, there 1s the substantive point as to whether or not FIS

should in fact be improved beyond simple price protection. Mr Prentice's
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arguments relate to the need to be seen to be helping those in work (FIS is for !

the working poor) as well as, or indeed rather more than, those out of work.
This is a matter which Ministers may wish to judge. Our view, however, is

that it would not'necessarily be effective, nor gain great credit presenta-
tionally, to take FIS out ahead of price protection (at least ahead of a

proper look at the inwork/out of work problems); and the repercussions

could be quite great for other classes of beneficiaries if the general‘rule
about price protection were to be abandoned. (It is true that marginally

we have already done that this year for mobility allowance, but only effectively
to a degree which affects the roundings.) And there is the question of the

cost of around £5 million in this year which will be chargeable against the
Contingency Reserve; this is not perhaps a very large amount by some standards
but it is quite large in relgtion to the very thin Contingency Reserve which is
likely to be left after the Budget cuts. The uprating later this year is anyway
going to be more generous than Mr Prentice perhaps thinks, and many FIS recipi-

ents will also benefit from the direct tax cuts.

5. All°in all we recommend that you do not agree to the proposal. A draft

letter for you to send to Mr Prentice is below.

E P KEMP
7 June 1979



DRAFT LETTER FOR THE CHIEF SECRETARY TO SEND TO

Minister for Social Security

SOCIAL SECURITY UPRATING 1979 - FAMILY INCOME SUPPLEMENT
Thank you for your letter of 5 June.

I think there are two points at issue here; first the workings of the
public expenditure system and whether or not the cost of what you propose
is charged against the Contingency Reserve, and second the substantive

issue as to whether FIS should be improved as you suggest.

On the first, there is no question but that the savings arising from'
reduced numbers of beneficiaries must come to credit as an estimating
change, and the increased cost of what you propose-charged against the
Contingency Reserve. IR?%éspect FIS is no different from any other
social security scheme; and I might add that I think it is perhaps
not necessarily in your Department's interests to argue otherwise,
against the background of the fact that it is much more often the case

that beneficiaries increase in number rather than fall.

On the substantive issue, I appreciate the general point about in work
versus out of work, but I do not think that this justiﬁesryour present
propcsal in advance of a fuller look at this difficult area. By abandon-
ing straight price protection we would create a precedent which would be
difficult and expensi&e in other areas, which would need careful coﬁsidera-
tion. FIS will be uprated very generously later this year by reference to
a price increase forecast which will take account of Budget changes in
indirect tax, whiie on the other hand a great many FIS recipients will
also benefit from increased take~home pay througgfg}oposed changes in
direct taxation. And your proposal would, as I say, create a charge on
the Contingency Reserve of around £5 million. In all the circumstances

I do not think this would be justified, and am therefore unable to agree

to what you propose.

I am copying this letter to Humphrey Atkins and James Prior.
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SOCIAL SECURITY UPRATING - FAMILY INCOME SUPPLEMENT

Thank you for your letters of 5 and 7 June.

I think there are two points at issue here; first the workings
of the public expenditure system and whether or not the cost of
what you propose would be chargeable against the Contingency
Reserve, and second the substantive issue as to whether FIS
should be approved as you suggest.

On the first, there is no question but that the savings arising
from reduced numbers of beneficiaries must come to credit as an
estimating change, and the increased cost of what you propose would
be chargeable against the Contingency Reserve. In this respect

FIS is no different from any other social security scheme; and I
might add that I think it is perhaps not necessarily in your
Department's interest to argue otherwise, against the background
of the generally increasing rather than decreasing numbers of
beneficiaries.

On the substantive issue, I appreciate the general point about in
work versus out of work, but I do not think that this justifies
your present proposal in advance of a fuller look at this difficult
area. By abandoning straight price protection we would create a
precedent which could be difficult and expensive in other areas,
which would need careful consideration. FIS will be uprated very
generously later this year by reference to a price increase forecast
which will take account of Budget changes in indirect tax, while

on the other hand many FIS recipients will also benefit from
increased take-home pay through the proposed changes in direct
taxation. On the fuel point, the uprating will of course take
account of expected fuel price changes; and as I pointed out at>
our meeting yesterday will anyway itself exceed what we think these




increases are likely to be. So far as our supporters go, we
are offering the most generous cash increases in benefits ever,

a severance of the earnings link, a token of our commitment to
the in work out of work problem through not making good shortfall
"on short term benefits, and a Christmas Bonus; as a package I

do not think this needs any further sweetening for the benefit

of our people. Your proposal would, as I say, create a charge

on the Contingency Reserve of around £5/£6 million. In all these
circumstances I do not think this would be justified, and I am

afraid I cannot agree to it.

I am copying this letter to Humphrey Atkins and James Prior.

JOHN BIFFEN
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. - I attach a copy of a letter the Prime
Minister has received from Frank Field, M.P.
about the Government's economic policy.

The Prime Minister would like to reply
and would be grateful to have a draft
immediately after the Budget. Could you

in consultation with DHSS, let us

have a draft by close of play on Thursday, y
- 14 June? :

1f,

fore,

I am sending a copy of this letter and its
enclosure to Don Brereton (Department of Health
and Social Security).

n Hall, Esq.,
easury.

=

Nows ecer
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HOUSE OF COMMONS
LONDON SWIA OAA

6th June, 1979

Over the past couple of weeks there have been a number of
indications that your Government intend to reneague on election
promises to the poor. Already you seem set to act against them.on .
three different fronts.

1. Indirect taxation

O o e o e . . e e e e o e e

Throughout the election campaign your spokesmen were quite honest
in stressing a future Conservative Government's intention to cut direct
taxation and raise some of the lost revenue by increasing VAT.

As you know, the distributional effects of switching to VAT are
“ different from those of increasing other forms of indirect taxation.
You assured voters that, because of VAT's exemptions and zero rating,
the impact of these changes on those on lower incomes who do not pay
direct taxation would be limited, and that anyway these groups would be
compensated by increases in benefits.

Once Tory ministers were installed a rather different story began
to be put around. We were told that this Tory Government intended to
raise all indirect taxes. If this is so, this will mark the first dis-
honest wuct by your Govermment. As you know, &n increase in VAT will
Pplace a larger burden of tax on low income groups. But the switch to
all indirect taxes will mean that some poor families will pay even more
heavily for the tax cuts which will favour higher income groups.

2. Compensation

D=y iy ey

During the campaign, the poor were assured that the effects of an
increase in VAT would be compensated for by increases in benefit., 1
. therefore tabled Parliamentary Questions to Treasury and DHSS Ministers
‘asking how this commitment would be honoured. In particular I asked how
ministers were caluclating the distributional impact of a change to VAT
and other indirect taxes. 1 also asked what these formula would mean
as far as benefit increases are concerned.
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6th June, 1979

I have now received a reply from both departments and have been,
told that such calculations could only be carried out at disproportionate
cost. If you intend to honour your word you will instruct ministers to
‘'undertake these calculations immediately. Moreover, the Chancellor must
use these calculations to determine what additional increase in pensions
and other benefits is necessary to protect the poor's living standard
-when switching from direct to indirect taxation.

3. Pensions _uprating

It now looks as though your first cuts in public expenditure will be
aimed at pensioners and other groups on benefit. Before the election,
the last Government announced benefit increases for this November. It
was doubtful then whether these increases were adequate to fulfil the
Government ‘s statutory duty to raise long term benefits in line with
earnings or prices and short term benefits in line with prices.

It is now clear that these increases are inadequate. First, they do
not compensate beneficiaries for the 1.8 per cent shortfall in last year's
benefit up-rating. Further, this year's calculation of a rise in wages of
12.8 per cent and in prices of 12.2 per cent are now clearly wide of the
mark. Earnings are expected to rise by about 15 per cent on a November to
October basis. To this needs to be added a 1.8 per cent shortfall in last
year's calculations together with a compensatory increase for the switch

- t0 dndirect taxation which you promised. At a conservative estimate, this
would require an extra 2 per cent increase in benefits.

This means that pensions should be raised by about 19 per cent this
yO&_r - increasing a single person's pension from £19.50 to £23.20 and a
. M8rriod couple's pension from £31.20 to £37.10.

i}‘ Bo far your Govermment is sticking to a rise in pensions of £22 and
I'. tospectively for single and married pensions. If you do not agree to
vino further the increase in pensions and other benefits then it is -

“Ar that your first act will have been to hit at pensioners and other
' people on benefit. You will have reduced their pensions by £1.20 for
hgle person and £2.10 for a married couple on what each would have
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received had your commitment to beneficiaries been met in full.

- At the beginning of your premiership you quoted - or rather
misquoted - a phrase of St. Francis. 'Where there is discord may we
bring harmony" and "where there is error may we bring truth" we were
assured would be the characteristics of your Administration. If
“what we so far know of how you intend to fulfil your election promise
to the poor then, sadly, nothing could be further from the truth.

-

fonie o4

The Rt. Hon. Margaret Thatcher, MP
Prime Minister,

10 Downing Street,

London, S.W.1l.

v
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MR KEMP N cc. Chancellor of the Exchequer—
: Financial Secretary
Minister of State (C)

Yeq 10 Minister of State (L)
%$4%7/7“_ ==~ Sir Anthony Rawlinson
L et Mr Bailey

Mr F E'R Butler
Miss Whalley
Mr White

SOCIAL SECURITY UPRATING - FAMILY INCOME SUPPLEMENT

The Chief Secretary has seen your submissions of 7 and 8 June

relating to Mr Prentice's letters of 5 and 7 June respectively.

2. He has approved the revised draft reply to Mr Prentice,

and has commented: -

"Unpalatable it may be - but we must staunch the flow

of welfare payments."

A C PIRIE
11th June 1979
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CHIEF SECRETARY
Lo c.c. Financial Secretary
k Minister of State (C) -
Minister of State (L)
Sir Douglas Wass
Sir Anthony Rawlinson
Mr. F. Jones
Mr. Bailey
Mr. Monck -
Mr. P. E. R. Butler P
Mr. Wicks
Mr. Kemp
Migs Whalley -
Mr. Ridley

The Chancellor has seen the letter from the Secretary of
State for Soéial Services to him dated 7th June. He awaits
advice, but has commented that this letter underlines the case
for looking at the whole mix of benefits to pensioners in a poor
society; free transport, free television, free fuel etc. all add

to the'cost, in a way which leaves some at least quite well off.

A

(M. A. HALL)
Private Secretary

11th June, 1979.
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DEPARTMENT OF HEALTH & SCCIAL SECUZITY
Alexander Fleming House, Elephant & Castle, Londoen sur €3y
Telephorne 01-407 5522
From the Secretary of State for Social Services
Tim Lankester

Private Secretary
10 Downing Street | 2ZJune 1979
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STATEMENT ON UPRATING OF SCCIAL SECURITY RENEFITS

I attach & copy of the = Jnick the Secretary

f State pronoses to mnke in the House of Commens
tomorrow. It will be § i & Press Coalerence
in this Department.

~ - N v Ao v vy
I am copying the stateren

of the Ducny of Lancaster
(Paymaster Ceneral's Offi

Kenneth lcYenzie (Scottish
(Welsh Offica).

D BRESETOH




SECRET

THE NOVEMBER 1979 UPRATING OF SOCIAL SECURITY BENEFITS
STATEMENT BY SECRETARY OF STATE

& [ I will, with permission, Mr Speaker, meke a statement about the proposed
increases in social security benefits to come into effect from the week

beginning 12 November.

2. Yesterday, my Rt Hon Friend the Chancellor of the Exchequer announced the
new rates of the Natioral Insurance Retirement Pension. The rate for a
single person will zo up by £3.80 from £19.50 to £23.30, and the rate for a
married couple by £5.10 from £31.20 to £37.320. The same increaces will apply
to other long-term National Insurance Benefits. He explained that these new
rates are based on the forecast for the rise in prices over the 12 months
between November 1978 and November this year, and also that they take account

of the shortfall in the rates introduced last November by our predecessors.

D Short term benefits, we propose, should go vp by £2.75 from £15.75 to
£18.50 for a single person, and from £25.50 to £29.95 for a married couple,

representing increeses of/17.5 per cent, in line with the price forecast.

L, War and Industrial Disablement Benefits will be increased in line with

other long term benefits, together with comparable incrcazes in the additional

allowances wnich can be paid with these pensions.

&

S Under the new arrangements for increasing public service pensions, the
main incresse - to te paid on pensions which vere increascd last Decenber -

will be 16.0 per ceant.

6. The main Supplementary Benefit scale rates will ke increzsed by the same

—h

cash amounts as those of the National Insurance tienefits to which they are
related, but I must warn the House that because this announcement comes sone
veeks later than the usuzl date, due to the Flection, in some areas the new

rates may not be in payment until a few weeks after 12 November. We will do

SECRET
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our best tc get the increases to everyone as quickly as possible but, with
the best will in the world, it will nct be feasible to complete the
process by the due date. We will of course¢ pay any arrears from the due

date.

7. The Government is well aware of the problems of mobility for the

disabled, and as my right hon Friend mentioned yesterday, we propose that

-the rate of mobility allowance should go up in November from £10.00 to

£12.00, a 20 per cent increase.

B Alitough Child Benefit went up to £4.00 in April, the premium for

working lone parents was not increased. Accordingly, the premium will go up

Lty 25 per cent in November - from £2.00 to £2.50.
Y. Family income supplement will also be increased in line with other benefits.

10. We will pay a Christmas Bonus of £10 this year, and take powers to pay
it in subsequent years, fixing the amount by Orcder. I hope to introduce the

necessary legislation shortly.

11, The full-year cost of the benefit wuprating, including FIS, Mobility
Allowance, and the Christmas Bonus will be about £2.7 billion - a substantial
sum by any standard. The great bulk of this falls to be met out of the
National Insurance Fund. As is customary, I shell be rev1evLaw the bands

g ey

and percentage rates of contributions in the auntumn, when T have received the

RN Sy

necessary Remort from the Goverrnment Actuvary. ‘

12. For the convenience of the Eouse I am circulating details of the new
rates of benefit in the Official Rewort, and copies will be available in the

Vote Office.

13. The House will appreciate that we have honoured to the letter the
comnitment which we gave in the Election to protect pensioners in full against
rising prices. It so happens that this is in accordance with the existing

shonld tell the House that in

+
ct
o
o)

o

statutory requirements, but it is right

Ploiandis

the light of experience in the last three years and other factors, we have

been driven to the conclusion that the statutery obligation to uprate long term

2
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benefits ecach year in line with either prices or earnings, whichever is the
higher, is not sustainable in the long term. Much has been written about the so
called "ratchet effect''. In years when earnings exceed prices, the real value

of pensions increases. When prices exceed earnings, and vhen the living standards
of the working population fall, the real value of the pension is maintained.

It has been pointed out that the result over a period of vears is that the
proportion of the national income absorbed by pensions, and correspondingly ,

the proportion absorbed by the contributions necessary to pay those pensions

rmust inevitably rise, throwing an ever heavier and heavier burden on the

working population.

14, I would remind the House that between 1970 and 1974, pensions in fact kept
closely in line with earnings, though there was no statutory requirement that they
should do so. Z@bnversely, since 1975, in two yeers out of the three in which

the statutory obligation wes in force, the incresse announced and paid fell

short of what the Party opposite had led people to expect. There does not seem

to us to be much point in retaining a statutory cbligation which those who put

it on the Statute Book found themselves in the event unable to comply with?

I shall therefore te introdvcing legislation shortly to amend the provision
relating to the uprating of benefits, so as to provide that pensions and

long term benefits, as well as short term benefits, should be incressed at

least in line with the movement of prices.

15. T would like to meke it clear however, that it remains the Government's

P 2 Lae A

3
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firm intention that pensicnsrs and other long term heneficiories can

confidently look forward to sharing in the incressed standards of living of
the country as a whole. That has always been the intention end the achievement
of Conservative Covernments. * It remains the intention of the present

Government.

3
SECRET
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FAMILY INCOME- SUPPLEMENT

You copied to me your letter to the Chief Secretary of 5 June proposing
an uprating of the value of Family Income Supplenient so as to bring
numbers benefitting back up to the early 1978 level.

" I would very much support this proposal as a means of helping the
working poor and increasing the incentive to work rather than to

receive supplementary benefit.

In particular such a move would help

one parent families who are endeavouring to stand on their own feet.

I am copying this letter to John Biffen and Huwmphrey Atkins.
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SOCIAL SECURITY UPRATING 1979: FAMILY INCCHE SUFPPLEMENT

The case put forward by Reg Prentice in higs letters of 5 and 7 June

for & more generous increese this year in FIS than in other socizl
security benefits is in my view very convincing, both on sociel and
political grounds. Although upreating in line with other benefits would
lead to a seving I believe it would cost us deearly in terms of
credibility in view of our commitment io restore work incentives.

In Northern Ireland 0% of 211 FIS awards are made Tc two-parent
femilies, compered to Just over 2C% in Grest Eritain, a reflection of
the lower wage levels and lerger femilies in this part of the United
Fingdom. This meens theat the larger increase would have a
cerrespondingly grester impect here in helping femilies where the head
of the household is in low-paid emplovment. But there is eslsoc a strong
case Ior helping single perent families enc I would also welcome the

additional help for them.

The Supplementary Benefits Commission for Northern Ireland are strong
supporters of improvements in the FIS scheme. In their response to the-
Supplementary Benefits Review the Commission referred to public concern
ebout the minority of claimants who are better-off out of work and
advocated more generous FIS rates as & means of assisting the low-paid
and restoring work incentives.

It is not possible to say at this stage whether tle proposed enhancement
could be fully met from the existing allcc ations for FIS in Northern
Irelend. The indications are that we shall not have shortfall to the

CONFILENTIAL




same extent as in Great Britein, but as in Great Britain the numbers
on the register have been falling. Any addition needed would however
be minimel in retionel terms, and I tezke it that it would be made
aveileble to us on & parity besis.

I am copying this to Reg Prentice and Jim Prior.

E
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Alexander Fleming House, Elephant & Castle, London SEI 6BY V?
o Telephone 01-407 5522 ' 7§ ?
From the Secretary of State for Social Services S/( QASTY .
) it ak S- /Q A EA'\)‘.\JNSON\
-Y. A L ,é - @4‘4_6,7
The Rt Hon The Lord Hailsham of 1 T y)a‘~j;9QbR“J i
St Marylebone CH FRS DL U VRS Nenigy . 7.5
Lord Chancellor t - — i AﬁAFnél /»LgGr\’
House of Lords - - ’J%_,- R R 7,)
London SW1 uee 0 Ao> ¢ lér Juns’ 1979 e [)\_/é/Q

I have been considering the effect on our legislative programme of Legislation
Committee's decision yesterday that the contentious provision for pensions and
other long-term social security benefits to be ircreassed in line with prices,
instead of with prices or earnings, whichever is the more beneficial, cannot
be included in the Pensicners! Payments and Social Security Bill, if we are to
have Royal Assent befcre the Summer Recess.,

I fully appreciate the reasons for this decision, particuvlarly in view of the
likely dates of the Recess, but it places us in some difficulty.

We need to carry through the change in the up-rating provisions this session.
It may well be needed before next year's uvup-rating. The Chancellor announced
our intention to make this change in his Budget statement on Tuesday and, in
my view, we should do it as soon as possible.

It was originally my intention that the amendment should go into a second Bill
which we shall be introducing after the Swummer Recess. That Bill will deal,
anongst other matters, with changes to the supplementary benefit scheme and
will include provisions to enable us to comply with the EEC Directive on
Equelity for Women in Sccial Security.

However, last 'week, Future Legislation Committee decided that the up-rating
change should not be included in that Bill but in the Pensioners'! Payments and
Social Security Bill. They took the view that, since the change was very
contentious, it was unlikely that Royal Assent could be obtained before April
next year. (We had teken the view that Royal Assent was necessary before that
date to ensure that my review of benefits next year, which I must carry out
before 6 April, was urder the amended provisions). It was because of the
Committee's decision that we included the provisions in the Pensioners! Payments
and Social Security Bill.

However, I now propose to ask Future Legislation Committee to reconsider their
decision and allow this proposal to go into our second Bill. Whilst Royal Assent
by April is certainly advisable, we could anticipate the passage of the Bill in
the Budget statement about the up-rating. I am therefore copying this to

Home Secretary as Chairman of the Future Legislation Committee so that they can
reconsider their decision.




However there is another lesser difficulty arising from yesterday's meeting.

I understand that, because of the very full legislative timetable before the
Summer Recess; it is the intention of the Chief Whip to attempt to secure a
very quick passage of the Pensioners! Payments and Social Security Bill,
perhaps getting it through the Commons in one day. This would, of course,

need the co-operation of the Opposition. I foresee nc difficulty about
obtaining that for the Christmas Bonus itself. But the Bill also containe

a provision to freeze the earnings limit for the dependent wives of retirement
and invalidity pensioners at its present level of £45. This provision mst
become law for this year'!s uprating if we are not to forego savings of

€1 million in 1979-80 and £3-4 million in subsequent years. It may be possible
to obtain the Opposition's co-operation on this also - they indicated when in
power that they too thought that the limit was too high. ~ If ve cannot obtain
their co-operation, we shall be faced with the option of dropping the provision
relating to the freezing of the dependant's cecarnings rule, at the cost referred
to in the previous paragraph or finding more time for the Bill than we had
intended. '

I therefore propose, unless you indicate to the contrery urgently, to take
soundings of the Opposition and, if they are willirg to cc-operate, to introduce
the Bill as soon as possible. If I can get agreement by middey Friday, we can
present and publish the Bill on Monday.

I am also copying this letter to the Chancellor, the Home Secretary, the
Chief Secretary, the Leader of the House and to Sir Jjchn Hunt.

(sgd) PATRICK JENKIN

e’f%f;‘:_
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CHIEF SECRETARY ,cc Chancellor of the|Exchequer
Financial Secretary
Minister of State (C)
Minister of State (L)
Mr Bailey
Mr Ridley
Mr Dyer
Mr White

///Mr Unwin

SOCTAL SECURITY LEGISLATION R 5

The letter from the Secretary of State for Social Security to the Lord Chancellor

of 14 June sets out the silly situation which now exists over social security
legislation this Session.

2. From the Treasury point.of view the most important thing is to ensure that
the change in the uprating formula is effective for the 1980 pensions uprating.
If it is not, it could cost us well over £100 million per annum, depending on
forecasts of earnings and prices. The views of Treasury Ministers varied.as
to whg}her this provision should go in the first or second Bill; my own
preference would have been to grasp the nettle and see it in the first Bill.
What we neveracontemplated, however, was that Ministers would succeed in
getting themselves in the position where it is in neither Bill. If, as seems
likely, it is now not possible - regardless of merits - to get it in the first
Bill, then I recommend you support Mr Jenkin strongly in ensuring that it is
in the second Bill. Meanwhile it is clearly important that Mr Jenkin does

not rush ahead and publish his first Bill before we are assured that this is

80.

3. Meanwhile there are a couple of other points. First, there is the question
of the freezing of the dependency earnings limit. If the Opposition do not

agree to take this with-the Christmas Bonus Bill I recommend that you seek

more time so that the change can nevertheless be made. If it is not made

not only will it cost money, but it will also mean re-opening'Mr Jenkin's
uprating package announced on Wednesday - and this woﬁld not only look odd :
but could be dangerous in terms of cash. Secondly, there are the outstanding
points on the Christmas Bonus Bill. Much of Mr Jenkin's argument falls to the
ground, of course, if the uprating formula is‘taken in the second Bill. Neverth?i
‘léss, you may think it is not worth fighting this point further, given Mr Jenkiﬁfﬁ
evident very strong feelings on the matter, and might wish to rest solely on'an:' 
assurance that automatic increases in the bonus onwards and upwards for all timé

are not contemplated.



L, A draft letter for you to send to Mr Jenkin is below. This should, I

ety

E P KEMP
15 June 1979

think, go urgently.
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DRAFT LETTER FOR THE CHIEF SECRETARY TO SEND TO:

The Secretary of State for Social Services

SOCIAL SECURITY LEGISLATION
Geoffrey Howe and I both have a copy of your letter to the Lord
Chancellor of 14 June.

This is a pretty silly situation we have got ourselves into.- It also
has, as I see it, gerious potential dangers for public expenditure.
Clearly if we are going to change the uprating formula (and if we
fail to do this we shall depending on next year's forecasts of
earnings and prices add upwards of £100 million per annum to pﬁbl;c
expenditure) we must have legislation in one or other of your Social
Security Bills for this Séssion. What is more, this legislation must

the
be on the statute book in good time to be operdtive for, November 1980.

operation.

My view had been that on the whole it might have been better to grasp
the uprating formula nettle in the first Bill, and make sure we got

1t on the statute book in good time. But this now seems to be ruled
out, not least because you have presumably been conducting negotiations
with the Opposition on the basis of the first Bill containing only the
Christmas Bonus provision and the freezing of the dependency earnings
limit. If the Opposition are prepared to agree to a quick Bill con-
taining both these provisions, well and good; but I clearly cannot
accept’ that you should publish such a Bill (and it may be your intention
to do it on Monday) unlesg we have a f{irm assurance from Future lLegislati
Committee that we can ﬁgéﬁqikfﬂ§ruting change in the second Bill, and,
what 1s more, we have your confirmation that even if you do not have
Royal Assent by April wﬁi&nﬂjﬂnbe able to conduct tne 19380 uprating

on prices only and we shéll not be nheld up 1n some way - eg through

the poverty lobby taking us to the courts for anficipating»powers we
have not got. Only when we know that Future legislation Committee

is content and we have your confirmation on these lines, should we

publish your Bill.
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point.
This brings me to 'a second, As I say I hope very much the Opposition

will agree to taking the dependency earnings limit with the Christmas
Bonus. But if they do not, I myself could not agree to dropping the
proposal in respect of the earnings limit. Apart from the cost, it
seems to me it would make us look foolish, and it would be dangerous,
to allow the uprating package which you announced on Wednesday to be
re-opened. If the Opposition do not agree to the proposal;-thereforeb,
I fear we should simply have to find more time for the first Bill.
Finally there is the question of the Christmas Bonus provisions
themselves. I have your letter of 13 June. If I may say so, to

a great extent the grounds on which you objected to my proposal have
now vanished, in that the uprating change is to be taken in the second
Bill. Nevertheless I do’not wish to pursue my points, and would only
ask for your assurance that it is not just permitted by the statute,
but also recognised as permissible and feasible in practice, either
not to increase . the Bonus in any given year, or indeed to reducé 1LE
although not to go below £10, and that nothing would be said during
the passage of the Bill to make people think that the size of the

Bonus must go onwards and upwards for ever.

I am copying this letter to fhe Lord Chancellor, the Home Secretary,

the Leader of the House and to Sir John Hunt.
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BUDGET DEBATE THIS' EVENING

You asked for a brief paragraph summarising the recent improvements in social
security benefits etc which the Chancellor might use this evening. This is
attached, together with another paragrapn indicating the vulnerable areas which

PP e e

he may wish to keep away from.

2. On another point, you asked about exemptions from prescription charges.

The exempt classes are set out in Budget Brief M;15. iﬁ 1978 out of 365 million
prescriptions dispensed, about 23%0 million were exempt - this is about 61 per
cent, or, in very rounded terms, two-thirds. In 1977 the figure was about 63

ver cent.

&

E P KEMP

1% June 1979
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We shall be putting up retirement pensions by over £6 to over £37 per week
for a married couple and by nearly £4 to over £2% for a single persons. These
are the biggest cash increases that have ever been given, and take the pension

to a record level in both real and money terms. frd—these—figures—reflest—3the
hesevrimg—ef—our.pranise to fake full accewnt—of the underestlmate_mh;ch—bhe
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benefits will be going up too, by 173 per cent, which will fully protect bene-

ficiaries against increases in prices, including the increase in VAT which I

have announced. We shall honour our promise to pay a Christmas Bonus of £10.

We shall put up the lone parent premium by 50p next November, and mobility
allowance by &2, from &£10 to £12. These measures are worth about £1,100 million

in 1979-80 and £2,700 million in a full year, and are largely provided for.

o {_Vulnerable areas 7. We do not propose to putyup child benefit this
November. This was increased by £1 to &4 per week/ only two months ago, and

in the present situation a further increase now is not warranted. It is worth
pointing out that the main expenditures involved in keeping a child - housing,
fuel, food, clothes, are not subject to VAT. We are well aware of the inwork/
cut of work problem, but we shall want to examine fhis on a wider front and we
are not sure that increasing child benefit will be the most overall and effective

=

way of tackling it. Fanilv Income Supplement (FIS) will be going up by 17% per
Mo

cent, which w1ll‘%ﬁlp .na,¢ow pagft who will benetit less than others from my

income tax reductions. P prolosa to alter the uprating formula so it is

based on prices only rather than the greater of earnings or prices is something

we regard as right and neceéssary in present economic circumstances in order to

secure justice as between pensioners and the rest of the community. But as I

said in my Budget Speech and as the Secretary of State said later this will

remain a minimum redﬁirement and I am confident that our economy improves it

will be possible to do more so that pensioners can share in the increase in

national pro§9gfity.
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SOCIAL SECURITY UPRALING FORMULA
In the light of the "Lombard" article in the Financial Times today (copy

attached) you may in advance of this evening's debate like to have a note ¢

about the social security uprating formula.

e

2. Mr Brittan's article coes not desl with the proposal in your Budget Speech

that the formula should be changed so as instead of pensions increases belng

S ——

dependent on earnings or prices whichever is the greater, it should be dependent
on prices oniy. It deals instead with the question of whether the earnings or
prices increases (or, for the future, prices only) should be historic or

prospective.

i

T

%. At the moment, the system provides that pensions will go up next November !

by the Government's estimate, made now, of the increase in prices between last

g

T

November and next November. This we describe as the prospective basis. This
the . . . . . ; - 1
year,prices increase that is forecast is, of course, the famous 17z per cent,

and pensions will be uprated by this figure plus the allowance for the last

Administration's shortfall. The alternative approach - the'historic'" method,

< g g

would update pensions next November by an actual increase 1n prices - perhaps

April 1978 to Aprii 1979.

L. Up to 1975-76 the historic method was used. But at that date the previous
Administration switched over to the prospective method. Because inflation was
estimated to be falling, this was widely attacked as a trick and cheating
pensioners out of the part of the increase to which they were due, and the
decision of Ministers was challenged in the courts. However the courts held

that the prospective method was the right one. Any change back now would

require legislation.




5. On merits, there are arguments for and against each method, but on balance
the historic method seems preferable. It has the great advantage of certainty,
and of avoiding not only the problem of shortfall (as we had this year) and,
possibly, in some years longfall, but also the need for the Government to

lay a November on November price increase forecast on the table in addition

to eg the third quarter on third quarter figure which was also published this
year. You and Mr Jenkin agreed, therefore, at your meeting on uprating generally
which was hela on 17 May that in principle the formula should be altered to the
nistoric basis, and officials were asked to consider?ggvise on the appropriate

timing of such a change.

€. There are a number of strands in this timing point, whichare tricky. One
problem in moving to the historic basis is that this year, for instance, the
formula alone would not have provided in the November 1979 pension increase for
your VAT increases, and it probably would not have been tolerable to allow
pensions to run until November 1980 without reflecting these at all. Another
point in relation to the timing of a change lies in the remit to Mr Jenkin

from Cabinet to look at the advantages and disadvantages and practical aspects
of bringing forward the uprating from November, or at least of reducing the gap
between announcement and implementation of the annual increases. Yet another
matter which might have to be borne in mind is the work being carried out by
Mr Byatt on the RPI and possible tax inclusive cost of living index. And
finally there is the gritty point that at a time when inflation is expected to
be falling, as the forecastsnow have it, a shift over to the historic basis
costs us money (indeed, broadly speaking, it 1s the same money which the
previous Administration saved and pensicicrs wuretéheated” out of at the

NS
move to the prospective basis in 1975-7t.)

7. Nevertheless we are putting in hand this examination with DHSS, and hope

to be able to report to you and Mr Jenkin on the timing of a change in due
course. Meanwhile, if the matter comes up this evening it would seem undesir-
able, because of the potential costs involved, to give any hint at all that a
shift back to the historic basis might be in early prospedt. You may wish just

to say that the Government is aware oI the position and will be studying it.

E P KEMP
18 June 1979
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© exchanges on . this

LOMBARD

How not

a railroad .

BY SAMUEL BRITTAN

IT IS pretty controversial for
a Government to embark on a
pelicy, which ‘according to its
own best estimate will lead to
an increase in the Retail Price

. Index of 17} per cent in_the

year up to next November.’ But
to allow this fact to slip out
incidentally in the course of
Supplementary Answers by Mr.
Patrick Jenkin, the Secretary of
State for the Social Services in
relation to' a pensions increase
is scarcely credible.

.. For some reason I happened
to hear the Parliamentary
occasion
which were interrupted by a
familiar, = heavy, portentous
voice: - “I® . the right hon,
Gentleman aware that the calm

complacency with which he'-

. admits that Government mea-

sures will lead to an inflation

- rate of 174 per cent within the
7‘maxt_ few months is totally out-
rageous, that we see no sign

that the Government intend to
fight this . . .?”

“QOutrage

t By now 1 think I ¢an recog-
nise the different Callaghans:

© this was not the machine mani-
' pulator, - nor the opportunist.

°

It was the ex-Prime¢ Minister
expressing genuine outrage at
the inflation prospect and the
way it was' being handled.
Nor is there any point in
blaming the unfortunate Mr,
Jenkin, who has so often been
the. fall guy of Conservative
Administrations. The Govern-
ment is legally obliged to adjust
pensions by  the estimated
increase in retail prices over
the year to next November; and
anyone could have donc the
calculation. Indeed Mr. Jenkin
mentioned his figure mainly to
rebut a suggestion ‘- that the

Government’s inflation’ forecast’

as really 19.4 per cent—some
9 per tent of the pension
increase was compensation for
#n  undetestimate in | the

‘Labour Government's last pen-

Bion rerating.
.The  difference belween the

'Jenl\m 174 per cent and the 16

per cent increase in the retail
price index estimate in the

“or rejected, then at the very

-Every government needs some-

_desirability of a switch from

. necessary a dramatic switch of

e

to run

of the  inflation rate ‘while
unions are formulating their
next season’s wage claims and
employers are thmkmg abOut.
their riposte, d

It is no use Ministers expres-
sing scepticism about forecasts,
if they can be shown.to be
acting on them. If they did not
believe the official 174 per cent
estimate, it would surely have
been possible to base the pen-
sions increase on a lower esti-
mate, making up the difference
after the: event. The whole
episode brings out the unwis-
dom of indexing pensions to an
inflation forecast; while tax
starting points are indexed to
actual inflation - in the past
calendar year,

- If this way out was impossible

least the point should have been

anticipated and: fully covered
in the Budget Speech, which can
be too short as well as too long.

one whose nose is not attached
to a Ministerial grindstone, who
can stand back and look at the
total impact of government
policies, in' broad policy areas.
Such a person can he a Minister
without portfolio, but an effec-
tive head of the “ Think Tank ”
might do thée job as.well,

Churchill

But I do not want to conclude |-

on mere presentation. An eco-
nomic Churchill or de Gaulle—
even if he had accepted the

direct to indirect taxes last year
when Conservative  strategy
was formulated—would have
realised that the deterioration
in both the world and the

British inflation prospects which |’

largely over the
itself made

took place
election period

priorities from playing with tax
switches to countering inflation.

It is not too late for Sir
Geoffrey Howe to begin repairs
ing the damage by announcing
tonight in-his winding-up speech
in ‘the Budget debate, longer-
term and declining monetary |
targets for later financial years.
The excuse that it is first neces-
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cc PS/Chief Secretary
~oe . -, PS/Financial Secretary
”‘fa? Sir Douglas Wass
8ir Anthony Rawlinson
Mr Bailey
* “"Mr Unwin
v Miss Whalley
Mr White

SOCIAL SECURITY UPRATING FORMULA

In my minute of earlier today under this heading I noted that the Chancellor

and the Secretary of State for Social Services had agreed in principle that

a move from the present prospective basis to the historic basis of uprating
should in principle remain, but had asked officials to consider and advise
on the timing of any change. I pointed out that one of the problems in
making a change was that at a time when inflation was falling, a shift to

the historic basis costs us money.

2. We have now done some sums on this. If there is no change, the next
uprating will be based on an estimate made in April 1980 of the November
1979 on November 1980 price movement, which is currently forecast at 133 per
cent. If we move to the historic basis, it would be based on the April 1979
to April 1980 actual price movement now forecast at some 19 per cent. There
is thus a difference of 5, per cent. Each percentage point costs us around
£150 million per annum, so on these figures a change next year could add
getting on for £1 billion per annum to public expenditure. This is intended
to illustrate that no matter how desirable in principle a shift to historic

basis may be, its timing will need very careful study.

%. Perhaps I could take this opportunity of making another point on the
Lombard article. In criticising our use of the 173 per cent, Mr Brittan
asks why it would not have been possible for Ministers to have based the
pensions increase on a lower estimate, and made up the difference after
the event. The trouble with this is that it would not have accorded with
the statute, which requires Mr Jenkin to estimate the increase in prices
(and earnings) since the last uprating, and increase pensions accordingly;
174 per cent was his estimate of this. Under these circumstances anything

less - even if made up after the event - would not have accorded with the




SECRET

statute and, more basically, would have left pensioners for a year not fully
protected agéinst the price rises forecast. The alternative of bringing
forward the uprating to say September, so the 16 per cent figure could have
been used, would have cost us money this year (increased pensions would have
taken @ffect much earlier); more basicallyydhi&was in fact considered by
Cabinet and rejected on the simple grounds that administratively it was not
feasible. Mr Jenkin was, however, asked to examine the possibilities of an
earlier uprating in future years, and this is one of the factors we shall be

taking into account in examining the timing of a change to the historic basis.

[

E P KEMP
18 June 1979
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Secretary of State ; 5
Department Of Health & Social Security

Alexander Fleming House ' ‘Q“é::
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SOCIAL SECURITY LEGISLATION

Geoffrey Howe and I both have a copy of your letter to the
Lord Chancellor of 14 June. B

This rather confused situation has, as I see it, serious
potential dangers for public expenditure. Clearly if we are
going to change the uprating formula (and if we fail to do
this we shall, depending on next year's forecasts of earnings
and prices, add upwards of £100 million per annum to public
exypenditure) we must have legislation in one or other of your
Social Security Bills for this Session. VWhat is more, this
legislation must be on the statute book in good time to be
operative for the November 1980 operation.

My view had been that on the whole it might have been better to
crasp the uprating formula nettle in the first Bill, and make

sure we got it on the statute book in good time. But this now
seems to be ruled out, not least because you have presumably

been conducting negotiations with the Opposition on the basis

of the first Bill containing only the Christmas Bonus provision
and the freezing of the dependency earnings limit. If the
Opposition are prepared to agree to a quick Bill containing

both these provisions, well and good; but I clearly cannot

accept that you should publish such a Bill (and it may be your
intention to do it on Monday) unless we have a firm assurance

from Future Legislation Committee that we can definitely have

the uprating change in the second Bill, and, what is more, we

have your confirmation that even if you do not have Royal Assent
by April we are certain to be able to conduct the 1980 uprating

on prices only and we shall not be held up in some way - eg
through the poverty lobby taking us to the courts for anticipating
powers we have not got. Only when we know that Futur-.Legislation
Committee is content, and we have your confirmation on these lines,
should we publish your Bill.
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PS/Chief Secretary

- PS/Minister of State (C)
PS/Minister of State (L)
Sir Douglas Wass
Sir Lawrence Airey
Sir Fred Atkinson
Sir Anthony Rawlinson
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Mr Anson
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Mr Byatt Mr Butler

Mr Littler
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Miss Brown
Mr Lovell

Mr Monck

Mr Shepherd
Mr Unwin

Mr Bottrill
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Mr White

THE PSBR AND THE FSBR - SOCIAL SECURITY UPRATING FORMULA

I refer to the Financial Secretary's minute to the Chancellor yesterday about

the proposal to change from the historic to the forecast (or prospective) basis
for social security uprating. This crossed with my two notes to the Chancellor
yesterday on this matter, and you agreed that it would be of interest for me

now to give those two minutes the same circulation which the Financial Secretary's

note had.

2. The short point is this. The Chancellor and Mr Jenkin have taken a decisioﬂ

in principle that there should be a change from the prospective to the historic
basis of uprating. There are, however, difficult problems of the timing of the
change and, if i1t were made when inflation is expected to be falling, a risk of
very considerable cost. It may or may not be possible to devise some comparatively
cost-free way of shifting in a period of falling inflation, and this is certainly
something we are studying urgently with the DHSS,with an eye to making any necessar
statutory changes in the Social Security Bill already planned for later this Sessio

in which it is proposed to remove the earnings option from the formula so far as

(=t
. : ' E P KEMP
19 June 1979

long term benefits go. We will keep Ministers informed.
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THE SOCIAL SECURITY UPRATING FORMULA

The Financial Secretary was grateful for your note of earlier today,
and has commented that, now that the decision to revert to the
historic basis has been made in principle, he feels it important
that the legislation necessary to implement the decision should be
in the same bill as the legislation removing the link between the
uprating formula and the earnings growth path. He thinks that

the rules relating to uprating should be changed only once and
perferably sooner rather than later, which would point to using the
Pensioners' Payments Bill if at all possible; but if this is impossible
he would prefer to see both measures in the Social Security Bill
planned for latér in the session. He sees the former as a useful

douceur for the latter.
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The Financial Secretary has also asked me to say that, while he
appreciates that there is a potential cost in this legislation, he
hopes that the timingilmplementation could be selected so as to

avoid this being too heavy: this may mean deferring implementation
§ofreturn to the historic basis, and perhaps of the break with the
earningS 1link, until 1981. In any case, the Financial Secretary
believes that some once for all cost to the Exchequer would be

a price well worth paying for the long term benefits involved. 1In so
far as the cost of returning to the historic basis cannot be zero so
long as inflation is falling, he accepts - and indeed hopes - that the

change will not be costless.

2

P C DIGGLE

19 June 1979
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THE SOCIAL SECURITY UPRATING FORMULA

The Financial Secretary was grateful for your note of earlier today,
and has commented that, now that the decision to revert to the
historic basis has been made in principle, he feels it important
that the legislation necessary to implement the decision should be
in the same bill as the legislation removing the link between the
uprating formula and the earnings growth path. He thinks that

the rules relating to uprating should be changed only onceg and

perferably sooner rather than later, which would point to using the

Pensioners' Payments Bill if at all possible; but if this is impossible

he would prefer to see both measures in the Social Security Bill
planned for later in the session. He sees the former as a useful

douceur for the latter.
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The Fincncial Sccercetary has also asked me to say that, while he
anrprecialtes that there is a potential eost in this legislation, he
hopes that the timingigmplemontation could be selected so as to

avoid this being too heavy: this may mecan deferring implementation
@ofreturn to the historic basis, and per! :ps of the break with the
earningsS © ink, until 1981. 1In any case, the Financial Secretary
believes that some once for all cost to the Exchequer would be

a price well worth paying for the long term benefits involved. In so
far as the cost of returning to the historic basis cannot be zero so

long as inflation is falling, he accepts - and indeed hopes - that the

change will not be costless.

2

P C DIGGLE

19 June 1979
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SOCIAL SECURITY LEGISLATION

Tne confusion over the home for the change in the upreting provisions is, I
hope, now being resolved: the measure will go into the second Bill. I
understand that Lord Chancellor's Cffice are dealing with this, and no doubt a

letter from that direction will set the-record straight. You are looking to me
for confirmation of related points on which our officials have already been in
touch.

First, the situation if we do not have Roval Assent to the second Bill by next
This will be a presentational awkwardness, but it will not prevent us

the uprating on &z prices basis if the forecasts show that
g behind t Bud time rates
and refer nen before the House.
the Second t but that shoulc
. The Upr= o} i uced until =
wiich the Bill had received Assent.

| reach of statutory requirements, and there would therefore be no
danger of court action against us.

Second, the dependency earnings test. I expect Stan Orme to confirm his
provisional agreement. In the unlikely event that I hear this evening to the
contrary, we ought, I agree, nevertheless to go ahead with the Bill as it
stands.

v




Trnird, increases in the Christmas bonus. As you recognise, the legislation
as drafted sets a floor of £10. I eccept that we may not want to increase
the bonus every year; and I accept that if an increase in one year is

su ff1c1ent1v large to zllow a lower bonus to be paid in the next or some
subseguent vear without peyving less than the then current eguivalent of £10

we e 1d be under no moral o“l ration to pay at or above the level of the
- bo €. 1 word utid 1 I do not think that it would

ble to drop bact the value of £1C in order to Dav a
the leve; of the pr imagine that you would no

om this. I am conten

ilating in real value with the passage of vears.
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Thank vou for your letter of 14 June about the scope of our twbd.
Social Security Bills: I have also seen a copy of the 4
Chief Secretary's letter to vou of 18 June. V4

T understand that in the light of your consultations wigﬁ the
Opposgition, and after discussion with the Treasury and.the
Government Whips' Office, you are- proceeding with the ifntroduction
of the Pensioners' Payments and Sccial Security Bi]l,/with the
intention that it should be taken through all its stages in the
llouse of Commons on one day (probably 29 June) so that it can then
be {aken through Lords and presentcd for Royal Assent before the
Long Rccess., The Bill will contain the Christmas bonus and
dependency provisions, but not the uprating provisions which will
hove to be deferred until your later Social Security Bill.
I have confirmed with the Home Secretary as Chairman of QL Committee
that he is content for the unrating provision to be included in
the later Bill, and with the Leaders and Chief Whips in bcth Houses
that they will do everything possible to ensure that the later Bill
“is enacted in time for the uprating in November 19%0Q. I understand
retary is content for the Pensioners' Payments and
ill to be intrcduced in its present [orm on that
I

that the Chief Sce:
i ax
nope our immediate problems have been resolved.

£ to the Home Secrctary, the Leaders of the
ief Secretary, and, for information, to other

I am copying
two Houses and the Ch
QL and L Committees, and to Sir John Hunt.

ours -

Members of

he Pt Hon Patrick Jenkin MP
Secretary ol State for Social
DCepartment of Health & Soc1q
Alexander Fleming House
Elephant & Castle

LCNDON SE1 6§§:f’——
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S0CTAL SECURITY LEGISLATION

Thank you for your letter of 19 June. The Lord Chancellor has now
confirmed in his letter of 20 June that the change in the uprating [
formula will be covered in a second Social Security Bill which

should receive Royal Assent before April. -

2. I am also grateful for your assurance that, even if the second
Bill has not become law by April, you are content that by the s
procedural device of delayingj; not your announcement but the Order :
which would give effect to it, vou can avoid a breach of your

statutory obligation even if Royal Assent has not been given by July.

3 On the Christmas bonus there is still some difficulty. I have
accepted that there should be provision for a £10 cash bonus this

Year within our expenditure plans. Since it is unlikely that payment
of a lower cash amount will be made in future years, you should include
provision in the Survey plans for payment at £10 cash rate. Although
power will be taken in the Bill to enable the Secretary of State to
increase the amount by Order, any proposal that you might wish to put
forward in any future year to increase the bonus to more that £10 -
whether to maintain the real value or to permit a real improvement
would count as an additional claim on resources and would have to be
considered in the context of our priorities at that stage. Accordingly
it would follow that during discussion of the Bill you should not be
drawn into implying either that the £10 bonus would be indexed or that
there is a prospect of an improvement in real value over time and
emphasise only that the clause would empower the Secretary of State to
change the rate of bonus 1in future years.

I am sending a copy of this letter to the Lord Chancellor; Home Secretary,

Leader of the House and Sir John Hunt.Z /WEEif//\‘/zg .
6‘1}‘ \',-‘S’(’\/\

JOHN BIFFEN
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