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§6&IAL SERVICES TRAINING AND THE CHILD CA;;'INITIATIVE

Mr Mellor's letter of 7 October to the Lord President seeks
colleagues' agreement to: (i) a number of improvements in social
services training in the UK (see below), following the
Government's decision not to accept proposals from the Central
Council for Education and Training in Social Work (CCETSW) earlier
this year for 3-year qualifying training for social workers; and
(ii) his proposals for managing the child care training specific
grant in 1989-90. Mr Mellor wants to present this package to the
Social Services Conference on 21 October and at the first Annual
Performance Review with CCETSW on 25 October. Attached to his
letter is a draft speaking note, on which he asks for comments by
17 October.

2 It is unreasonable for Mr Mellor to expect you to give
immediate agreement (even in principle) to these expensive new
proposals before you have had a chance to discuss them in detail
with H Committee colleagues. This submission therefore recommends
that you write to Mr Mellor asking him to defer specific public
references to these new proposals until they have been subject to
more rigorous scrutiny and collective discussion. A draft letter
is attached.

Social services training

3. Mr Mellor's proposals (estimated to cost some £20-30 million a
year from 1990-91) go well beyond those you discussed in
correspondence with Mr Newton earlier this year, and which formed
the basis of the 1988 Survey bid. Those proposals centred on
improvements in existing qualifying training - in particular in
the quality and quantity of practice placements and the phasing
out of l-year post-graduate courses so that all social workers

would have a minimum 2 years of qualifying training. Mr Mellor's
latest proposals include:

(2 \\o
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. - further improvements in qualifying training and the
practical experience obtained by students (over and above
those which were the subject of this year's successful DH

Survey bid);

- enhanced post-qualifying training, including specialist
training and training in supervision. This would be in
addition to the in-service training in care of the elderly
and of children, which is the subject of two recently agreed

specific grants;

- vocational training for non-professional support staff
through the National Vocational training arrangements.

4. Mr Mellor's letter is however very thin on detail. We will be
meeting DH officials shortly to discuss these issues, and will
give you a detailed assessment then, prior to a discussion in H
Committee. In the meantime, the fact that these proposals have
not yet been fully developed (let alone properly costed) under-
lines the need to avoid explicit public reference to them now.

Costs

5. The estimated (UK-wide) costings of these proposals - which
would fall mainly, but not exclusively, on LA PSS current
expenditure - are shown below. (DH officials stress that these

costings are very provisional, and will need a good deal of
further work.)

£ million

- qualifying developments 10-12%*

- post qualifying training initiative 10-12

- vocational training through NVQ 1-7 +
Total 20-30

* includes 1988 Survey bid of around £5m a year.
+ costs would rise quickly after 1991, reaching an estimated
£5m by 1991-92 and £7m by 1994-95.

6. Mr Mellor says (rather disingenuously) that he is not seeking
any firm commitment to additional expenditure at this stage, only
"broad endorsement of the policy aims"; yet for him to deliver a
speech setting out these proposals would be tantamount to pre-
empting the necessary resources.
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.ild care specific grant

7. You agreed in June to the introduction of this £7 million
grant (covering £10m of expenditure) from 1989-90. Mr Mellor now
seeks agreement to the proposals for administering and monitoring
this grant outlined in the papers attached to his letter. We are
not yet fully satisfied with these arrangements (for example,
while the papers indicate that targets are to be set and
monitoring and evaluation arrangements established, we are not
told when or what they will be). We recommend therefore that you
express caution in your reply to Mr Mellor: the Prime Minister
has taken a close interest in social services training. The Nol0
letter of 29 July noted that there was a risk that some of the
proposed expenditure would be misdirected without strong central
supervision and monitoring against agrecd standards; this has not
yet been achieved. The Prime Minister has also said that it is
important to involve independents in developing this training. Mr
Mellor says that his proposals have already been the subject of
independent scrutiny, and that the thrust of both this grant and
the social services training proposals "has been endorsed".
However he provides no further details, and we suggest your reply
should ask for clarification.

Conclusion

8. The immediate need is to comment on Mr Mellor's draft
speaking note. Paragraphs 3-10 cover those areas of policy which
have already been agreed, and are uncontroversial. The new

proposals are discussed in paras 11-15, and we recommend that you
ask Mr Mellor not to include them in his speech. (We have looked
carefully at ways of toning down the final section of his speech,
but it is very difficult to find ways of allowing Mr Mellor to
refer to specific proposals - however much hedged about by
qualifications - without committing the Government to them.) That
would still allow Mr Mellor to set out clearly and positively the

initiatives the Government is already taking in this field. He
could also say that the Government is continuing to look at ways
of making further improvements, and would welcome suggestions

from both the local authorities and CCETSW on the best way
forward. What he should not do at this stage is try and spell
out the Government's position on future action before it has been
properly discussed and agreed. A draft letter is attached.

D RAYNER
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.AFT LETTER FROM: CHIEF SECRETARY

TO: MINISTER FOR HEALTH

SOCIAL SERVICES TRAINING AND THE CHILD CARE INITIATIVE

Thank you for sending me a copy of your letter of 7 October to
John Wakeham.

24 I was surprised to see your new proposals for social worker
training so soon after the conclusion of my bilateral discussions
with Ken Clarke and the Survey settlement on LA expenditure. I
appreciate your desire to develop a coherent strategy in this
field, and to improve the Government's contribution to social
services training throughout the UK. However your letter
introduces a number of new initiatives which we have not yet had
the opportunity to discuss in detail with colleagues. I think you
will therefore agree that it would be premature to make a detailed
statement of the Government's proposals for the future before they
have been properly discussed and agreed.

3. I appreciate that you do not propose to mention specific
expenditure figures at the Social Services Conference or to
CCETSW. Even so, a public statement of your future policy
intentions would effectively commit the Government to the
associated expenditure. The figures quoted in your letter are
moreover considerably higher than the level of new resources for
which you bid in the 1988 Survey. Your new proposals - including
the precise cost implications - would therefore need to be subject
to careful scrutiny and collective discussion before any public
statement were made of the Government's intentions.

4. I realise that this means curtailing the draft speaking note
attached to your letter, effectively from paragraph 10 onwards;
but, in the circumstances, there appears to be little alternative.
That would however still allow you to present in a positive light
the initiatives the Government is already taking in this field;
and it would not prevent you from giving assurances both to the
local authorities and to CCETSW that you are committed to looking
carefully at the best ways of making further improvements in the
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rangements for social services training (including in those
areas where you are yourself keen to make progress), and that you
would be happy to consider any further proposals they want to put
forward. I hope you will agree that this is the best way of
proceeding until we have reached satisfactory collective decisions
on these issues.

8. Turning to the child care specific grant, I welcome the
progress that has been made, although I feel there are still a
number of aspects which need to be looked at carefully. These
include the formulation of precise targets and objectives against
which the performance of the grant will be measured, and the
arrangements for ensuring value for money. Effective central
supervision and monitoring arrangements against agreed standards
need to be set up before any additional child care support money
is provided to the local authorities in order to ensure that this
expenditure is not mis-directed. I suggest officials continue
their discussions on this alongside the arrangements for the
specific grant for training staff helping the elderly, which we
will be reviewing in the 1989 Survey. I welcome the fact that the
child care grant has been subject to an independent scrutiny, and
would be interested to see further details in time to inform our

collective discussion in H Committee.

6. I am copying this letter to the Prime Minister, members of H
Committee and to Sir Robin Butler.

[JM]
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DRAFT LETTER TO PARLIAMENTARY COLLEAGUES

Disabled people - their numbers and circumstances - are likely to
receive considerable attention in the forthcoming Parliamentary
session because of a series of reports by the Office of
Population Censuses and Surveys (OPCS) containing new research
information. It may help you to know how the Government intends

to approach this.

The first report - on the prevalence of disability among adults -
was published in September and another will follow next month
[November] on the financial circumstances of disabled adults. A
third report will cover disabled adults' use of services and the
circumstances of those in homes, hospitals etc, and a further
three will provide the same range of information about disabled
children as about adults. Publication of all six will be

complete by next Summer.

These reports come from research commissioned from OPCS in 1984
to look comprehensively at people of all ages with all types of
disability, down to a relatively low threshold of severity. The
first report's estimate of 6 million disabled people is
determined by this threshold : different figures from earlier
surveys using a different threshold do not mean that the
prevalence of disability has changed or that the earlier figures

were wrong.

The threshold chosen also means that the estimate of 6 million
people includes many who would not regard themselves as disabled
or in need of special help from services or cash benefits. For
example, almost 70% of the 6 million were people aged 60 or over,
many of whom consider the relatively minor 1limitations of
hearing, vision or movement recorded by the survey as in fact
normal for their age. In all, about a third of the 6 million
fall within the 2 lowest of 10 categories of severity. As the
first OPCS report itself points out:



"The choice of a relatively low threshold of disability
means that it is all the more important to avoid any
sweeping conclusions - for instance that all those included
in this study are unable to support themselves, oOr are
unable to lead normal lives or are necessarily dependent on
services or social security benefits."

We shall consider carefully the implications for benefits and
services of this important series of reports. We will use the
survey data to help judge how the substantial existing resources
are targeted and to see whether there are better ways of
providing help to those who need it most. We have said that we
will welcome comments on the reports as they are published.

Policy for future benefits for disabled people must reflect the
considerable growth in expenditure already under this Government
- 80% in real terms since 1979, with a total now standing of
about £7 billion per year. And because two-thirds of disabled
people are past retirement age, it is worth remembering that over
the same period pensioners' incomes have improved by 23%. Our
consideration of the survey findings must also acknowledge the
considerable changes that occurred last April - after the survey
was carried out - which resulted in £70 million extra being spent

on income support payments for disabled people.

In the field of services for disabled people, the Department of
Health is planning with the local authority associations for the
progressive implementation of the remaining sections of the
Disabled Persons Act 1986. And the Government has also given
planning guide-lines to health authorities which emphasise the
need to plan and develop services across the whole range of
disabilities. To carry this forward, a Health Notice will
shortly be issued, giving models of good practice.

The implications of the unprecedented wealth of information from
the OPCS surveys stretch far beyond central government. So we
hope that the reports will generate discussion about the best



ways of providing help for those disabled people who need it -
involving not only central government but also local and health
authorities, the professions, voluntary organisations, employers,
and everyone else in a position to help. Above all, we hope that
the reports will stimulate new impetué and insights to help
disabled people overcome the effects of their disabilities and,
by being better able to help themselves, to achieve the
independence which they most prize.
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SOCIAL SERVICES TRAINING AND THE CHILD CARE TRAINING PROGRAMME

Thank you for sending me a copy of your letter of 7 October to
John Wakeham.

I am content with what you propose.

I am copying this letter to the Prime Minister, John Wakeham,
members of H Committee, and to Sir Robin Butler.

f
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TONY NEWTON
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THE EMPLOYMENT STATUS OF ACTORS AND PERFORMERS
TAX, NATIONAL INSURANCE AND VAT TREATMENT

1% You asked on the 'phone how we would decide who was an
"established" performer and whether there would be much
difference in the numbers of people affected by the two
options set out in my note of 6 October,

"Established" performers"

2 The conditions we laid down in the new instructions
issued to tax offices in June 1987 (paragraphs 8 and 9 of my
note of 6 October) to be satisfied for actors to be treated as
"established" for the purpose of the transitional option
(option 2) were:

a, the performer must have been accepted as assessable
under Schedule D for the previous 3 years of assessment
and have submitted accounts; and

et PS/Chancellor of the Exchequer Mr Painter
PS/Chief Secretary Mr Beighton
PS/Paymaster General Mr Lewis
PS/Economic Secretary Mr Elliot
Mr Scholar Mrs Marshall
Mr Culpin Mr Fraser
Mr Gilhooly Mr O'Brien
Mr Cropper Mr Madden
Mr Ramsden Mr Carr
Miss Hay Miss McFarlane

Mrs Clark

Mr Nicholson ~ Customs Mr Jarvis

Mr Fanning - DHSS PS/IR



b, he or she must have had their first professional
engagement before 1 January 1987; and

C. 75 per cent of total income (excluding unemployment
benefit) must have arisen from engagements as an actor

etc.

34 The first condition -~ three years of Schedule D
assessment - is we feel the minimum requirement for an actor
to be regarded realistically as "established®™, At the time
the June 1987 instructions were issued not all actors who had
entered the industry before 1 January 1987 would have been
able to satisfy this first condition. Now more than 12 months
later more will qualify. Those joining just Dbefore
January 1987 should have notified us by 5 April 1988 of
chargeability under Schedule D and estimated assessments will
have been issued for 1986/7, 1987/8 and 1988/9.

4. The 1 January 1987 date prevents any extension of people
entitled to the transitional rules. For example an actor who
enters the industry. after that date, engaéed under contracts
for services (self-employed), could then establish a history
of Schedule D treatment to satisfy the first condition,But the
cut off date stops him gqualifying for the beneficial
treatment.

5% The last condition is not as essential as the others and
might be omitted. This would make it easier to identify those
qualifying for the transitional treatment and help us to
prepare, with the industry, a definitive list.

Numbers affected

6. The difference between the options is that the
legislative option (option 1) would give all actors, including

those who had already accepted Schedule D treatment and all
those who set out on their careers after 1 January 1987,
Schedule D treatment. ‘The transitional option (option 2)
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would only give ‘"established" actors this more beneficial
treatment. Those entering the industry since 1 January 1987
would be subject to the normal Schedule E requirements.

: £ We have no central information on the numbers of actors
who might qualify as established for option 2. We expect a
very high percentage of those currently involved in 1live
theatre would be able to get the transitional treatment. This
percentage would decrease in the long term as actors retired

or left the industry and new people entered who did not
qualify,.

v el
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A C JARVIS
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NHS AUDIT

The Chancellor has seen and noted your minute of 11 October,

which he was most grateful.

I\A,P\,\)

MOIRA WALLACE

for



SCOTTISH OFFICE
WHITEHALL. LONDON SWIA 2AU

e R——
A R N AT S T et WS A TS H

David Mellor Esq QC MP | ——
Minister for Health ACTION
Department of Health

Seit

Richmond House ok (1)(, M}a?_@f}_’ 1
79 Whitehall , e :
London : zw.-fQi‘é{L&_&\_aLéw,
SW1A 2NS ; g s
: _.._fmjo_,\&(,_(,ﬁ&(m%t”w |7 October 1988
__itn (ol

| X
le, b MVA\\ )

SOCIAL SERVICES TRAINING AND THE CHILD
CARE TRAINING PROGRAMME

Thank you for sending me a copy of your letter to John Wakeham about
the programme you intend to introduce for the improvement of social work
education and the terms of a statement you propose to make at the Social
Services Conference on 21 October.

I envisage that social work education will develop on broadly similar lines
in Scotland but there will have to be some differences of emphasis to take
account of particular Scottish circumstances. My officials are in touch
with yours and also with CCETSW about the details.

I understand that you intend to make clear at the Conference that, while
the Government as a whole is committed to the improvement of
arrangements for providing social work education, the detailed application
of the policy will vary in different parts of the UK. On that basis I am
content with your proposals.

I have sent copies of this letter to the Prime Minister, members of

H Committee and Sir Robin Butler.
Wi P

MALCOLM RIFKIND

MJD00313.108
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SOCIAL SERVICES TRAINING AND THE CHILD CARE TRAINING PROGRAMME

Thank you for your recent letter. The Prime Minister has
also seen Mr Mellor's letter of 7 October to the Lord
President.

On child care training, she has commentsd that the
balance of advantage lies with keeping the expert team
(referred to in paragraph 6 of the annex to Mr Mellor's paper)
very small, limited to the NSPCC and CCETSW. The Prime
Minister was pleased to note that Mr Mellor intended to
discuss the proposals with Lady Faithfull and hopes that
Mr Mellor will continue to keep Lady Faithfull involved with
the exercise, using her as an independent sounding board, as
the work progresses.

The Prime Minister has also seen the Chief Secretary's
letter of 17 October about the wider proposal for social
services training. She agrees that it is more important to
use existing resources to their fullest effect rather than
committing the Government to the additional expenditure to
which a public statement of future policy intentions would
lead. With that in mind, it would be better if the draft
speech adopted a rather more cautious tone in its second
half.

A copy of this letter goes to Alison Smith (Lord
President's Office), Carys Evans (Chief Secretary's Office)

and to Trevor Woolley.
:7ﬂ1! Jd e Cen
\:ZIQA&AkvtC

DOMINIC MORRIS

Miss Jenny Harper,
Department of Health

CONFIDENTIAL
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Neus Moisker
SOCIAL SERVICES TRAINING AND THE CHILD CARE INITIATIVE

Thank you for sending me a copy of your letter of 7 October to
John Wakeham.

I was a little surprised to see your new proposals for social
worker training so soon after the conclusion of my bilateral
discussions with Ken Clarke and the Survey settlement on LA
expenditure. I appreciate entirely your desire to develop a
coherent strategy in this field, and to improve the Government's
contribution to social services training throughout the UK. This
is clearly very important and I am glad you are addressing it.
However your letter introduces a number of new initiatives which
we have not yet had the opportunity to discuss in detail with
colleagues. I think you will therefore agree that it would be
premature to make a detailed statement of the Government's
proposals for the future before they have been properly discussed

and agreed.

I appreciate that you do not propose to mention specific
expenditure figures at the Social Services Conference or to
CCETSW. Even so, a public statement of your future policy
intentions would effectively commit the Government to the
associated expenditure. The figures quoted in your letter are
moreover considerably higher than the level of new resources for
which you bid in the 1988 Survey. Your new proposals - including
the precise cost implications - would therefore need to be subject
to careful scrutiny and collective discussion before any public
statement were made of the Government's intentions.

I realise that this means curtailing the draft speaking note
attached to your letter, effectively from paragraph 10 onwards;
but, in the circumstances, there appears to be little alternative.
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That would however still allow you to present in a positive light
the initiatives the Government is already taking in this field;
and it would not prevent you from giving assurances both to the
local authorities and to CCETSW that you are committed to 1looking
carefully at the best ways of making further improvements in the
arrangements for social services training (including in those
areas where you are yourself keen to make progress), and that you
would be happy to consider any further proposals they want to put
forward. I hope you will agree that this is the best way of
proceeding until we have reached satisfactory collective decisions
on these issues.

Turning to the child care specific grant, I welcome the
progress that has been made, although I feel there are still a
number of aspects which need to be looked at carefully. These
include the formulation of precise targets and objectives against
which the performance of the grant will be measured, and the
arrangements for ensuring value for money. Effective central
supervision and monitoring arrangements against agreed standards
need to be set up before any additional child care support money
is provided to the local authorities in order to ensure that this
expenditure is not mis-directed. I suggest officials continue
their discussions on this alongside the arrangements for the
specific grant for training staff helping the elderly, which we
will be reviewing in the 1989 Survey. I welcome the fact that the
child care grant has been subject to an independent scrutiny, and
would be interested to see further details in time to inform our
collective discussion in H Committee.

I am copying this letter to the Prime Minister, members of H
Committee and to Sir Robin Butler. w \

owes acorly

P

(fJOHN MAJOR
\
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DISABILITY BENEFITS: OPCS SURVEYS

Mr Scott's private secretary wrote on 14 October enclosing a draft
letter which the Minister would 1like to send to Parliamentary
colleagues this week. This is to ensure that colleagues are
properly briefed on the background to the OPCS' reports, and it
follows the suggestion in your letter of 5 September to this

effect. Mr Scott's office would like a response as soon _as
possible.
24 The draft follows fairly closely the press statement issued

at the end of last month, on publication of the first OPCS volume
on the prevalence of disability. It puts the six million figure
in the context of the low threshold chosen for the survey, and
draws attention to the large number of elderly people falling
within the criteria adopted. On expenditure, I think the draft
strikes the right note in saying that the reports will be used "to
help judge how the substantial existing resources are targetted
and to see whether there are better ways of providing help to
those who need it most". There is therefore no promise or hint of
additional resources. And I doubt whether it would be sensible at
this stage to suggest that savings measures were in the offing.

3. There is just one point you might like to offer to Mr Scott
by way of comment. On page two of the draft letter, he rehearses
one of our favourite lines, namely that expenditure on disability
benefits under this government has risen by 80 per cent in real
terms since 1979. As you know, about three quarters of this
increase has come about because of increased take-up, with the



remaining increase due to a higher level of average payments.
This point was picked up in Friday's Guardian by Melanie Phillips
and will no doubt be well known to Members who take a close
interest in the disabled. It may be as well therefore to spell
this point out - it is actually a helpful point in that it shows
that far from all of the increase has been due to higher take-up.

4. Volume 2 of the OPCS reports, on the financial circumstances
of the disabled, is to be published next month - probably in the
second half of the month, after the Autumn Statement. The reply

to Mr Scott's office might remind DSS to consult us about the
content of any press statement or briefing for publication day.

5. I attach a draft private secretary letter, which also picks
up a couple of small drafting points.

Jevo

J P MCINTYRE
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DRAFT LETTER TO:

Nicholas Bromley Esq

PS/Minister of State for Social Security and the Disabled
Richmond House

79 Whitehall
LONDON SW1A 2KS

DISABILITY BENEFITS: OPCS SURVEYS

Thank you for your letter of 14 October enclosing a draft
letter which your Minister would like to send to

Parliamentary Colleagues.

24 The Chief Secretary is broadly content with the draft.
But on page two, there is a reference to the 80 per cent real
terms increase in expenditure on disability benefits since
19795 The Chief Secretary thinks it might be helpful to
point out that around % of this increase has been due to
higher take-up and the remaining % to an increase in average
payments of benefit. This is fairly well known and has been
picked up in the press again recently. It may be of some
help to the government's case in drawing attention to the

fact that far from all of the increase has been due to higher

take-up.

#
3. There are two small drafting points in the same
paragraph. In the second sentence, the letter might make it

clear that the 23 per cent increase in pensioners' incomes
since 1979 is the average figure in real terms. And in the
final sentence, the extra expenditure on income support is

presumably being incurred "per year".



4. I understand that Volume 2 of the OPCS reports, on the
financial circumstances of the disabled, is to be published
next month. The Chief Secretary hopes that Treasury
officials can continue to be kept in touch on any press
statements and briefing which your Department is preparing

for publication day.

JOHN MAJOR
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OPCS SURVEY OF DISABILITY

Thank you for your letter of 6 October conveying to Ministers in
all Departments the Prime Minister's wishes on the commissioning
of public statistics and reports. Her comments arose from
concerns about the OPCS survey of disability but in your
preceeding telephone call you confirmed that the Prime Minister
recognised that responsibility for such difficulties did

not lie with my Secretary of State. I can assure you that my
Secretary of State does ensure that research is commissioned with
proper caution and that - as with the disability survey - other
Departments are consulted where necessary.

You also expressed interest in the remaining reports in that
series. There will be five more reports as follows:

financial circumstances of disabled adults in private
households;

prevalence of disability among children;

disabled adults' use of services, including institutional
care;

financial circumstance of families of disabled children; and

disabled childrens' use of services, including institutional
care.

The first report in this list will be published next month and

the remainder between February and July next year. OPCS divided
up the survey results in this way because of their volume and

200 3v8d LIPS @12 18 SSHA WOdA4 82:391 88: NON 8
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diversity. There is also the important presentational
consideration that this will permit the publication of results as
soon as they become available and are written up, thereby helping
us to rebut the persistent but unfounded allegation by Alf Morris
and others that the Government is delaying publication to suit
its own purposes.

We, and now also the Department of Health, are considering
carefully with OPCS how the results should be presented and
interpreted in each report. OPCS rightly and jealously regard
their reputation for high quality social research. But on the
first report for example were able to secure important changes in
the presentation of the threshold of disability chosen for the
survey and of the significance of the resulting statistics.

The next report - on financial circumstances of disabled adults -
paints a complex picture,Fhe main findings are that the majority
of disabled people, even those below pension age (for whom the
proportion is 70%), are non-earners and that they have low
incomes. But those receiving the benefits paid on account of
attendance or mobility needs are better off than others wholly
dependant on benefits. The attendance and mobility allowances
are shown to be fairly well targeted on the main areas of extra
costs incurred by disabled people but the actual extra costs are
generally far lower than the current level of these benefits.
There are also strong signs that many people eligible for these
benefits are not receiving then.

When this report and subseguent ones are published, Social
Security Ministers will use every opportunity to emphasise the
positive findings and the Government's record in this field. For
example, as an adjunct to the next OPCS report next month we
shall also be publishing market research results which give good
news on the spread of long-term occupational sick pay.

\( s

J S LORD
Principal Private Secretary
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FROM: J P MCINTYRE
DATE: 17 October 1988

CHIEF SECRETARY cc Mr Anson
Mr Phillips
Miss Peirson
Mr Turnbull
Mr MacAuslan
Mr Ramsden
Mr Call

SURVEY: SOCIAL SECURITY

I attach a brief for your meeting tomorrow on the lines requested.

A0ec

J P MCINTYRE
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A. OUTSTANDING ISSUES
£ million

1989-90 ~ 1990-91 1991-92
DSS proposes:
Full uprating of child benefit 44 44 44
Unfreezing overseas pensions 10 29 A 48
Community charge compensation 29 30 30
83 103 122
Treasury proposes:
Freeze of child benefit -153 -153 -153
Disability benefits -50 -100 -150
-203 =253 -303
MEMORANDUM:
(UB cut to 6 months: - -135 -175
(Extra training (estimate): - +15 +15

B. EFFECT ON PROGRAMME OF TREASURY PROPOSALS

Baseline 50,889 53,347 54,681
DSS bid
Benefits 3 1204 3123
Admin 184 254 211
Total Bid 187 1458 3334

HMT proposed reductions on bid

Child benefit -197 -197 -197
Overseas pensions -10 -29 -48
Treasury settlement*: =20 1232 3089

* Assumes disability options dropped and community charge
compensation agreed in full. Leaves only HB transitional scheme
to be settled bilaterally - Mr Moore due to write. Takes no
account of 2nd round of revised economic assumptions (lower
unemployment and higher inflation) to be discussed at Chancellor's
meeting on Wednesday, of which DSS unaware. Effect likely to
reduce Year 1 by around £200m, leave Year 2 roughly unchanged and
Year 3 up by perhaps £150m.




c.

a.

ii.

b 5 2 I

i3

iii.

CASE FOR MORE SAVINGS DESPITE LOW BID IN YEAR 1

Unemployment has fallen 600,000 since last PEWP. Saves
£1,300 million a year. But estimating and policy bids, plus
administration, will wipe out most of these savings.

Estimating and policy bids substantial: 998/1710/2767.
Reasonable to seek larger offsets than DSS have so far
offered.

Even after CB freeze, programme set to rise by roughly 2% per
cent on average in real terms over Survey period.

Still strong upward pressures on programme - eg disability,
poorer pensioners (in next Survey).

BULL POINTS FOR UPRATING STATEMENT

Over 90 per cent of programme uprated fully in line with
inflation, including benefits for poorest: IS, FC, HB.

CB freeze saves £275m gross but £80m of this diverted to
extra income-related benefits. 25 per cent of children in
families which will suffer no loss. eg couple with 2 young
children on gross earnings of up to £146 a week would suffer
no loss.

Unemployment down 600,000 since last PEWP. Saves
£1,300 million. Could have meant big reduction in programme,
even after allowing for higher inflation. Instead, programme
broadly unchanged.

ISSUES OTHER THAN CHILD BENEFIT: KEY POINTS

Overseas Pensions. Resist. Gross cost rises to £175m (at
current pension rates) in 15-20 years. Would therefore wipe
out savings from CB freeze in long term.

Community charge compensation. Accept provided Mr Moore gets
Mr Ridley to announce new estimate of next year's average
charge and revised (higher) estimate of this year's.
Otherwise critics will compare next year's £1.05 with
estimate already published for this year - 95p - and point to
apparent 10%% increase. This would undermine E(LF) decision

on once-for-all compensation, uprated in line with inflation.

Disability. Drop options. Note estimating bids of 606/1362/
2494. But for next Survey.

POSSIBLE SWEETENERS

Cut FC taper from 70 per cent to 65 per cent. Cost £40-50m.
Would re-focus attention on tapers - 1/4
to 1/3 of gainers would have most of gains wiped out by 85

per cent HB tapers.

Increase FC premia. £1 increase in all child credits would
cost £55m. Same taper problem as for (i).

Increase IS family premium. Over 1lm gainers. Cost: over
£50m on IS, plus knock-on to HB. So expensive.



G. DEFENSIVE POINT ON CB FREEZE

FC take-up well below expectations

Partly due to buoyant earnings and tax cuts (which float people
off FC). 1989-90 bid is still for higher expenditure than in last
PEWP (446 versus 428) because average payments of FC have been
higher than expected, offsetting lower caseload. Note that £3m
spent on TV/press advertising of FC, plus leaflets. So government
can't be accused of not promoting take-up.
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CONFIDENTIAL V

Treasury Chambers, Parliament Street, SWIP 3AG

Nicholas Bromley Esq
Private Secretary to the
Minister of State for Social Security and the Disabled
Department of Social Security
Richmond House

79 Whitehall

London

SW1A 2NS

Deav Niclhwlos

| & october 1988

DISABILITY BENEFITS; OPCS SURVEYS

Thank you for your letter of 14 October enclosing a draft letter
which your Minister would 1like to send to Parliamentary
colleagues.

The Chief Secretary is content with the draft subject to the
following points. On page two, there is a reference to the 80 per
cent real terms increase in expenditure on disability Dbenefits
since 1979. The Chief Secretary thinks it might be helpful to
point out that around 3/4 of this increase has been due to higher
take-up, and the remaining % to an increase in average payments of
benefit. This is fairly well known and has been picked up in the
press again recently. It may be of some help to the Government's
case in drawing attention to the fact that far from all of the
increase has been due to higher take-up.

There are two small drafting points in the same paragraph.
In the second sentence, the letter might make it clear that the 23
per cent increase in pensioners' incomes since 1979 is the average
figure in real terms. And in the final sentence, the extra
expenditure on income support is presumably being incurred "per
year".

I understand that Volume 2 of the OPCS reports, on the
financial circumstances of the disabled, is to be published next
month. The Chief Secretary hopes that Treasury officials can
continue to be kept in touch on any press statements and briefing
which your Department is preparing for publication day.

‘jws wer

~

§

MISS C EVANS
Private Secretary
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SOCIAL SERVICES TRAINING AND THE CHILD CARE TRAINING PROGRAMME

Thank you for sending me a copy of your letter of 7 October 1988 to
John Wakeham.

For my part I am content for you to make your proposed statement at
the Social Services conference on 21 October, provided that it is
understood that you are prepared to bid for and, if necessary, to
find any additional resources which institutions for which I am
responsible might require to participate in the proposed in-service
programme. I could not undertake to find them myself.

Indeed, I believe that we should be considering the adoption of a
fee regime for your proposed programme comparable to that which now
applies to courses of in-service training for teachers, whereby
courses lasting less than one year full-time or their part-time
equivalent are charged for at full-cost. I should be grateful if
this could be discussed between officials of our two Departments.

I am copying this letter to the Prime Minister, members of
H Committee and Sir Robin Butler.

N
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My ref:

Your ref:

David Mellor Esg QC MP
Minister for Health
Richmond House ]_”
79 Whitehall
LONDON

Swl

I8 October 1988
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Thank you for copying to me your letter of 7 October to the Lord
President about social services training and the child care
training programme.

My only concern is with the implications which your proposals
might have for the workload and manpower of local authorities. I
note that you are not seeking any firm commitment to additional
expenditure at this stage and that you intend there to be

wide ranging consultations before determining what extra resources
can be made available. I shall be interested to know what comments
you receive about the resource implications and we shall then have
to consider whether the new burdens procedure will need to be
involved.

// I am cepying this letter to the Prime Minister, members of H
Committee and Sir Robin Butler.

o OV S%\AQ;&\AJK\\_,_\\
§\$ <;;;;> 0/(\~_:::>
p NICHOLAS RIDLEY

(Approved by the Secretary of State
and Signed in his Absence)

ég%; :
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X Department of Health and Social Security
; Arndale House Arndale Walk Wandsworth SW18 4BU

DHSS

Telephone  870~1451

EXT 250

Your reference

Mr C G Duckworth
71 Exeter House 1
Futney Hezlh

Our reference

LONDON Date
SW15 5TQ
IZ October 1988
18 OCT 19868
Dear Sir T o

Your letter of 23 September 1988 has been passed to me for attention.

The law relating to Retirement Pension requires that where a contributor is
self-emplovaed, a minimum of 52 contributions (53 in appropriate years) must be
recorded in any year in order that it may be reckonable. Where a contributor
has some contributions recorded in any year but insufficient to qualify for a
reckonable vear, the contributor is advised accordinely and invited to remit the
necessary sum in order to make the relevant vear reckonable for benefit purposes.

Hence the computer produced letter of 3 June 1088.

I refer to the Department's letter of 30 August 1988 which explained how the
discrepancy of these two weeks arose. This was an error, and I repeat the
apology on behalf of the Department contained in the letter. I have to refute
the suggestion contained in your letter that any officer acted with fraudulent
or mischievous interest. It would be inconsistent for any officer to act in
this way, and having examined all the documents I am satisfied ‘that the error
was a genuine mistake.

T can confirm that the 1985/87 year will now be reckonable for pension purposes.
T note that you have written to the Private Secretary to yougr Member of Parliament
and I shall be pleased to answer any questions which may ar

P A Edwards
Assistant Manager
(Compliance)
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CONFIDENTIAL

CHIEF SECRETARY
lg October 1988

PRIME MINISTER
SOCIAL SECURITY
Further to our conversation this evening, I thought it might be

helpful if I were to outline the kind of scheme we could consider.
It is essentially the scheme which Nick Scott put forward earlier

o \}this year in his minute to you of 8 June.

2 The aim would be to direct additional resources to pensioners
who are over 80 or disabled and who are dependent on the basic
benefits. There are over 1 million pensioners in these categories
receiving income support and/or housing benefit. Under the
scheme, we would increase the income support premia for people in
these groups by an extra £2 for single pensioners and £3 for
couples. These amounts would be in addition to the normal
uprating of their income support to reflect inflation. Thus the
total increases we would announce (to take effect next April)
would be over £4 a week for single claimants and over £6 a week

for couples.

3 DSS have costed these proposal at around £75 million in the
first year, rising to about £85 million in the second. 1
understand the changes could be achieved by regulations.

4 In other circumstances, I might have preferred to delay an
initiative to help poorer pensioners until the next Survey, with
implementation in April 1990. And there are some disadvantages in
moving now on these particular proposals. First, the scheme would
not help those non-disabled pensioners under 80 who have retired
with little SERPS or occupational pension entitlement. There are
1%¥ million in this group on income support, and a further 2%
million on housing benefit. Second, announcing extra help for



CONFIDENTIAL

the disabled now rather anticipates one of the options we would
have considered next year in responding to the OPCS Survey. So if
we go ahead with the scheme, we must extract maximum credit for
Ik

5 However, despite these drawbacks, the scheme has considerable
attractions and would help to show that our policy of targetting
benefits on those in need is actually a very positive one.

6 I believe in all the circumstances we could now proceed with
this scheme immediately and refine it next year.

1 I am copying this minute to the Chancellor.

(}ZAN1S Q&?b\n/‘
JOHN MAJOR

(Approved by the Chief Secretary
and signed in his absence)
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MISS C EVANS
19 October 1988

MR A C S ALLAN
ce Mr Anson ‘
Mr Turnbull Mits Peirfou~
Mr McIntyre

SOCIAL SECURITY: DEAL

This is to confirm that the Chief Secretary has spoken to Mr Moore
and confirmed the attached deal. The total cost is £74 million,
£13 million less than the £87 million we expected this morning.

2 The Chief Secretary has agreed that the increase in Family
Credit/IS should be 50p in order to decouple it from the Child
Benefit freeze. He is anxious that we do everything possible to
present this as an exceptional, one off measure.

V//g The Chief Secretary took the opportunity of pressing Mr Moore

to produce his proposals for NICs. He wundertook to pursue
urgently.
4 The Chief Secretary is most grateful for Mr MciIntyre's

excellent and very fast work on all this.

vV
\ MISS C EVANS
L é Private Secretary

S@ b R //QK‘JM Vo e S
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SOCIAL SECURITY: DEAL
1989-90
IS/FC: extra 50p 70
Residential Care E 3
RPI Error ( MM——P Lae M&»d) 10.5
Exceptionally Cold Weather 6.5
Uprate FC adult credit -11.0
by ROSSI not RPI
81
MEMORANDUM
Child benefit savings -5
HB transitional scheme* -2

* not agreed with Secretary of State yet.

£ million

1990-91 1991-92
70 70
5 5
11.0 11.0
6.5 6.5
-13.0 -13.0
79 .5 198
-5 -5
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FROM: J C J RAMSDEN

3("": DATE: 19 October 1988
e 14110
1. MR MCI cc Chancellor
Paymaster General
2. CHIEF SECRETARY ¥ Sir P Middleton
Mr Anson
~ Mr Phillips

Miss Peirson
Mr Turnbull
Mr Luce

Mr Burr

Mr Dixon

Mr MacAuslan
Mr Sheridan
Mr Ryding

Mr Call

THE APRIL 1989 UPRATING AND THE RPI ERROR

As you know Mr Moore has changed his mind about how to deal with
the RPI error in next year's uprating of social Security benefits.
My submission of 14 October explained the "three stage" approach
proposed in Mr Moore's letter of 11 October. The Chancellor com-
mented that he was very concerned at the presentational complexity
of Mr Moore's approach (Mr Allan's minute of 17 October).

2 Mr Moore's new proposals are very close to the Chancellor's
suggested approach and will certainly be much simpler to present.
They do involve some additional expenditure, but this has been
taken account of in the final settlement you have now reached in
the Survey. This submission explains the new approach.

National Insurance and other non-means tested benefits

4.. The new proposal is to uprate the actual 1988 benefit rates
by the publisﬁéd RPI fiqure (5.9%). The RPI figure for
September 1987 was less than it should have been and the figure
for September 1988 is correct, so an uprating by 5.9% would
compensate for the RPI error. What it does not do is give exactly
the same result as if the RPI error had not occurred, because the
effect of rounding to the nearest 5p would have affected each
benefit rate differently in 1987 and 1988.



- P Mr Moore had based his earlier proposals (the "three stage
method" explained in my submission of 14 October) on the assump-
tion that the gap between the published and the corrected RPI
would work out at 0.1%. Unexpectedly the gap is 0.2% and this,
coupled with the complexity of his proposals, has caused him to
think again. His "three stage" method, though logically correct,
does now give a lower result for some benefits than the use of the
published RPI. For example the married woman's pension would have
been 5p lower under the "three stage" approach than under the new
proposals. A number of allowances to the war pension would have
been lower by 5p or even 10p.

6. Most benefit rates are the same whichever method is used.
Where there is a difference, the new method tends to produce a
result 5p higher. But there are a few benefits, notably the child
dependency increase to IVB, widows' benefit etc., which will be 5p
lower, due to a quirk of rounding. In order to Falfill . the
Government's pledge Mr Moore will have to put an extra 5p onto
these benefits at a cost of £2m.

7 3 To sum up, on the non-means tested benefits Mr Moore is
proposing a much simpler, presentationally better method, but
there will be a small extra cost.

Means tested benefits

8.. Mr Moore's new proposals for the means tested benefits are:
a. uprate by published Rossi (4.7%)

b# add 5p.to each of the premiums (eg family premium, child

premium etc).

The rationale for (b) is to preserve fairness with the non-means
tested benefits. For the latter, as explained in para 3 above,
Mr Moore will add 5p wherever his new method is less generous than
the strictly accurate "three stage" approach. But in the case of
the means-tested benefits the "three-stage" approach cannot apply
because the Government claims that the rates introduced in



April 1988 were freshly calculated and not the result of an
uprating process. So the addition of 5p to the premiums is a
rough and ready way of making doubly sure that claimants are
compensated for the RPI error, whatever anomalous effects may be
produced by rounding to the nearest 5p.

9. A further guarantee of fairness is that Mr Moore's new method
for the means tested benefits costs £5.5m more than his original
approach

Conclusion

10:. Mr Moore's new proposals are broadly in line with what the
Chancellor has suggested, subject only to the need to add 5p to
certain benefits to fulfill the Government's pledge completely.
Using the published rate of RPI is simple and defensible. Even so
people will no doubt ask why the Government has not added
something to the actual 1988 rates before uprating and it may not
be obvious to the less numerate that the latest RPI figure
includes an element for the RPI error. The relevant passage in the
uprating statement will therefore need to be clear and carefully
drafted, as will the background briefing. We will press the DSS to
let us see drafts as soon as possible.

4,

.QS‘Aﬁwwsﬁm

JCJ RAMSDEN



CONFIDENTIAL

DEPARTMENT OF HEALTH AND SOCIAL SECURITY e
Richmond House, 79 Whitehall, London SWlAZNS Xeora s

Tehpbone()l-Zlom . T
Fhunli:lﬁhkuvjbrlhmhh

: > CHIEF SECRETA
Rt Hon John Major MP &EC.A 90CT 1988
Chief Secretary to the Treasury
HM Treasury L CTION M
Parliament Street ”_Am,_ : LM ,
Lonpon gegs W nmh 19 0CT 1988
SW1P 3AG p

LMLA g

authority employers, befor

You express surprise at‘what you descrlbed as my new proposals.

I remain conv1nced that my s :
this week will be the right occasion to make cleare 5
position on training. Recent news provides a further eason for do'ng
this. It is CCETSW's intention to publish a new consultation paper in o
November on qualifying and post—qualifying training for social workers.klIt
becomes all the more important that I give the necessary steerwto the g
Council's Chairman and Director and to this Friday's

audience, the rvlocal

Vg

tl'us ‘paper is publlshed.

‘While the

timing of a public statement is new, Tony Newton's letter. of 5 April had
earlier made 1t clear that he ‘wanted to set out plans for oherent 5% AR




I am glad that my officials working with yours have been able
new version of the draft speaking note from paragraph 10 onwards.
this gives just enough direction to encourage thinking among local

o ,..,,‘

authority employers without amounting to the announcement of a firm pol lic;

impllcatlons. I can confirn}”also that offi.cials - wiﬁll wbntin ie
on the monitoring and rev1ew'arrangements for both of our specific

in the training field. el .

I am copying this letter to the Prime Minister, the Lord President, Members
of H Committee and Sir Robin Butler.




DRAFT SPEECH

1. I know that our decision not to fund a third year of qualifying training for
social workers, as CCETSW had proposed caused considerable concern. Indeed many
of you protested at that decision. But the Government does recognise the need
for improvements in social services training - I emphasise social services
because the needs go wider than social work. For that reason we will be looking
for a 'balanced programme' of developments for all staff working in social

services departments.

2. While much of what I have to say applies to England particularly, there are
broadly parallel developments proposed for other parts of the United Kingdom

where the priorities and pace of developments will have to take account of the

different circumstances that apply.

3. We have already announced our priorities for improving existing qualifying
training. These are improvements in the quality and quantity of practice
placements and the phasing out of one year post graduate courses so that all

social workers will have a minimum of 2 years of qualifying training.

4. We have introduced a training support programme in England for staff working
with elderly people. That got off to an excellent start and Social Services
Departments are to be congratulated on the speed of their response and on the
size of the programmes that they are mounting. Over 70,000 staff should be
trained this year under the programme. I am pleased to announce that it is to
continue during 1989-90 at the same level of £10m expenditure plus inflation
(£10.4m). Next year, with the passage of the Health and Medicines Bill it will
be possible to extend the programme to all staff working with the elderly, not

just those in residential and domiciliary care.

5. That Bill also enables us to introduce a similar programme for staff working
in the child care field as was announced by Tony Newton last July. The early
focus of the grant will be on staff working with children who have, or may have
been abused. All staff working with children will be eligible whether they are

field social workers, residential care staff, or day nursery staff.

BN25/1 5
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6. Since many of these staff, other than field social workers, will have
received little or no training in child care before, it will be necessary to
ensure that they do so in order to provide a firm basis of knowledge about child
development, family dynamics and the legal framework before they receive any
extra training in handling child sexual abuse. Basic training in child care

will therefore qualify for assistance under the programme.

7. We are concerned that the in service training courses to be provided in
handling child sexual abuse under the grant should be of a high and consistent
standard and that they should take account of the lessons learned from
Cleveland. We will therefore arrange for a team of experts to develop criteria
and standards for these courses and advise on available training material. They
will then arrange workshops throughout England to promulgate those standards.
All authorities who wish to arrange in service courses under the grant will need
to send their course organiser, or a nominated Senior Officer, to these

workshops and, thereafter to adopt the standards and criteria laid down.

8. Both grants can be used to build up the training infrastructure in your
authorities by employing training organisers, practice placement supervisors,

and support staff.

9. Both grants will enable a wide range of training to be given to the staff
who are already providing services and on whom those services will depend well
into the next century. And they can be used to improve the management and
supervision of those staff. Those are areas which we feel deserve high priority
if staff are to receive the support they need and deserve. And if the

considerable resources deployed in social services are to be used to the best

effect.

10. In Wales steps have also been taken, by means of an Elderly Initiative
Grant scheme to increase local training opportunities for staff working with the
elderly. Discussions are also taking place with the local authority
associations concerning the continuation in the Principality of a small grant
scheme introduced in 1988/89 to support additional training for staff dealing

with cases of child abuse.

BN25/2



11. These measures, taken together should:-

- improve qualifying training and the practical experience obtained

- provide in service training for all staff working with elderly people
and with children

- and post qualification specialist training in those areas

- improve management and supervision

- and strengthen the infrastructure for social services training.

12. But these intitiatives need now to be knitted together into a coherent

strategy for meeting social services training needs into the next century.

13. The National Vocational Qualification arrangements currently being
developed by the Care Sector Consortium will provide a proper framework for
determining the skills and necessary training required for the majority of

social services staff. This is an important and exciting development and one to

which we are giving support.

14. For the professionally qualified staff we need to identify the skills which
will be needed to meet the challenges of social services provision into the next
century. You are familiar with the pressures at work; arising from demography,
the development of community care policies and the spread of AIDS to name but
three. We need to be sure that we have a professional workforce which is

equipped to meet them. Training is an essential part of that preparation.

15. Many of you have argued strongly the case for more training for these staff
to fit them for the complex tasks they will undertake. CCETSW proposed an extra
year of qualifying training for all plus further training later. As you know

the Government did not feel able to support that.

16. We have responded to the CCETSW's proposals in a way which we believe will
improve the standard of qualifying training generally. Our other initiatives,
the training support programmes in the fields of child care and services to the
elderly, will help to bridge some of the gaps which have already been

identified.

BN25/3



17. In taking training developments forward we need to deal with the gaps that
remain if we are to improve the effectiveness of our current workforce. We need
to ensure that specialist training requirements are met properly and that
supervisors and managers get the right training at the right time. We need to
be clear that the professional workforce are keeping up to date with the

changing demands being placed on them.

18. It is important that post qualification training is provided in a way which
is attractive to staff and employers alike, maintains high professional
standards and gives the best value for money. One possibility might be for
staff to undertake modular training leading to an award at the post qualifying
level. And employers need to be sure that training is meeting their needs and
is giving them good value for money. There is little point in providing courses
which are not relevant or are too long to enable busy front line staff to be
released. Nor of course is it reasonable to expect such staff to undertake
training without being relieved of the every day demands of the job. The right

balance needs to be struck.

19. These are matters which I want the Social Services Inspectorate to discuss
with training bodies, employers and professional bodies. I shall start that
process myself when I meet the Chairman and Director of the Central Council for
Education and Training in Social Work next week for our first Annual Review
Meeting with the Council. Thereafter I hope that your associations and
professional organisations would discuss with the Inspectorate and CCETSW what

your needs are and how they could best be met from training of this kind.

20. Those discussions should also cover whether the best use is made of
existing spending in this area. Only then can we assess whether, or to what

extent, additional investment may be needed.

21. I hope that what I have said convinces you that Government is anxious to
see improvements in social services training and wishes to develop a coherent

strategy and that I have shown a way forward which together we can pursue.

BN25/4
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DATE: 19 OCTOBER 1988
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= . Mr Jarvis - IR
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THE EMPLOYMENT STATUS OF ACTORS AND PERFORMERS
TAX, NATIONAL INSURANCE AND VAT TREATMENT

I have held a meeting to discuss Mr Jarvis' minute of 6 October.

This is a very difficult issue, like all cases which impact on
the Schedule D/E border. And it is complicated by the fact that
the Revenue have not been implementing their own policy.
However, it would in my view be wrong to get out of the mess by
legislating so that actors and other theatrical performers all
have self-employed status. I agree that the second option in
Mr Jarvis' minute would, in practice, be tantamount to the same
thing, since 90% or so of people would be covered by the very
generous transitional arrangements. But I do not see that actors
have any greater case than other occupations (such as
draughtsmen) for a legislative solution to the Schedule D/E
question, even if it were merely to enshrine the status quo.
Combined with their treatment by DSS for NICs and benefits as
employees, they would have the best of all worlds.

The choice to my mind is more between the gradualistic approach
favoured by the Revenue in their Option 2, which implements, with
a few improvements, their original policy; and one only alluded
to very briefly in Mr Jarvis' minute, which 1is to treat the
standard equity contract as Schedule E from now on, with no
transitional relief for those currently taxed (wrongly) under



Schedule D. This "big bang" solution, which was favoured by
Peter Cropper, would not prevent some people from being taxed in
the future under a mix of Schedule D and E if circumstances so
warranted; the difference from the present position would be that
the Schedule D assessments would all be for genuine cases of
self-employment, rather than for casual labour which has
historically been treated as such.

The arquments for this clear cut solution are that it puts the
Revenue's practice onto the same basis as the law as interpreted
by the Courts in 1972, and obviates the need for two schemes
running side by side for a long time. Two schemes would cause
employers tremendous administrative, pay and managerial problems,
since different people in similar circumstances (established and
new performers) would be taxed quite differently, particularly in
respect of the deductibility of expenses. There is evidence of
friction within the industry when the Revenue tried to introduce
the gradualistic system in 1981, and for precisely this reason.

''he obvious argument against moving straight to Schedule E is
that it would cause a huge row with the profession. It would
also lead to cries of bad faith against the Revenue following the
assurances given by previous Chairmen of the Board in 1978 and
1984 that the difficulties of the profession would be handled
"sympathetically". i have asked to see copies of these
assurances (attached) in order to find out how bound we are. 13
do not believe that they are decisive, since Lord Goodman (who
represented the profession) was asked on both occasions to put
forward alternative and better proposals, and in the event did
not do so. But I am sure that the profession would not look upon
it in that way.

The choice between these two options is a fine judgement. On
balance, I favour the gradualistic approach. It is not without
its problems; but the industry must be expecting it, and are not
in a strong position because of the Court Judgement and their

treatment for NIC purposes. /7L<;_

NORMAN LAMONT



—

v '
«

4

MEETING IN THE BOARD ROOM SOMERSET HOUSE 11.00am 26 JUNL 1978
Present:-

Lord Goodman

Mr Doran Royal Opera House
Mr Field The Arts Council
Mr Plouviez Equity

Sir William Pile

o e e ) Inland Revenue

Mr Hoadley )

Lord Goodman, who arrived before the other members of his party,
made a plea separately that no immediate action should be taken
by the Revenue which would affect the current financial position
of Equity mecmbers. This was a particularly difficult time for
the administrators of the principal Arts establishments. The
Chairman assured him that there was no intention to take any
precipitant action.

In full meeting general concern was expressed about the possible
consequences if the Revenue were to put their stated policies
into effect. Assurances were again given that the Revenue would
do whatever they could to deal sympathetically with the
acknowledged difficulties of the profession; this had been s¢ in
the past as was demonstrated by the absence of any drastic

change in policy following the decision in Fall v Hitchen in
1972. It was agreed that the principal problems under Schedule E
arose in the field of expenses and in particular in relation to
travelling. The Chairman emphasised that it was not possible to
consider any relaxation of Schedule E rules on travelling between
home and place of business in view of the wide ranging
consequences such a move would have.

L,ord Goodman said that what he was asking for was a breathing
space on -behalf of those present. If this Were dranted he would
Seée that proposals wexe put”to the Revenue by the end of the
cdrrent year. The Chairman replied that he was agreeable to this
suggestion. He asked, however, that threc points should be
borne in mind in framing the proposals. He thoughts that: o
possible change in the legislation mentioned by Lord Gocdman
could not be ruled out, but would be very difficult indeed to
achieve in view of legislative pressures; any concession on the
Schedule E rule on travelling between home and place of business
could not be considered in view of the likely conseguences; the
Revenue would wish to see the legal realities of the situation
recognised by way of a slow general shift towards Schedule E.

Mr Plouviez and Mr Doran were offered discussions with the
Revenue at any time on any points arising in the course of their
review in the coming months.
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INLAND REVENUE
THE BOARD ROOM, SOMERSET HOUSE, LONDON WC2R 1LB
TELEPHONE 01-438 7711

FROM THE CHAIRMAN, SIR LAWRENCE AIREY KCB

T 149578/ 16 31 January 1984

Lord Goodman CH
English National Opera
London Coliseum
St Martin's Lane
London WCZN 4ES

You telephoned me recently about the tax treatment of musicians
and members of the Chorus of the ENO. I Jami Somry “nets to 'have
come back to you earlier but I wanted a chance to study the
very considerable background papers on this subject before
writing.

As I understand matters, it seems to be accepted on all sides
that Schedule E is the right schedule of charge for some at
least of the people concerned. Thieddifficultyrthad iari sas
(and had arisen before you came to see my predecessor,
William Pile, in 1978) turns on the discrepancy of treatment
between those who already pay tax through PAYE anc those wnio
ought in law to do so but who, by concession, have been
allowed to retain their Schedule D status.

In the past you have been concerned that the Revenue should
not move too fast to bring all those who oucht to be paying
tax under Schedule E within PAYE and I think it is fair to
say t! 2t, if there has been fault on our part, it has been
that we have not acted sooner to bring about uniformity of
treatment between individuals engaged on similar terms.

As you may know, Inspectors of Taxes generally have
instructions to ensure that PAYE is applied where appropriate
to newcomers to the musical profession but to respect long-
standing Schedule D status for existing members.

From the documents our Inspectors have seen, it appears that
members of the chorus at ENO are engaged uncder "Esher"”
contracts which, there is authority to show, amount to
contracts: of service. The position of musicians is less
clear and the Inspector at St Martin's District has been



trying to obtain more information about the-circumstances of
their engagements so that he can form a view. He last wrote
to the Finance Director of ENO about this on 11 November 1983.

At this stage, I am reluctant to intervene in the District's
handling of this matter. To the extent that the problem is
one of fricltion between those who enjoy 'reserved rights'
under Schedule D in the ENO and those who do not, one

possibility might be for us to impose in due course a deadline

V// beyond which all those who are engaged under contracts of

service would be brought within PAYE, regardless of how they
have hitherto been treated. That would bring about uniformity
of treatment and put an end to that particular difficulty.
When you have had a chance to sound out those concerned, _IL
should value your views on the desirability of such a move -
which we should not, of course, make without the fullest
consultation - and, if you think it is the right way to
proceed, on what might be a realistic timescale.

Lawrence Airey
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NATIONAL INS CE CONTRIBUT]ON UTUMN REVIEW

Mr Moore is expected to write to you early next week with
proposals for NICs in 1989-90. (We have pressed DSS strongly to
avoid any further delay in presenting the proposals to avoid your
decision on the timing of the Autumn Statement being affected.)
Highlights of the new rates will be in your Autumn Statement, and
Mr Moore will announce the details by Written Answer the same day.

2, You have already agreed with Mr Moore that the Treasury
Supplement should be abolished. This will be done in the
forthcoming Social Security Bill, and you have agreed that we
should take administrative action to end the Supplement with
effect from 1 April 1989 (ie in advance of the Social Security
Bill becoming law).

e The effect will of course be a substantial reduction in next
year's NIF surplus; the 5 per cent Treasury Supplement this year
added about £1% billion to NIF income. However, the fall in

unemployment and buoyant earnings mean that the surplus will still
be large next year - perhaps £1% billion. So we cannot rule out
Mr Moore proposing further measures to cut it. And whereas
abolishing the Supplement is only an accounting change, with no
impact on the PSDR, Mr Moore may be considering more substantive
proposals affecting the rates and the earnings limits, which would



' ]

affect the PSDR, (though we have not encouraged his officials to
'ink that you would welcome such proposals).

4. Annex A, prepared by Mr Speedy, sets out the details of a
simple Autumn Review, with no frills except abolition of the
Supplement and an increase in the NHS allocation by the maximum
allowed under current legislation. The contribution rates would
be unchanged; the upper and lower earnings limits would be uprated
in the wusual way; and the reduced rate bands would each go up by
£5 as this year.

NIF Surplus

< &% You will see that, given these assumptions, the estimated
surplus in the NIF is £1.5 billion in 1989-90, down from a
projected £3.0 billion this year as a result of abolishing the
Supplement. This should help to deal with any arguments that the
size of the surplus calls for national insurance benefits to be
increased by more than prices or that contribution rates should be
cut. However, £1.5 billion is still a considerable surplus. And
the projected balance in the NIF at the end of 1989-90 will still
be higher, at 41 per cent of outgo, compared with 39 per cent
projected for the end of 1988-89. Moreover, the estimated surplus
in the current year is much higher than the 1last published GAD
estimate in February - £3.0 billion versus £1.8 billion. So the
new figures may still produce some pressure for higher benefits/
lower contributions when the new GAD report is published, probably
next month. (The Opposition will of course attack abolition of the
Supplement and not regard it as a positive response to the

surplus.)

NHS Allocation

6. The Annex A figures assume an increase in the NHS allocation
by the maximum 0.1 per cent allowed under existing legislation.
This will be worth some £350 million next year. As a result, NHS
spending financed by NICs would rise to £3.6 billion or about 18
per cent of the total. (The Department of Health would apparently
go along with this.)




i I gather from DSS officials that Mr Moore is very unlikely to
‘l[opose raising the 0.1 per cent ceiling in his new Bill. This

was one of the options for dealing with the surplus discussed last
year when Mr Moore was reportedly keen on the idea. But DSS now
tell me that the Department of Health would be against it, at
least for the moment, because it would complicate presentation of
the results of the Health review.

8. There is a further reason for not moving on the NHS
allocation in the new Bill. It might be argued that the
government was aiming to finance more of the NHS out of NICs at
the expense of pensioners and other national insurance
beneficiaries, who were having to accept increases in benefits
linked to prices rather than earnings. This sort of attack might
be expected whenever we put forward proposals to permit higher NHS
allocations. But it might well be linked in the context of this
Bill with the proposal to abolish the Treasury Supplement: we
would be asking NI contributors to finance more of the NHS and do
without taxpayers' assistance in funding NI benefits.

Earnings Limits

% One option for cutting the NIF surplus, which we understand
DSS officials are putting to their Ministers, is an increase in
the earnings 1limits for the reduced rate bands by £10 instead of
£5 as assumed in Annex A. The legislation gives the Secretary of
State discretion in setting these earnings limits (whereas the UEL
and LEL changes are constrained), and practice since the 1985
reforms, which brought in the reduced rate bands, has varied.

This year, each of the limits was increased by £5.

10. If we were to go for £10 increases in the next re-rating, the
structure would look like this:



(\

'arnings (£ per week) Contribution rates

1988-89 1989-90 Employer Employee
41 - 70 43-80 5% 5%
70 - 105 80-115 7% 7%
105 -155 115-165 9% 9%
155-305* 165-325%* 10.45% 9%

* UEL for employees only

11, “Very roughly, we estimate that an additional 410,000
employees would be in the 5 per cent band, compared with a £5
increase, and an extra 550,000 would be in the 7 per cent band.

12. One argument for £10 increases is that £5 produces an uplift

of less than the increase in earnings this year (8% per cent) for

each of the reduced rate limits. A £5 increase would th%Fefore
Cearvvran S

result in a significant erosion of the 1limits inL;real) terms,
particularly for the £105 and £155 limits. The comparison is as

follows:
1988-89 1989-90
£5 increase £10 increase
70 75 (1%) 80 (14%)
105 110 (43/4%) 115 (9%%)
155% 160 (3%%) 165 (6%%)

* employers limit only.

13. The drawback, of course, would be the resulting 1loss in
contribution income and reduction in the PSDR. This would be
about £150 million. (Another slight drawback is that the steps,
with their very high marginal rates, would be pushed into denser
parts of the income distribution.) In view of the costs, you may
wish to consider a £10 increase for the £155 limit only (though
this does not affect employees contributions and is arguably of



lower priority) or for the £105 and £155 limits. These options
.Duld cost £50 million and £110 million respectively (and very
approximately).

14. These estimates are for loss of contribution income only. The
PSDR effects of £10 increases in the £70 and £105 limits would be
a}z smaller to the extent of any benefit savings on family credit and
<§ caMbhou51ng benefit. If you wanted to pursue these options, we would -
(QDMWNH need to do further work to establish the scale of these offsets:
RVMAG? they seem unlikely to be very substantial.,

Conclusions

15. We will let you have further advice when Mr Moore writes. We
will also give you a draft of Chapter 3 of the Autumn Statement
early next week. In the meantime, it would be helpful to know
whether you are content with:

: h % an Autumn review broadly on the lines of Annex A and, in
»/ , particular, with
/
/
ii. DSS not taking new powers to increase the maximum NHS
allocation by more than 0.1 per cent a year,_ &yf‘«ﬁﬂ L (%&ﬂ_

16. On the question of the earnings limits for the reduced rate
bands, there are a number of options:

a. Uprate all by £5 - as in Annex A

0
Tg b. Uprate all by £10 - as DSS may propose. (Cost to NIF:
£150 million over Annex A)

Gl A compromise, with the £70 and £105 limits up by £5, and
‘E the £155 limit up by £10 (cost to NIF over Annex A: £50
million)

\ o5
d. A compromise with the £70 limit up by £5 and the £105
f\ “f and £155 limits up by £10 (cost to NIF over Annex A: £110
X{ N " million)
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‘nding decisions on more radical reform at the lower end, you may
want to increase the limits as little as possible in the Autumn
Review. That would point to £5 increases across the board. On
the other hand, a £5 increase will 1look small in relation to
prices and earnings increases, particularly for the £155 limit.

17. We will also be sending you a separate submission shortly on
possible lower end measures on which you asked for further work.
(You have already indicated that these are not options for the
Autumn Review.)

Handling
18. Unless Mr Moore puts forward more radical measures for

cutting the surplus (with an unacceptable PSDR cost), going beyond
what is discussed in this minute, I would expect that his
proposals could be handled expeditiously, without constraining
your Autumn Statement timetable - assuming he writes by early next
week - and probably without your having to see him.

54

J P MCINTYRE
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NATIONAL INSURANCE CONTRIBUTIONS REVIEW

The first part of this paper sets out the current state of the
National Insurance Fund (NIF) and the effect of a simple uprating
of earnings limits (with contribution rates unchanged) in the
Autumn review. Abolition of the Treasury Supplement and the
maximum increase in the NHS allocation are both assumed. The
second part considers how the resulting NIF surplus might be
defended.

The State of the Fund
2. The NIF continues to generate substantial surpluses. We are

currently projecting a surplus of £3.0 billion for the current
year, compared to a forecast of £1.8 billion made in GAD's last
published report in February. The results of a base run made by
GAD and adjusted by Treasury for later economic assumptions are
shown in Table 1 attached. They point to surpluses of £1.5
billion in 1989-90 and £1.6 billion in 1990-91. The balance of
the Fund as a proportion of benefit expenditure should increase
from 39 per cent at the end of this year to 41 per cent in 1989-90
and 44 per cent in 1990-91; this would be the highest balance
since the 1975 Social Security Acts took effect.

3. The assumptions underlying the base run are as follows:
i. Benefits uprated in line with the actual RPI for the
April 1989 wuprating (5.9 per cent) and 5.5 per cent in
April 1990.

ii. Earnings uprated in line with current economic
assumptions, that is, averaging 8.75 per cent in 1988-
89, 7.5 per cent in 1989-90 and 6 per cent in 1990-91.

iii. Unemployment 2.1 million in 1988-89 and 1.9 million
thereafter. (A lower assumption would increase the
surplus by reducing benefit expenditure and increasing
contribution income. Most of the savings from reduced
unemployment now come on non-contributory benefits).



IV

vi.

Nl s

viii.

ix.

The lower earnings limit (LEL) uprated in 1line with
prices, that is in line with the basic pension, rounded
down to the nearest pound, as required by the 1986
Social Security Act. For 1989-90 this means an LEL of
£43 a week.

The upper earnings limit (UEL) uprated to the maximum
permitted within the current legislative constraint that
it must be between 6% and 7% times the basic pension
(rounded to £5). For 1988-89 this suggests a UEL of
£325 a week (£16,900 a year), a £20 a week increase in
the present level.

The earnings limits on the reduced rate bands uprated by
£5 a week each both in 1989-90 and 1990-91. This is the
minimum credible uprating (although there is no legal
obligation to uprate) and could be presented as being
roughly in 1line with the wuprating of the LEL. A
£5 increase would represent a 7 per cent uplift for the
£70 limit; a 43/4 per cent increase for the £105 limit;
and a 31/4 per cent increase for the £155 (employers
only) limit.

Employers and employees: No change in any of the Class 1
contribution rates.

Self Employed: Class 2 rate increased in 1line with
formula to £4.25 a week. No change in Class 4 rate.
Lower profit limit uprated in line with prices; upper
profit limit uprated in line with UEL.

NHS allocation is increased by maximum (0.1 per cent)
allowed under current legislation: giving 0.9 per cent
for employers and 1.05 per cent for employees. This
does not affect overall contribution rates.

Employment Protection Allocation remains at zero.



' xi. Treasury Supplement is abolished with effect from April
1989 .

Is the surplus defensible?

4. Abolition of the Treasury Supplement will ensure a lower
surplus in 1989-90 than in the current year. Given that the
current year's record surplus has not given rise to much
complaint, it can be argued that no further measures to reduce the
surplus are necessary.

L However, the Government Actuary would probably advise that it
is the balance of the fund rather than the short term flows which
are important. DSS certainly see it this way, arguing that an
ever increasing balance of the fund lays them open to legal
challenge. The Pay-as-you-go nature of the Fund means that a
surplus much higher than the prudential minimum (17% per cent of
benefit expenditure) is hard to justify. The counter-argument is
that percentage balances in the high 30s are not unprecedented.
The outturn balance in 1977-78 was 39 per cent, while that for
1978-79 was 37 per cent.

6. An additional factor is uncertainty. A dip in the underlying
growth of the surplus is already being projected for 1989-90 as a
result of take up of personal pensions and contracted out money
purchase schemes. The base case assumes that one million people
currently not contracted out will contract out from 1988-89
onwards. This assumption is highly speculative, and if it proves
to be wide of the mark the surplus could be significantly smaller
(or bigger).

7. A further argument examined in the past relates to
demography, SERPS and health care for an ageing population. i
the line can be held on price upratings, with its implication of a
basic retirement pension of 14 per cent of average earnings by
2003 compared to 20 per cent in 1983, then there should be little
pressure to raise NIC rates. However, if the Government succumbs
to earnings upratings or chooses to finance the increase health



expenditure resulting from an ageing population through the NIF,
here would appear to be a strong case for building up a large NIF
balance now té6 avoid imposing the burden of higher NIC rates on
future generaézaﬁé. Such an approach would follow the prudent
example of the Japanese, whose main national insurance scheme has
a balance some six times annual outgo. The problem with this
approach is that the NIF was set up on a pay as you go basis;
turning it into a de facto funded scheme might result in legal
challenge. To promote this argument would also give a hostage to
fortune, tying the Government's hands in relation to future fund
policy.

EPA and NHS allocations
8. Last year, a five year holiday for EPA contributions was
agreed. The Redundancy Fund remains in substantial surplus, and

there seems little reason to review this decision.

9 The rise in the NHS allocation over the last two years proved
an effective means of siphoning money out of the NIF. A further
0.1 per cent rise in the employee and employer allocation, the
maximum permitted without primary legislation, would reduce the
NIF surplus by around £350 million in 1989-90.

Health warning

10. Finally, the usual health warning should be registered in
relation to the estimates given in this paper. They are all
subject to confirmation by GAD and could change with later
information, particularly the effect of revised economic
assumptions, and with more accurate estimates of the consequential
effects on the minor rates (Class 2 etc.)

ST/ETS Divisions
18 October 1988.
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Table 1

Prospects for the Autumn NIC Review: Base Run

ASSUMPTIONS: -
£ a week
1988-89 1989-90 1990-91

Lower earnings limit (LEL) 41 43 45
Upper earnings limit (UEL) 305 325 340
Contribution Rates
Main rates

employer 10.45 10.45 10.45

employee 9 9 9

Reduced rates
Employers - reduced rate % 3 7 ) 5 7 9 5 7 9
- on earnings up to £ 70-105 155 75,3107 160" ‘80 TES 165

Employees - reduced rate % 5 7 5 7 5 7
- on earnings up to £ 70 105 754110 80 115

Summary of NIF (£ billion)

Treasury Supplement 1.6 0 0

- Rate % 5 0 0
Surplus 3.0 Lo 1:6
Balance of fund at year end 10.3 11.8 13.4

as % of outgo 39 41 44
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Table 2

CONFIDENTIAL

End year balances of NIF as % of outgo

November prior November in year outturn

year forecast forecast
1977-78 n.a. n.a. 39
1978-79 n.a. 37 37
1979-80 34 34 36
1980-81 29 34 a2
1981-82 30 27 23
1982-83 23 19 22
1983-84 16 22 23
1984-85 22 &5 24
1985-86 27 2 24
1986-87 20 23 24
1987-88 26 27 29
1988-89 (estimated) 34 39 n<a.
1989-90 . 41 n.a. n.a
1990-91 s 44 n.a. n.a
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FROM: R B SAUNDERS
DATE: 20 October 1988
CHIEF SECRETARY
cC Chancellor
Mr Anson
Mr Phillips
Miss Peirson
Mr Turnbull
Mr Potter
Mr Rayner
Mr Call

SOCIAL SERVICES TRAINING AND THE CHILD CARE INITIATIVE

With his letter of 19 October, Mr Mellor offers a revised draft of
the speech he is due to deliver to local authority social service
departments tomorrow. This follows your objection, supported by
the Prime Minister, to his earlier draft. It has been agreed with
Treasury officials - indeed, we drafted most of it.

> The new draft covers broadly similar ground, but is much more
tentative about the Government's intentions in relation to social
services training. In particular, it makes it clear that the
Government will need to re-examine the effectiveness of existing
training, and not just maké incremental additions to the system.
It also brings out more clearly the need for relevance to
employers' needs, and value for money. It explicitly leaves open
the option that it may be possible to achieve improvements within
existing resources.
4

3. I recommend that your office telephones Mr Mellor's as soon
as possible to say that you are content for him to deliver the
speech tomorrow. But you should also write as in the attached
draft. In our discussions with DoH officials, we have had much
difficulty in extracting a clear statement of why social services
training needs to be improved, what alternative options exist, and
what can be achieved within existing resources. The Department's
proposals as they presently stand could cost something like £30m a
year in the longer term. This would be mainly local authority
expenditure, but the Department are likely to try and get as much
of it as possible funded through specific grants. I think
therefore that you need to ask for Mr Mellor to show you a proper
justification for what he wants to do.

R B SAUNDERS
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DRAFT LETTER FROM CHIEF SECRETARY TO
David Mellor Esq QC MP

Minister for Health

Department of Health

Richmond House

79 Whitehall
London SW1A 2NS

SOCIAL SERVICES TRAINING AND THE CHILD CARE INITIATIVE

As my office told yours over the telephone, I was content with the
revised draft of your speech to the social services conference
[tomorrow]. This is on the basis that the Government is not being
committed thereby to any particular course of action. You will not
of course be able to go any further than this in public statements
until we have had a chance to consider collectively the direction

in which you would like to go.

23 In so doing, I would hope you could include a slightly fuller
justification for your proposals than was offered in your letter

of 7 October. This should cover:

- your best estimate of the existing level of spending on

social services training, and to what it is directed;

- what evidence there is for inadequacies, after taking
account of the improvements in qualifying training and
practice placements and the two new specific grants for

training in care of the elderly and child care;
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- what are the options for making good these deficiencies

within existing resources;

- what detailed objectives would be set for new proposals
in this area and how their achievement would be

measured.

3. The proposals in your letter could cost £30m a year or more.
We would therefore need to satisfy ourselves first that the
proposals are justified on their merits and that they could not be
met by redirection and better use of the not inconsiderable

resources already devoted to this area.

4. I am sending a copy of this letter to the Prime Minister,

members of H Committee and to Sir Robin Butler.
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SECKRET
FROM: MISS M P WALLACE
DATE: 20 October 1988

PS/CHIEF SECRETARY cc Mr Anson
Mr Turnbull
Miss Peirson
Mr McIntyre

SOCIAL SECURITY: DEAL

The Chancellor has seen your minute of 19 October. He notes that
the 50p figure has been chosen to decouple the FC/IS increase from
the Child Benefit freeze. But he has commented that Mr Moore will
of course be bound to link the two things in his presentation.
Thus, to the extent that the 50p is one-off, the CB freeze will
also be presented as one-off. He comments that the

presentation - tricky whichever way you slice it - will need

-

MOIRA WALLACE

careful thought.
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CONFIDENTIAL
FROM: MISS M E PEIRSON
DATE: 21 October 1988
CHANCELLOR OF THE EXCHEQUER (o]0 PS/Chief Secretary
PS/Paymaster General
Sir P Middleton
" PN A Clak Mr Phillips
// L lQ v,c(‘(, p(*r,b iy Qvfg Mr Beastall
VOVgh\Vﬂrwf“'WHﬁQ*@wﬁ“ WA Mr A J C Edwards
t ,} Mr Turnbull
PC)IO»V C%m& bw& AR V{f C., A ; Mr Potter oﬂ/
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NHS AUDIT L H 8

Since my submission of 11 October, we have discussed further with
DH and DOE officials the offer by Mr Ridley to introduce an
enabling clause into his forthcoming Housing and Local Governmentf
Bill, to allow the Audit Commission to make an early start gh %
NHS work. Despite possible difficulties (see below), we were
prepared to support it, for the sake of the significant advantage.

2. However, it now appears that Mr Ridley had not actually been
consulted by his officials on the point before being iqyited to
write. He has now been consulted, and has expressed his great
reluctance to include a probably controversial clau;é on this
matter in his Bill. There would be Parliamentary interest, for
example, in the exact relationships between the Audit Commission,
the PAC, and the Secretary of State for Health; and these matters
have not yet been thought through within the Government. DOE
officials feel they can do no more, and that only pressure from
other Ministers would change Mr Ridley's mind. ,

3. Would you like to speak to Mr Ridley?

4. The advantage of such a clause is considerable. It would
enable the Audit Commission to begin work early on the NHS audit,
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whereas DH do not expect to get their health review legislation
through in time for implementation much before the middle of

5. DH are considering the possibility of arranging large
secondments of staff between their own audit section and the Audit
Commission. But DOE fear that even that would be outside the
powers of the Audit Commission (individual secondments are one
thing, but large secondments might risk an application by some
local authorities for judicial review). And anyway such
secondments would not achieve the Treasury's main objective, which
is the Audit Commission's style of open reporting.

6. There are drawbacks to an enabling clause. First,
Mr Ridley's fear of Parliamentary difficulties, to which he would
have no fully prepared response, is probably well founded.

7% Secondly, since the clause would almost certainly be
introduced before any statement was made on the health review,
DH and DOE would both prefer that in presenting the clause
Mr Ridley should give other examples (as well as health) of the
fields into which the Audit Commission might move. We have been
worried that that would make it more difficult for the Treasury to
resist the extension of the Audit Commission's powers to carry out
the audit of various bodies (eg in the housing field) where we
consider that the private sector should do the audit. But we are
somewhat reassured by the fact that DOE are thinking of value for
money audit only, not regularity audit. And we could probably
agree with DOE on some innocuous examples (eg LA Associations) for
mention at this stage.

8 It 1is anyway still doubtful whether there would be room for
such a clause in the Bill. But no need to abandon hope yet.

Recommendation

9 You may like to speak to Mr Ridley, to urge him to pursue the

e/

MISS M E PEIRSON

idea of the enabling clause.
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PS/Economic Secretary
Mr Scholar
Mr Culpin
Mr Gilhooly
Miss Hay
Mr Ramsden
Mrs Chaplin

Mr Jarvis - IR
PS/IR

THE EMPLOYMENT STATUS OF ACTORS AND PERFORMERS TAX,
NATIONAL INSURANCE AND VAT TREATMENT

The Chancellor was grateful for the Financial Secretary's note of

19 October.

25 He agrees with the Financial Secretary's conclusion in
favour of a "gradualistic approach" ie to maintain the position
that Schedule E applies to payments under standard contracts but
to continue the existing transitional Schedule D rights for

established actors.

oH

J M G TAYLOR
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NATIONAL INSURANCE CONTRIBUTIONS: AUTUMN REVIEW

The Chancellor was grateful for your minute of 20 October.

25 His answers to the questions in your paragraph 15 are as
follows:
(1) He is content with an Autumn review broadly on the lines

you suggest in your annex A, and

(ii) He is content for DSS not to take powers to increase the
maximum NHS allocation by more than 0.1 per cent a year,
at this stage. (He notes that we might want to amend

the Bill at a later stage, but there is no need to press

it now.)

(iii) On the options for uprating the reduced rate band
limits, he 1is not attracted by either option a (uprate
all by £5) or b (uprate all by £10), but he is prepared
to consider one of the compromises - either c or d -
where the steps are uprated by different amounts.

I e

MOIRA WALLACE
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DEPARTMENT OF HEALTH AND SOCIAL SECURITY

Richmond House, 79 Whitehall, London SWIA 2NS
Telephone 01-210 3000

From the Secretary of State for Social SEXXEEX Security

The Rt Hon Nigel Lawson MP

Chancellor of the Exchequer

H M Treasury

Parliament Street

T.ONDON P

SW1P 3AG CQLK October 1988

@ AL o

I am writing to let you know of my proposals for this year's
rerating of National Insurance Contributions (NICs).

As you will know, the balance in the Fund and the in-year surplus
are uncomfortably high in comparison with the Government
Actuary's recommended minimum target balance of about

£4.5 billion. The Government Actuary's projected figures for
1989-90, assuming a rerating on much the same basis as last year,
are £11.40 billion and £1.36 billion respectively. This leaves
us extremely vulnerable to arguments that we should reduce NICs
and/or increase benefits by more than the movement in prices.
Such arguments can be expected to surface particularly during the
debate on the uprating statement and in discussion of the
abolition of the Treasury Supplement during the passage of the
next Social Security Bill. Even if we increase the NHS
allocation by the maximum permitted under secondary legislation,
the surplus reduces only by £0.34 billion.

I believe it essential that we now begin to take a careful look
at the longer-term options that are available to us for reducing
this balance, and I have asked my officials to begin preliminary
work immediately.

However for this rerating, I would propose to adopt essentially
the same approach as last year, and I enclose a table showing
what the rates would then be.

I am copying this letter to Kenneth Clark.

£ A | 4 ".
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ANNEX A

Option I: Changes in contribution rates

Class 1

Rate

employers employees

5% 5%
7% 7%
9% 9%
10.45% %
10.45% Nil
Class 2

Small earnings
exemption

Class 3 (voluntary)

Class 4: lower
profits limit

upper profits limit

NHS allocation

Employees:
Employers:

Present Band

£41 (LEL) £69.99
£70 £104.99
£105 £154.99
£I655 £305 (UEL)

above £305

Present
£4,05/week

£25250

£3.95

£4,750

£15,340

0.95%
0080%7

Band
(rounded to nearest £5)

£43 £74.99
£75 £114.99
£115 £164.99
£165 £325

above £325

Proposed
£4.,25/week

£2,350

£4.15

£5,050

£16,900

1.15%
0.90%
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Rt Hon John Moore MP
Secretary of State for Social Security PS/Chief §ecretary
Deptartment of Health and Social Security PS/Financial Secretary
Richmond House Sir P Middleton
79 Whitehall Mr Anson
LONDON Mr Phillips
SW1A 2NS Mr Scholar
Mr Culpin
Miss Peirson
Gilhooly
Riley
Ramsden
Speedy
Tyrie
Call

¥ ERERER

Mace - IR

NATIONAL INSURANCE CONTRIBUTIONS 1989-90
Thank you for your letter of 22 October.

I am content with the proposals set out in the Annex to your
letter (though the NHS allocation for employees should of course
be 1.05 per cent rather 1.15 per cent). As for the longer term, I
would be grateful if your officials could keep mine in touch with
their work on the options for the NIF surplus. One option which I
would not want to rule out is an increase in the maximum annual
increase in the NHS allocation from the current 0.1 per cent. If
there were agreement that this would be a sensible way of reducing
the surplus, the necessary provisions might be included at a later

stage in your new Social Security Bill, though we do not need to
decide on that now.

I am sending a copy of this letter to Kenneth Clarke.

By

NIGEL LAWSON
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NHS AUDIT

The Chancellor was grateful for your note of 21 October. He will
have a word with Mr Ridley when he next sees him.

PP

MOIRA WALLACE



REPORT BY THE GOVERNMENT ACTUARY ON THE DRAFTS OF THE
SOCIAL SECURITY BENEFITS UPRATING ORDER 1988 AND THE
SOCIAL SECURITY (CONTRIBUTIONS AND ALLOCATION OF
CONTRIBUTIONS) (RE-RATING) ORDER 1988

T The Right Hon. JOHN MOORE M.P.,
Secretary of State for Social Security

Il In accordance 'with Section 63(11) of the Social
Security Act 1986 and Sections 121(1) and 123A(6A) of
the Social Security Act 1975 I submit the following
report on the likely effect on the National Insurance
Fund of the Social Security (Benefits Up-rating) Order
1988 and the Social Security (Contributions and
Allocation of Contributions) (Re-rating) Order 1988.
This report also takes account of the proposed Social
Security (Contributions) Amendment (No.5) Regulations
1988 and: the proposed ' abolition  of ‘the Treasury
Supplement.

2 Taken together, the Statutory Instruments provide for
the changes in ©benefit rates, contribution rates,
earnings limits and earnings brackets described below.

3. The Benefits Uprating Order alters the main social
security benefits payable from the National Insurance
Fund from dates in the week beginning 10 April 1989.
The new rates of Statutory Maternity Pay and Statutory
Sick Pay will begin from 2 April and 6 April
respectively. The flat-rate retirement and invalidity
pensions will be increased by £2.45 to £43.60 a week
for: 'a i8ingle person ‘and by £3.90 '‘to £69:.80.  for: a
married couple, with a similar increase of £2.45 a
week for widows' pensions. Unemployment benefit will
be increased by £1.95 to £34.70 for a single person
and s by -£3.15. -to “£56.10" ‘for d married ‘jetouptle. A
summary of the principal rates of benefit before and
after the changes is given in Appendix 1.

4. As well as increasing flat-rate pensions, the Order
increases by 59 per cent the earnings-related
additional pensions of retirement, widow and

invalidity Dbeneficiaries who qualified for these
pensions before 10 April 1989. This increase applies
to these pensions before abatement for any guaranteed
minimum pensions paid from occupational pension
schemes where the pensioner has been contracted out.
The whole cost will fall on the National Insurance
Fund.



Where increments are payable with retirement pension,
because a pensioner has deferred retirement, the Order
increases the increments by 5.9 per cent. Where an
occupational pension scheme awards increments to
guaranteed minimum pensions Dbecause retirement is
postponed, the pensioner's State pension will be
increased by an amount equal to 5.9 per cent of those
increments.

Taken together, the Contribution Orders alter certain
contribution rates and the earnings brackets from the

beginning of the 1989-90 tax vyear. I have been
instructed to assume that the lower and upper earnings
limits will be altered by amending Regulation, 1in

accordance with Section 1 of the Social Security
Pensions. i Act: 1975 .whigh. links..these *limitsdfito - the
basic retirement pension. The changes to the Class 1
earnings limits and earnings brackets for reduced
rates of contribution, together with the changes to
Class 2, Class 3 and Class 4 limits and contributions,
are shown in Appendix 2.

Shem=totalll ~:iClass id¥ ratesta. ofsi ‘contribution, sifor— sthe
1989-90 tax year are unchanged. The allocation from
the total rate to wthe't“National | “Health Service,
currently 0.95% from employees and 0.8% from
employers, will be raised to 1.05% and 0.9%
respectively. Appendix 2 shows the contribution rates
to the Funds and also the resulting total contribution
rates for the different earnings brackets.

The Government proposes to 1introduce 1legislation to
abolish from 1989-90 the Treasury supplement to the

National Insurance Fund. This currently is 5 per cent
of gross contributions before contracted-out
reductions and recoveries of statutory sick pay and
statutory maternity pay. The effect of the abolition

is included in this report.



Estimates of Income and Outgo

‘. Table 1 shows estimates of the income and outgo of the

National Insurance Fund for 1989-90 allowing for the
proposed changes in benefit rates, earnings limits,
earnings brackets and contribution rates, on the basis
of the working assumptions described in paragraph 10
below. The latest estimates for the current vyear
1988-89 are also shown for purposes of comparison.

Table 1. Estimated income and outgo of the National

Insurance Fund

Great Britain (£ million)

I I I ]
: | 1988-89 | 1989-90

| I |
| Income I I |
| Contributionst¥ ook 30601 I 27887 I
| Treasury supplements* I 1623 | I
| State scheme premiums | 240 I 250
I Investment income | 810 I 950
I | I I
l I | I
I Total income | ... 29284 | 29087
I | | |
I I 1 I
| outgo: I |
| Benefits: I I
I At present rates L2 25600 ] 25905
I Increases due to proposed changes | I 1514
| Transfers to Northern Ireland | 170 | 175
| Administration | 868 | Qg )
I I |
I I | I
I Total outgo | 26638 I 28568 |
I I |
I I | I
| Surplus | 2646 I 519
I | I |
I I I
| Balance in Fund at end of year I 9934 | 10453 |
| I I

1-

In 1989-90, after deducting statutory sick pay and
statutory maternity pay of £905 million and £245 million
respectively, and abatement of contributions on SSP and
SMP of £63 million and €17 million respectively. The
corresponding figures for 1988-89 are £859 million, £224
million and €£60 million and £16 million respectively.

The figure for 1988-89 is net of £19m overdrawn in respect
of 1987-88.
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The income from contributions and the expenditure on
benefits in the remainder of 1988-89 and in 1989-90
will depend inter alia upon the level of unemployment
and the rate of increase of earnings. In accordance
with the normal practice, working assumptions have
been given to me by the Government in regard to these
factors. The assumptions I have been instructed to
use for the purpose of the above estimates were set
out in the following terms in the Chancellor of the
Exchequer's Autumn Statement:

(1) the number of unemployed (Great Britain,
excluding school-leavers, adult students and
persons whose employment has temporarily

stopped) averages 2,100,000 in 1988-89 and
1,900,000 in 1989-90;

E14. ) the increase in average earnings 1is expected to
decline from about 8.75 per cent Dbetween
financial years 1987-88 and 1988-89 to about
7.5 per cent Dbetween financial years 1988-89
and 1989-90. Figures for settlements are of
course lower than these earnings figures in
both years.

Estimates for 1988-89

Il

1525

The estimated surplus of £2646 million for 1988-89
is an 1increase of £875 million from the estimated
surplus- of: £1771 million '‘given. 'in my report® on the
Social Security (Contribution, Re-rating) Order 1987
[Cm.25%)

The changes in the assumptions for average earnings
increase the surplus by £689 million; a rise in the
estimated number of contributors increases it by a
further £49 million. Other changes 1in the estimates
of Fund income increase the surplus by £7 million.
Estimated Dbenefit expenditure 1is reduced by £921

million. With the unemployment assumption falling,
there 1is a reduction of £338 million in unemployment
benefit. This - is. offset: by. an  1hcrease Vot  £237

million in sickness and invalidity benefits; the ne-«
effect of the changes to the estimates for the other
benefits increases the expected expenditure by a

further £10 million. Other estimating changes to the
outgo, including a fall of £29 million in
administration costs, 1increase the surplus by (39

mi 181 .on:d

el

indt



Estimates for 1989-90

1355

14.

1651

16.

The extra expenditure in 1989-90 as a result of the
increases in benefit rates from April 1989 is £1514
misll 1fons Particulars;: of: the/+extra cost and-of the
cost for individual benefits are given in Appendix 4.

Table 1 shows that total benefit expenditure is
estimated to increase by £1819 million between 1988-89
and 1989-90. Underlying the benefit estimates are
increasing numbers of retirement and invalidity
pensioners and reducing numbers of widow pensioners
and unemployment Dbenefit and maternity allowance
recipients. In addition the continuing build-up in
the numbers of retirement, invalidity and widow
pensioners qualifying for earnings-related additional
pensions, as well as the increasing average amounts of
benefit to which they are entitled, increases
expenditure by about £180 million.

The financial effects of the provisions in the Orders
which change earnings brackets and contribution rates
and of the proposed Regulations changing earnings
limits are summarised in Appendix 5. As a result of
the changes there will be an aggregate net decrease in
contribution receipts of £77 million; with the changes
in the allocation of the contributions the part
attributable to the National Insurance Fund will
reduce by £458 million. The removal of the Treasury
supplement reduces income by £1747 million 1'n
1989-90.

Changes <to'“the ' rates’ ofiystatutory =sick ‘pay’ ‘and
statutory maternity pay are estimated to increase
recoveries by employers from National Insurance
contributions in 1989-90 by £44 million and €5 million
respectively. Total recoveries made during the vyear
are estimated to amount to £905 million for statutory
sick pay and £245 million for statutory maternity

pay.



Table 1 shows that, after taking account of the
changes to earnings 1limits, earnings brackets and
contribution rates, the total yield of contributions
to the National Insurance Fund, after deducting
recoveries of statutory sick pay and statutory
maternity pay, 1is estimated to 1increase by £1276
million between 1988-89 and 1989-90. Appendix 6 shows
an analysis of the estimated contribution income in
1989-90 by class of..contributor. As a consequence of
the new contracted-out arrangements introduced by the
Social Security Act 1986 the increase in contributions
between 1988-89 and 1989-90 is about £430 million less
than 1t would otherwise have been. This 1is due to
increased estimates for contracted-out rebates as well
as the 2 per cent incentive payments to those newly
contracted out.

Effect of different assumptions on unemployment and earnings

18.

1594

If the average number unemployed in 1989-90 is 100,000
lower than has been assumed, and this is matched by an
equal rise in the number working, it is estimated that
contribution income will be £105 million higher;
expenditure on unemployment benefit 1is estimated to
decrease by £60 million. Similarly, if the average
number unemployed is 100,000 higher and the
corresponding assumption 1is made, the contribution
income in 1989-90 would be £105 million 1lower and
expenditure would rise by £60 million.

If the actual increase 1in earnings in 1988-89 or
1989-90 1is different from that assumed then the
1989-90 surplus will change by the amount shown in
Table 2. A positive figure represents an increase in
the surplus, a minus figure a decrease. These figures
show the sensitivity of the estimates to the
assumptions made regarding earnings changes.

Table 2. Changes projected in the surplus of the National

Insurance Fund in 1989-90 as a result of different
earnings increases.

£ million

l

1 |
| 1988-89 | 1989-90 percentage increase over 1988-89
| percentage I I
| increase I | l I
| over 1987-88 | 53% | 7%% I 913
| l l |
l | | | l
Lo T9H 4R | -800 l -330 l +140 |
[ 83 s | -480 1 0 | +480 |
| 93/4% l -140 | +330 | +800 I
l l | | |




The Balance in the National Insurance Fund

20.

For the two years for which estimates are given in
this report and the immediately preceding year, the
estimated balances in the Fund at the end of each year
represent the following proportions of the benefit
expenditure during the year:

1987-88 29 per cent
1988-89 39 per cent
1989-90 38 per cent

EDWARD JOHNSTON

Government Actuary's Department

December 1988



APPENDIX 1

Main rates of benefit

I Existing T Proposed
| rate I weekly
| | rate
| 1
| £ | £
Retirement, invalidity and widows' pensions, widowed mother's allowance: | |
Personal benefit (basic pension) | 41.15 | 43.60
Wife or other adult dependant | 2475 | 26.20
Graduated Retirement Benefit (unit) | 0.0539 | O ST
Widow's payment | 1000.00% i 1000.00%
Invalidity allowance: | |
Higher rate | 8.65 | 9.20
Middle rate | 51,150 | 5.80
Lower rate | 2475 | 2.90
Uniemployment benefit: | |
Personal benefit | Sl A | 34.70
Wife or other adult dependant | 20.20 I 21.40
Statutory sick pay: |
Higher rate | 49.20 | 52.16
Lower rate | 34. 25 | 236 .25
tatutory maternity pay | 34.25 | 36.25
Sickness benefit and maternity allowance: | |
Personal benefit | 31.30 ! 33-20
Adult dependant | 19.40 | 20.5S
Disablement benefit: | !
Disablement pension (100 per cent assessment) | 67.20 .20
Reduced earnings allowance (maximum) | 26.88 2% -48
Constant attendance allowance (normal maximum), exceptionally |
severe disablement allowance | 26.90 28-S0
Industrial death benefit: |
Widow's pension higher permanent rate | 415515 43 -60
Widow's pension lower permanent rate | 12.35 13- 0%
Increases for children of widows, invalidity and retirement |
pensioners; guardian's allowance and child's special allowance | 8.40 g .99
Lump sum payment Lo pensioners : 10.00% to .oot

*

wWith effect from dates in the week beginning 10 April 1989.
¥ Lump sum benefit
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APPENDIX 2

Changes in Class 1 Earnings Limits,

Earnings Brackets and Class
2, Class 3 and Class 4 limits and contributions.

I
|
I
I
I
I
I
I
I
I
I
I
I
|
|
|
I
I
I
|
I
I
|
|
|
|
I
|
I
|
|
I
I

Class 1

Lower Earnings Limit

Boundaries of Earnings Brackets

Upper Earnings Limit

Class 2
Flat: Rate Contributaoen

Small Earnings Exception

Class 3

Flat Rate Contribution

Class 4
Lower Profits Limit
Upper Profits Limit

Contribution Rate

[
1988-89 | 1989-90
|
|
£41 a week | £43 a week
|
£70 a week | £75 a week
£105 a week | £115 a week
£155 a week | £165 a week
|
£305 a week | £325 a week
|
I
|
|
£47505a week | “"E4.25 a week
I
£2250 a year | EQ3ISG a year
|
I
|
I
£3.95 a week | £4.15 a week
|
|
|
|
£4750 a year | £5050 a year
I
£15860 a year | £16900 a3 year
|
Brds | 6.3%
I

|
I
|
I
I
|
|
|
I
I
I
I
I
I
I
I
I
I
I
I
I
|
|
|
|
I
I
I
I
I
|
I
!



. APPENDIX 3

Rates of Class 1 contribut

ions for 1989-90

| I I
I I Primary |  Secondary
| I contribution | contribution
: : (employee) I (employer)

I
I I | ¥ I
I | Standard rate | Reduced | Not I
I I | rate | Contr- | Contr-
I | Not [ Lk | acted | acted
| | Contr- | Contr- | married | -out | -out
| | acted | acted | women | rate | ratett
I | —out | —out | and I I
I | rate | ratett | widow | |
I I I | optants | I
I I 3 I 3 I 3 I % I %
I I [ I | I
| National Insurance | I | I |
| Fund | I I I |
I I I I | |
| Weekly Earnings I I | | I
| I | | | |
L ESR 00 = ETEL00 4.7 3pSss d T1095 1980 e et (G 0.:.30
| £75.00 - "£114,99 ] 5.95 " |. 3.95 | 2.80 | ey O B0
Fe- 1180000 = £164,99 | “7.95 5| 5,95 -] - 9,80 =T g o 4.30
[ 16500 and overt W"7.95 "} '5.98 |2 88 [0 550: I 555
I | I | I I
| National Health I I | I |
| Servicet [0 @50 I 15505 51— 1e5 1. L0590 | 0.90
I I I I | I
I | | | I |
I | I I | I
| Total I | | I I
| I I I | |
| Weekly Earnings I | | | I
I | I I | |
[EREd3 500 = ieigdanoio b A eE S el B 00 3585 [ 5 00 i 9248
[FMCTEH0.0 =0 i ) AVS0 O ¥ i 0.0 il S @it [ a3 Sain RSl 7 il ole) e Bie 2.0
[ EANISINQ 0N = CEe A 99| Te9 O T @0 385 | 9,005 ] 5. 20
|48 25116 5100  andiwoverT - 900 T T r00LT 3 85 B[l o) P Hotea 665
| I | | |

I
|
I
I
I
I
I
|
I
I
I
I
|
I
I
|
I
|
I
|
I
I
I
l
I
I
I
I
I
I
I
I
I
|
|
|
I
I
I
|

Notes: ¥ The contribution rates apply
upper earnings limit for employees and
employers.

to earnings up to the
to all earnings 'for

Tt Applies only to earnings between the lower and

upper earnings limits. The correspondi

ng not contracted-out

rate applies to earnings below the lower earnings limit and,
for employers, to earnings above the upper earnings limit.



Estimated outgo on National Insurance Fund benefits and effect of benef

outgo in 1989-90

APPENDIX 4

it up-rating on

Great Britain (£ million)

Retirement pensions

Widows' and Industrial death benefits
Uriemployment benefit

Invalidity benefits

Sickness benefit

Maternity allowance

Industrial injuries bernefits:

Disablement benefits
Other benefits

Guardian's allowance and child's special allowance

Lump sum payment to pensioners

Total

Extra outgo | Estimated

Estimated

e e e e e e o o e S et e R M S s s e T e L

T
|
in 1989-90 | total outgo | outgo in
as a result | in 1989-90 | 1988-89
of uprating | |
| |
[ I
| |
| |
1156 | 20656 | 19281
| |
52 | 988 | 965
| |
53 | 966 | 1143
| |
214 | 3987 | 3410
| |
11 | 206 | 205
| |
2 | 29 | 27
| |
| |
26 | 473 | 455
0 I 2] | 4
| |
(o] | 1 | 1
| |
- | 110 | 109
| |
I I
1514 | 27419 | 25600
| |
I I

|
|
|
I
[
I
|
|
|
|
|
|
|
|
|
|
|
|
|
I
|
!
|
i
I
|
|
1
|
]
I
I
|

AIJAAB



‘ APPENDIX 5

Analysis of the changes in contribution income for 1989-90 as a result of changes in the
earnings limits and contribution rates and in the allocation of contributions

Great Britain (€ million)

I o] il
| Contributions for the | Contributions received
| tax year 1989-90 | in tax year 1989-90
[ National [ National T National | National |
| Insurance | Health | Insurance | Health
| Fund | Service | Fund | Service
Social Security [ | T I il
(Contributions, Re-Rating) (No.2) | | | | |
Order 1988 | | | | |
Changes in Class 1 earnings brackets | -266 | - | ~-232 | - |
Increases in Class 2 rate and small | | | |
earnings exception limit | 19 | 4 | 12 | 2 |
Increase in Class 3 rate | 1 | 0 | 0 | 0 |
Increase in Class 4 profits limits | -3 | -1 | -1 | 0 |
[ | | | |
[ I I él =
Total | -249 | 3 | -221 | 2 |
| | | | |
I | [ | O e
Proposed Social Security I | | | |
(Contributions) Amendment (No. 2) | | | | |
Regulations 1988 I ; | | |
| | | |
Increase in Class 1 lower and | | | | |
upper earnings limits | | | | |
Gross contributions | 219 | 23 | 190 | 20 |
Less contracted-out | | | | |
contribution reductions | 79 | - | 68 | -
| | | | |
| 1 I |
Net increase in Class 1 | | | | |
contributions | 140 | 23 | 122 | 20
| | | | |
I I | ] |
Social Security | | | | |
(Allocation of Contributions) | | | | |
(Re-rating) Order 1988 | | | | |
Changes in Class 1 allocation | -411 : 411 | -359 | 359
| | | |
[ I | I |
Total increase in contributions | -520 | 437 | -458 | 381 |
| | | | |

* The balance of the contributions for the tax year 1989-90 will not be received

untilatfter 31°March” 1990
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APPENDIX 6

Analysis of contribution income in 1989-90* by class of contributor

Great Britain (¢ million)

] | I I =i
| Class 1 | | |
[ | | | | | |
| Primary | Secondary | Total I'Classs 2 | '‘Class 3' | Class 4. | Total
| (employees) | (employers) | Class 1 | | | |
[ ] ] T I il |
| | | I | | |
| | | | | | |
National Insurance Fund | | I | | |
Gross contributions | | | | | |
before contracted-out | | | I | |
reductions | 14740 I & 29377, | 34117 | 396 | 27 | 397 | 34937
Less contracted-out | | | | | |
contribution | 2179 | 3641 Jii 58200 Y| - | - I = | 5820
reductions | | | | | | | T
| | | | | | |
| | | | | | |
Net Contributionst | 12561 | 152236 | 28297 | 396 | 27! | 397 | 29117
| | | | | | |
National Health Service | 2015 | 1902 | 8\91k7 | 73 | 5 | 89 | 4084
Employment Protection ! | | | | |
Allocation | 1 : 1 : 2 : - : - : - | 2
| I
| | | [ | | e
Total contributions * | 14577 | 17639 | 32216 I" - w469 =4 32 | 486 | 33203
| | | | | | |
| | | | | | 11

These contributions are partly in respect of 1989-90 and partly in respect of earlier years,
5 Before deducting statutory sick pay and statutory maternity pay estimated at £905 mil!lion And

£245 million respectively, and also before deducting abatement of contributions on SSP and SMP
estimated at £63 million and £17 million respectively.

EYAANR
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<)
V(;> FROM: J P MCINTYRE
n DATE: 24 October 1988

)
hﬁy;};>®) cc  Chief Secretary
Financial Secretary

Sir P Middleton

Mr Gilhooly
Mr Riley
Mr Ramsden
Mr Speedy
Mr Tyrie

Mr Call

Mr

NATIONAL INSURANCE CONTRIBUTIONS: AUTUMN REVIEW

Mr Moore's letter dated 22 October sets out his proposals. They
are much as expected and, for the most part, in line with the
simple re-rating described in Annex A to my minute of 20 October.

2 The exception is the proposal to uprate both the £105 and
£155 reduced rate limits by £10 rather than £5. This was option d
in my 20 October submission. Miss Wallace's minute of 21 October
said that you wanted to consider either this option or option c
under which only the £155 limit would be raised by £10.

3. Mr Moore's proposal is of course the more expensive option.
The 1loss in NIF income would be some £110 million, instead of
£50 million with option c. As we suspected, the PSDR cost of
increasing the £105 1limit by an extra £5 is not much offset by
savings in income related benefits. Such savings would probably
be no more than around £5 million, because many of the employees
in this part of the income distribution are either single with no
children (and therefore earning too much to qualify for income-
related benefits) or else the spouses of partners whose earnings
take their joint incomes beyond entitlement levels.




\

i

4. The issue therefore boils down to whether you want to forgo

‘n extra £60 million or so of NIF income uprating the £105 1limit

by 9.5 per cent (as Mr Moore proposes) or by only 4.5 per cent,
against the background of an earnings assumption for this year of
8.75 per cent. The result of the more expensive option would be
to put, very roughly, an extra half million employees into the 7
per cent band instead of the 9 per cent band.

5. The other consideration is that Mr Moore has been relatively
cooperative in producing proposals which, on the whole, raise very
little difficulty in terms of your room for manoeuvre on the PSDR.
Given his likely problems in defending the NIF surplus and the
abolition of the Treasury supplement, you may feel that you can go
along with him on a £10 uprating of the £105 band.

NHS Allocation

6. Mr Moore proposes to increase this by the maximum allowed
under the current legislation (incidentally, the proposed
allocation for employees is 1.05 per cent not 1.15 per cent as
shown in the Annex to Mr Moore's letter; this was a typing error).
He makes no mention of the possibility of putting provisions into
his new Bill to enable larger annual increases in the allocation.
Miss Wallace's minute said that you might want to amend the Bill
at a later stage to this effect, but that there was no need to
press the point now. Your reply to Mr Moore (which would also go
to Mr Clarke) might say that you would want to keep this option

open.

Longer term options

7. Mr Moore says he believes it essential that we now begin to
look at the longer term options for reducing the NIF surplus and
that he has asked his officials to begin preliminary work
immediately. You may want to ask Mr Moore to make sure that his
officials keep us in touch with their work.

8. I attach a draft reply.

B

J P MCINTYRE
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The Rt Hon John Moore MP

Secretary of State for Social Security
Department of Social Security
Richmond House

79 Whitehall

LONDON SW1A 2NS

NATIONAL INSURANCE CONTRIBUTIONS 1989-90

Thank you for your letter of 22 October.

Civitbl LA
I am the proposals set out in the Annex to

your letter (though the NHS allocation for employees should
of course be 1.05 per cent rather than 1.15 per cent). As
for the longer term, I would be grateful if your officials
could keep mine in touch with their work on the options for
the NIF surplus. One option which I would not want to rule
out is an increase in the maximum annual increase in the NHS
allocation from the current 0.1 per cent. If there were
agreement that this would be a sensible way of reducing the
surplus, the necessary provisions might be included at a
later stage in your new Social Security Bill, though we do

not need to decide on that now.
I am sending a copy of this letter to Kenneth Clarke.

NIGEL LAWSON
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FROM: MISS M P WALLACE
DATE: 25 October 1988

MR MCINTYRE cc Chief Secretary
Financial Secretary
Sir P Middleton
Mr Anson
Mr Phillips
Mr Scholar
Mr Culpin
Miss Peirson
Mr Gilhooly
Mr Riley
Mr Ramsden
Mr Speedy
Mr Tyrie
Mr Call

Mr Mace - IR

NATIONAL INSURANCE CONTRIBUTIONS: AUTUMN REVIEW

The Chancellor was grateful for your minute of 24 October. He has

now written to Mr Moore, as drafted.

2o As I mentioned to you, the Chancellor would also like to
report the outcome of these correspondence to the Prime Minister
when he sees her tomorrow, and would therefore be grateful for an
aide memoire of the main points, which he could hand to her. In
particular, he would like this to cover the NIF surplus problem.

33 The Chancellor has also commented that it is important that,
in our presentation, the upratings of the reduced rate limits are

not related to earnings,but rather to the RPI, rounded up.

P

MOIRA WALLACE
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FROM: C SPEEDY

N DATE: 25

October 1988

1s 1'®
1. MR Mg}xé;RE \ cc Chief Secretary

Sir P Middleton

2. CHANCELLOR Mr
Mr
Mr

Anson
Phillips
Scholar

Miss Peirson

Mr
Mr
Mr
Mr
Mr
Mr

NATIONAL INSURANCE CONTRIBUTIONS: AIDE MEMOIRE

Gilhooly
Riley
Ramsden
Tyrie
Call
Mace IR

I attach an aide memoire on national insurance contributions

use at your meeting tomorrow with the Prime Minister.

Qo dpoeck

C SPEEDY

for
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NATIONAL INSURANCE CONTRIBUTIONS: AUTUMN REVIEW

1. Main announcement for employers and employees:
a. contribution rates unchanged.
b. lower earnings limit raised from £41 per week to £43 (in

line with single pension, as usual).

Cis upper earnings limit increased from £305 per week
to £325 (maximum possible under legislation).

d. Limits for reduced rate bands to be increased in line
with prices and rounded up to nearest £5.

This gives following structure:

Percentage NIC rate on all earnings

Weekly earnings Employees Employers

Below £43 No NICs payable

£43 to £74.99 ) 5

£75 to £114.,99 7 7

£115 to £164.99 9 9

£165 to £325 9 10.45

Above £325 9 on-£325 10.45

2 Self employed: Class 2 stamp up 20p to £4.25. Increases for

lower and upper profits limits in line with employees, in usual
way. Class 4 rate unchanged, at 6.3 per cent.

3 Treasury Supplement to be abolished (was 5% of contributions
this year, equal to £1% billion). Supplement not needed in view
of healthy state of National Insurance Fund. In view of

increasing share of non-contributory benefits in total benefit
expenditure, reasonable that tax payers contribution to national
insurance benefits should now be abolished.



octstl.27
CONFIDENTIAL

‘ 4. NHS Allocation: Increase by maximum possible under
legislation, 0.1 per cent, to 0.9 per cent (employers) and
1.05 per cent (employees).

5. National Insurance Fund: Surplus this year could be as much
as £3 billion, bringing the balance in the fund to over
£10 billion, nearly 40 per cent of outgo. (GAD's recommended
minimum is 17% per cent). Abolishing the Supplement and
increasing the NHS allocation will reduce the surplus in 1989-90
to around £1% billion, but balance will still increase. Surplus
arises essentially from uprating benefits in line with prices,
while contributions rise with earnings; recent increases in
employment and the fall in unemployment have also tended to

increase the surplus.
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SECRET

draft 25.10.88

SOCIAL SECURITY BENEFITS UPRATING STATEMENT

With permission Mr Speaker, I wish to make a statement about the
uprating of social security benefits. This will take place for
most benefits in the week beginning 10th April next year, the
first full week in the tax year. The provisions will apply in

both Great Britain and Northern Ireland.

This year I have more increases than usual to announce. I am
varying some of the increases to target them better on those who
need them most. And I am pleased to announce some additions to
some benefits to ensure that nobody will in future lose from the
correction of the calculation error discovered in the RPI last

year.

I propose to concentrate on the main features: I have set out the
details in a full schedule which is now available in the Vote
Office and which with permission Mr Speaker I shall publish in
the Official Report.

The social security budget is huge: nearly £50 billion a year,
one-third of all public expenditure. The increases I am
announcing today amount to more than £2 billion. It is thanks to
the growth in the economy and to the success of our economic
policies that we are able to afford to bring this substantial
help to pensioners and to families on benefit. It is right that
we should continue to help in this way everyone who needs that
help. But it is equally right that we should continue to target
this massive expenditure, to ensure that it is concentrated to

best effect, on those who need it most.

I should like to make it clear that this is where my priorities
lie, in carrying forward the policies which I began last year, of

re-directing increases within these large sums, to be most




helpful to those in most need of help and to stimulate the proper
responsibilities and personal efforts of those who do not need to
rely on benefit. I shall be bringing forward further proposals

on this shortly.

Contributory and similar benefits

I start with the main rates of contributory benefits and benefits
for war pensioners, disabled people and others. The retail
prices index published on 14 October showed an increase in prices
over the 12 months to September 1988 of 5.9%. But the RPI was
subject to an error which was corrected during this period. I am
pleased to tell the House that these benefits will be uprated
either by the published figure of 5.9% or by the amount arrived
at by recalculating the benefit from the last correct rate in
July 1986 using the actual movement in prices since then,
whichever figure is the higher. I should like to emphasise that:
we shall pay whichever is the higher figure from the two
calculations which we have done for each benefit. If we had not
done this, pensioner couples for example would using recalculated
figures for past upratings have been 5p a week worse off. This
more than fulfils the promise which my Hon Friend the Minister of
State gave to the House last December, when the error was
discovered. On top of the special payments of over £100m already
made to pensioners and others earlier this year, I am now putting
the benefit rates right for the future in the most favourable
possible way. I am placing in the Library of the House full
details of all the rates, and of all the calculations needed to
carry out our intention to adopt a "best of both worlds"

approach.

The basic retirement pension for a single person will thus rise
by £2.45 a week, from £41.15 to £43.60, and for a married couple
by £3.90 a week, from £65.90 to £69.80. Pensioners' total
incomes, including their occupational pensions .and savings, have
grown steadily since 1979, by over 23 per cent, compared with a
miserable rate of 0.6 per cent a year between 1974 and 1979.

After allowing for inflation, pensioners' incomes have increased

PR R R e s



twice as fast as those of the population as a whole between 1979
and 1986. A range of Government policies have played their part
in this record, and it is one of which we, as a Government, are

proud.

Income-related benefits

I turn now to the income-related benefits. I restructured these
benefits last April in a simpler scheme with new rates which is
already proving much easier to understand and operate. I propose
to uprate these benefits in the normal way by the published
movement of prices less housing costs. In addition, in
recognition of the error in the RPI, there will be further
increases for pensioners, disabled people and families comparable

to those for people on contributory benefits.

Overall these measures to take account of the RPI error will cost

some £10m more than simply uprating by the published indices.

Public Sector Pensions

Public sector pensions will be increased by 5.9%.

Community charge

We are making a once and for all adjustment to income support
levels to provide compensation for the contribution which
recipients will have to make for the community charge. This will
also compensate for the rates liability which recipients in
England and Wales will face next year. To this end we are
including £1.05 a week for single people under 25 and £2.10 for
couples. I am leaving the figure for single people over 25 at
£1.30, since that is the contribution they are currently
receiving towards their domestic rate liability. This large
group will thus be more than compensated over the longer term - a

more than adequate settlement.

SRR P AL e



Social Fund

I wish to say a word about the operation of the Social Fund, also
part of last April's reforms. I would like to pay tribute to
social security staff for their splendid contribution to getting
this innovative scheme under way. Contrary to the scaremongers
who said that our offices would be swamped and unable to cope,
expenditure on some items - while increasing - has not yet
reached the levels which we first estimated. There have been
alarmist allegations that we would cut budgets for next year. I
am doing no such thing. I am taking the responsible approach
that my hon Friends will expect. Despite the suggestions that
the budget for this year will not be spent, the gross budget for
next year for Great Britain will be just over £200 million, the
same as it is for this year. A separate announcement will be

made concerning Social Fund provisions in Northern Ireland.

Family benefits

Before I come to the other increases I have to announce hon
Members will expect me to say something about child benefit. I
have never made any secret of my belief that this benefit is not
the most effective use of social security resources. It is paid
to virtually every family in the country, no matter how large
their income, at a cost of over £4% billion this year, a tenth of
all benefit expenditure on social security. Furthermore, if we
were to uprate it across the board, most of the money would go to
better-off families, including the very wealthiest. The

poorest - those on income support - would gain nothing from the
child benefit increase. Neither would those claiming family

credit. That would be perverse targetting in the extreme.

I have decided therefore, to continue my policy of last year to
leave the child benefit rate unchanged and to direct help instead
where it is most needed, to the poorer families with children. I

propose to put substantial additional resources into the benefits



going to those families. I have already said that there will be
a prices uprating of the child allowances in income support,
family credit and housing benefit. That uprating will cost

£135 million. But on top of that I am adding an extra 50p a week
to all these child allowances. This will cost an additional
£70m. The result is that we shall be directing over £200m to the
greater benefit of some 3 million children in poorer families.
These families will clearly be better off than if we had simply
uprated Child Benefit. The rates for some children - those under
11 - will go up by as much as 9.3% well in excess of a simple

uprating.

I know that some of my hon Friends have expressed concern about
the position of families on low incomes. Unlike other parts of
the benefit system, such as income support, when it comes to
helping working families with children there is no cut off point
at low income levels. Family credit goes well up the income
scale, for example to those earning £9300 a year with 2 children
aged 12 and 14, and even higher in some cases. I fii rmly 'beldieve
that it is better to target resources in this way than to improve

child benefit for all including those on the highest incomes.

More help for disabled people

I have further increases to announce, for disabled people, the
elderly and families with young children. This is the 10th
Anniversary, Mr Speaker, of Motability, the scheme set up to help
disabled people to obtain cars on favourable terms. The scheme
has been extended and has a fine record of success. It is now
helping 60,000 people. I am pleased that this anniversary has
been marked by the grant in May this year of a Royal Charter. I
am very glad to announce today that the Government will be
contributing £5m to a special trust fund which is being set up to
celebrate the anniversary. Motability is a joint venture between
Government and the private sector, and the clearing banks also

will be contributing £5m. These new funds will increase five



fold the money available for Motability to spend each year, and
in particular will in future provide extra help for the more

severely disabled people who need a specially adapted vehicle.

I shall also be bringing forward legislation to extend the upper
age limit for mobility allowance from 75 to 80, as an interim
measure pending our consideration of the series of reports on the
OPCS survey of disabled people. All this is good news for
disabled people.

More help with heating in cold weather

Finally Mr Speaker I propose useful and what I hope will be
welcome improvements to the very good scheme we already have for
giving help during periods of very cold weather to pensioners,
disabled people and families with young children on income
support. First, I am changing the rules for the period over
which temperatures are measured. This will in future be any
consecutive seven days, and not limited to seven days starting on
a Monday. Secondly, I am raising from 2 to 5 the age below
which a child can make a family eligible. That will extend the
scope of the scheme to nearly half a million more families. I
shall be amending the regulations recently laid before the House
to include these improvements which, taken together, could double
expenditure on this scheme if we have a very cold winter. It

will be extra money well spent.

Conclusion

Mr Speaker this is a generous uprating, and one which directs
massive resources to where they are most needed. My proposals
amply fulfil our pledges to pensioners and others who receive
long-term benefits. They provide substantial extra help to
families on low incomes and to disabled people. And, with other
measures which I shall be bringing forward, they encourage those

who are able to do so to support themselves and their families.



Some 16 million claimants in all will benefit,

at a total cost of

over £2 billion. That is the full measure of the success of this

Government.
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FROM: M J SPACKMAN
DATE: 25 October 1988

1. MR ANSON ‘olof- Sir Peter Middleton
Sir Terence Burns
2. CHANCELLOR Mr Byatt
Mr Monck
copies attached for Mr Phillips
Chief Secretary Mr Culpin
Financial Secretary Mr Odling-Smee
Paymaster General Miss Peirson
Economic Secretary Mr Turnbull
Mr Gieve

SOCIAL TRENDS 1989: ARTICLE ON SOCIAL ATTITUDES

The 1989 edition of Social Trends will be published in January.
Recent issues of Social Trends have included standard chapters on
Health, Transport and so on, plus one other article by an invited,
non-official author or authors. For an invited article for 1989
the CSO have commissioned the paper on social attitudes attached
below. It includes attitudes not only to personal behaviour, but
also to the balance of tax and spending, and on health services.

2. The authors have a high reputation for competence and
impartiality, and the article would contain the usual disclaimers
about not being the work of CSO. However some of the reported
findings would undoubtedly be picked up and used to criticise the
Government.

3 This could apply in particular to table A.7 (page 16), which
suggests that there is increasing public support for more tax
financed spending on health, education and social benetits, and to
some of the coverage of health, on pages 19 and 20.

4. The CSO are keen to publish the article as they consider it
to be relevant material for Social Trends, as a document which
tries to portray social change. There would also be dangers in
withdrawing the article at this stage. At the same time it is
questionable whether the Government should publish material of
this kind.

qul



6.

The main arguments made for publication are

(1)

(ii)

(iii)

(iv)

(v)

(1)

Overall the article largely endorses Government
policy. Good news of this kind is made more credible
if the Government shows itself willing also to publish
material which will be interpreted as critical.

The press asked last year whether CSO were under
political pressure in selecting material for the book.
They replied that the final selection of the material
was their own. The CSO believe that being able to
reply in this way helps the credibility of statistics
published by Government.

Omission of the article would be likely to be noticed.
There could be public accusations of "suppression".

The article is an update of one by the same authors
published in Social Trends in 1985. The media at that
time paid no noticeable attention to the reported
attitudes on tax and public expenditure: they were
more interested in the division of 1labour in
households, which appears again in the present
article.

The declared public preference for more social
spending is already well known. But this article for
the first time sets it alongside related findings,
which show (table A.8) that people feel that they
themselves already pay more than enough tax.

The main arguments made against publication are:

There is no need for the Government to score own
goals.



(ii) Whatever the disclaimers, publication in Social Trends
would give the findings very wide publicity, and a
gratuitous political dimension.

(iii) The material can be (indeed will have been) published
in_non-official channels. The Government can make it
clear that it is willing-to help fund such work, and
that there is no question of suppressing publication:
the point is only about what is suitable for

publication by Government.

(iv) The comments on health care could be published at an
unfortunate time, probably shortly after the Health

Review.

7. We understand that the article is being put to Department of
Health Ministers today. DH officials on balance see publication
as posing the lesser problem, but may suggest that it should be
cleared with the Prime Minister.

8. Treasury officials see the substance as in places unhelpful,
but not worse than that. The bigger issues are seen as whether
or not Social Trends should be 1left on so 1light a rein, and
whether it 1is expedient anyway to withdraw the article at this
stage.

e % 2 .l . lap e
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Yl The authors have said that they would be perfectly willing
to omit the unhelpful table A.7 (together with the helpful A.8)
which would reduce potential media criticism of fiscal policy.

But there is unlikely to be scope for further editorial change.
(The authors have already agreed large cuts, where CSO felt the
material was weak or referred to party politics.)

10. Options are to tell the CSO:
(1) that we see the balance of advantage 1lying with
publication (perhaps with the omission of tables A.7

and A.8);

(ii) that we believe the article should be withdrawn.

3
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o 1% There is no consensus among Treasury officials. Some of us
see (i) as the safer course at this stage; there is also strong
support for (ii).

M J SPACKMAN
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SOCIAL SECURITY UPRATING / \,\ﬁw/

Attached is a copy of the Parliamentary Brief which will go
into the Whips' Office after the Social Security Uprating

Statement.
2 I have suggested that one of the key points must cover
child benefit. It should make clear that child benefit is

not a "pledged" benefit, that it has not be uprated in line
with inflation this year to enable more money to be targeted
on poorer families and that poorer families would not gain
from an uprating as their other benefits would be reduced
pound for pound. The section in the body of the brief on
child benefit will also be re-written so that it makes sense
and covers the above point.



3. Melinda Libby is also making a number of changes where

the sense is not clear or where the point needs expansion.

These are marked on the brief.

4. Do you have any comments to make on the brief?

i
JUDITH CHAPLIN
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1988 UPRATING STATEMENT
BRIEFING TO MEMBERS

Key Points

* This briefing outlines the key issues relating to the October
1988 uprating statement. A full schedule of the revised

benefit levels is available from the vote office.
\
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3l contrlbutory benefit (1nc1ud1ng*¥£employment Benefit) plus

statutory sick and maternity pay will rise in line with -
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* Extra money will be targeted at those in greatest need: the
pensioners, low-income families and the disabled.

* Famili;s on Family Credit will receive £70 million extra next {
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1.THE CONSERVATIVE APPROACH

The Social Security budget is huge:\| nearly €50 billion a year:m

one third of all public expenditure. Next year the Government

i SRS
will increaseﬂgheféocial Security by some £2 bllllon"and
within that total, extra funds w111 be targeted~at three prlorlty

groups:

1) The elderly
(ii) Lowfincome families
(iii) The disabled.

It is thanks to the growth in the economy and to the success of
our economic policies that the Government is able to bring thls
substantial help to those in genuine and greatest need.

It is right that the Government should continue to help in this
way everyone who needs help, but it is also right that this
massive expenditure is targeted to ensure that it is concentrated
to best effect, on those who need it most.




2. A BETTER DEAL FOR PENSIONERS

The basic State Pension will rise by 5.9% (the Mrate of

inflation over the 12 months to September 1988) or by the amount
needed to restEre the full value of the benefit after taking

account of the(RPI error in 1987, whicﬁ—éver is the greater.

R

The new pension rates will be:

single person - raised £2.45 from £41.15 to £43.60

married couple - raised £3.90 from £65.90 to £69.80

Income Related Benefit

Pensioners who have little or no other income other than the
basic pension are of course entitled to additional income-related
benefit such as Income Support or Housing Benefit. These

benefits were restructured last April in a simpler scheme with
new rates which is already proving much easier to understand and
operate. These benefits will be uprated in the normal way b

published movementgisrprices less housing costs. H-additiom, 1 —

les

o’/

<fg;érall the@p measures to take account of the RPI error will cost
some £10m more than simply uprating by the published indices.




Exceptionally Cold Weather Payments

AR
" In future these payments w1ll be made in respect of any
‘consecutlve 7 day period. The system by which such periods were
measured from a Monday starting point only has been scrapped,a\

Q”\)IUO 000 elderly people will also benefit from the “two other Sl
changes to be made this forthcoming winter:

(i) 200,000 non-householders will become eligible for a
cold weather payment.

ltevnl
(ii) 200,000 60-64 year olds will also bg e igible.

There is no comparison here with Labour's record: they don't
have one because there were virtually no payments of this kind a
decade ago.

Labour's Record on Pensions

Labour linked increases in pensions to the movement of prices or
earnings, whichever was the greater. This commitment was not
sustainable and was not honoured by Labour in 1976 or 1978, nor
in their proposed uprating for 1979.

d’\w_,\ fu &1.90 })’ )

In addition, the Labour Governme their upratings ,.net—en

movements of prices qmﬁarn'ngs which had actually occurred_':.
ds which the Eg§?ected to occur 1n the, f tﬂﬁ T YA T
& tren \ Which ﬁL,.Y LL e~

chaded —~-‘J‘:" = L{3e st dndt ALt Redne ‘ Pe€ns10nNers were no
compensated(for inflation during the 8 month period from March

1975, to November 1975 when prices rose by some 16 per cent.




.
1E.
— T — e — R — T— — — N —— - — —— ™

was usedq r Frrg— roTT fe Conservatives
have returned to a fair and reliable method of uprating, on which
pensioners and others can depend with absolute confidence.

By—eentrast\fhis Government has increased spending on the elderly M ¢UJ
*}ﬂu% by 27% overall. For the Government's record on Pensioners'
Incomes see Appendix I.

3. HELPING THE FAMILY

Family Credit

@4 ul
ThE Government attaches :\ -importance to providing npn

financial help*féf“iow—income families. This year £5 © ?
billion in all will go to such families. 1In the vanguard of this (
assistance is Family Credit which was <delibereately.placed at the
heart of last April's Social Security Reforms. This benefit
ensures that working families do not lose out as they cross the
threshold between unemployment and work and climb up the income
ladder.

/l}~6a44ke—e%hef—iaits—af-%he—beaefi* SYstem;,SuCIl as ITTCoOme—Suppore,

IS i 3 g €re 1s

ne-eﬂt—nff—pUIﬁf"EE’IEW"tnccme—%e#elev-gFamily Credit goes well

up the income scale, for example to those earning £9,300 a year
with children aged 12 and 14, and even higher in some cases.




This year £70 million extra will be made available to the
neediest families through income related benefits quite apart
from the prices uprating of the child allowances in Income
Support and Housing Benefit. This extra help will take the form
of 50 pence a week which will be added across the entire range

of these rates. The following represent two examples of how this
increase will work in practice:

* This year the Income Support/Housing Benefit child
allowances for 11-15 year olds is £26.10; next year

this will be £17.35, an increase of no less than 7.8
per cent.

* This year's Family Credit rate stands at £11.40 for 11-
15 year olds; next year this figure will increase to
£12.90, an increase amounting to 13.2 per cent.

The exceptional cold weather payment scheme (see also section 2)
is to be extended to families with children aged between 2 and 5.
This will extend the scheme's coverage to nearly 500,000 more

families. Children aged 5 or over are usually at school 5 days a
week.

All in all we shall be directing over £200m to the greater
benefit of some 3 million children in poorer families. The rates
for some children - those under 11 - will go up by as much as
9.3%, well in excess of a simple uprating.



Child Benefit

Y?M-h3~
Next year Child Benefit will atug/gi £7.25 a week per child. At
£7.25 for.12 miliion eligible children 'CHB' costs £4.5 billion,
10 per cent of the total Social Security Budget. This benefit is
not the most effective use of public resources and does not

fulfil the Government's aim of targeting benefit where it is most

needed. To uprate Child Benefit in line with inflation next year
would cost £200 million. [7 T % T i

Arigher Tever—of—CHEwoTtd—=r dWay at the Ievel or—tieir /S &£

~bene-sa.es-..] ik o 1B

o W tele
Instead substantial additional resources will be directed, as F¢“
above, t‘c‘)ni}:; C\l:clldcllowances in Irfuotlejupponr; and F;«ml ) P
Credit. O*S\H\ " f“"“'

4. Help for the Disabled

Benefits for the disabled will be increased in the same way as
contributory benefits; in addition the Government has announced
the following:

Motability

(1) £5m will be contributed by the Government to a

special trust fund|d % _,,,;~
—— e T —

=S00iversary- <This scheme, which helps disabled
N — !
people to-bue cars on favourable terms, is now
helping 60,000 people.

(ii) The upper ‘age limit for Mobility-Allowance will be

raised from 75 to 80.



Spending on the long-term sick and disabled has increased by more
than 80 per cent above inflation since 1979. (The record of the

Government's succession assisting the disabled is contained in
appendix 2)

5% Other Benefits

Social Fund

Despite Opposition disinformation and scare-mongering the Fund is
working well. Local Social Securlty offices have coped admirably
in dispensing both grants and loans. Expenditure on some items -
while increasing - has not Yet reached the levels first
estimated. However, despite alarmist allegations that we would
cut budgets the gross budget for Great Britain next year w111 be
just over £200 million, the same as it is for this year.

Transitional Housing Benefit Scheme

This scheme was never intended to be anything other than
temporary. From April 1989, as other benefits rise, most
transitional payments will be reduced by £2 a week.

Income Support and the Community Charge

Last April's reforms included the pPrinciple that even people on
Income Support should pay 20 per cent of their rates bill. This
is designed to improve accountability in Local Government. Next

be the average 20 per cent contribution if the Community Charge
were introduced next year.



Appendix I

Pensioners' Incomes:

* Pensioners' average total net incomes grew by 3.0 per cent a
year on average between 1979-86 (23 per cent over the period
compared with 0.6 per cent a year between 1974-9 (3 per cent
over the whole period).

* OAPs' average income from savings increased by over 7.0 per
cent a year in real terms between 1979-86 compared with a
decrease of 3.4 per cent a Year ,between 1974-9,

* @eim 60 per cent of pensioners had savings income in 1979: by
1986 the figure was 70 per cent.

* Pensioners' total incomes are now 60 per cent of those/people 7
in work.

* 1In real terms, pensioners' incomes increased twice as fast as
those of the population as a whole between 1979-865.

* Far fewer pensioners are on low-incomes - only 24 per cent
were in the bottom fifth of the national income distribution
in 1985, compared with 38 per cent in 1979.



* Between 1974 and 1986 the average OAP's income increased as

follows;
(£ per week at 1985 prices)
Pensioners' Incomes 1974 1986
Total Social Security Benefits 41.80 55.80
Occupational Pensions 10.90 19520
Savings Income 10.00 13.70
Earnings 12.60 6.70
Total Gross Income 15530 95.40

Total Net Income 68.50 86.80



Appendix II

Help for disabled people

* Total expenditure on benefits for long-term sick and disabled
people in 1987-88 amounted to some £6.75 billion.

* The value of Mobility Allowance has increased substantially
even after inflation, it has been made non-taxable and total
spending on the benefit has increased by about six times in
real terms.

v
.

* Severe Disablement Allowance was introduced in November 1984

to replace the non-contributory invalidity pension. This did
away with the greatly-resented household duties test.

* Eligibility for Invalid Care Allowance (ICA) has twice been

extended - to non-relatives in 1981 and most recently to
70,000 married women, with payments backdated to December
1984.

* The 'Invalidity trap' which denied the long-term rate of
supplementary benefit to 55,000 sick and disabled people was
abolished in 1983. As a result, those receiving invalidity

benefit are no longer prevented from transferring to the long-
term rate of supplementary benefit.

* An extra £60 million on Income Support are eligible for the
Severe Disability Premium of £24.75 a week; only 4,500

claimants got the old domestic assistance additions at an
average amount of £6.35 a week.

* The Government, together with the Disability Income Group, has
set up the Independent Living Fund to help very severely

disabled people continue to live independently in their own
homes.



After housing costs were met, one third of sick and disabled
people were on incomes below half average earnings in 1981; by
1985 the figure had fallen to just over one-fifth.

The OPCS Surveys, the first of which was published on the 28th
September, will provide more information than ever before
about the numbers, needs and circumstances of disabled people.
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Sir Peter Middleton has seen Mr Turnbull's minute of 25 October to
the Chancellor. He does not see why we should not point out to

the CBI the shortcomings of their latest report. He wonders

whether the Chancellor would like him to speak
it

to Mr Banham about
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: \;) ) Financial Secretary
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Economic Secretary
n\v v Sir Peter Middleton
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Mr. Monck
Mr. Phillips
Q/V’ Mr. Culpin
\, Mr. 0Odling-Smee
Miss Peirson
Mr. Turnbull

Mr. Spackman
Mr. Gieve

SOCIAL TRENDS 1989: ARTICLE ON SOCIAL ATTITUDES

Mr. Spackman's minute of 25th October below seeks
your views on whether the CSO's annual publication "Social
Trends" should contain a non-official article which they
have commissioned from SCPR on Recent Trends in Social
Attitudes. It has been their regular practice to commission
an invited article of this kind, and this one would follow
a similar article published four years ago. It would

appear next January.

e Mr. Spackman sets out the opposing arguments very
clearly on pages 2 and 3 of his minute. There are two
qguestions. First, whether "Social Trends" is the right

meddum’ for ~this  kind of  .invited non-official article.
Second, now that this one has been commissioned and written,

whether it should be allowed to go ahcad.

3. On the first point, my own view is that it is a mistake
o include non-official articles of this kind. Whatever
disclaimers are printed, the article will get a kind of
semi-official status simply by the fact that the official
editors have been prepared to include it. And it is doubly
undesirable in the publications of an organisation 1like
the CSO, whose purpose ought to be to provide objective

(and not politically oriented) factual data.



-

4. I think, therefore, that CSO ought to be asked to
reconsider their practice of including such articles. I
do not believe that this need be construed as "political
pressure in selecting material for the book" (Mr. Spackman's
S5i(aad.) » It is simply asking them to stick to their job

of publishing official material.

5« That leaves, however, the problem of the present
article. The problem areas are the passages on public
expenditure and taxation, and the NHS. It has become

an established practice to commission such invited articles,
and if one which has already been written is suppressed,
that is likely to become known. The survey findings will
be published by SCPR anyway. The "article which the
Government suppressed" is 1likely to get more publicity
than an article which appears in the normal course. Under
these conditions, it is the findings unfavourable to the
Government that will get more attention; whereas otherwise
the press might pay more attention to the findings on AIDS

and the role of men and women in the home.

6.« There 1is a subsidiary question whether, if you feel
for these reasons that we should let it go, we should ask
for Tables A.7 and A.8 to be deleted. The choice is between
both or necither. I—-am—-not gure that deletion helps; —s3ince
Table A.8 is fairly stark, and provides a more effective
counterweight to the message in Table A.7 than if that

whole passage is reduced to words.
748 My own recommendation, therefore, would be:

(a) that this particular article should be allowed
to go ahead;

(b) that there should be a very clear disclaimer
that it is not the CSO's work;

(c) that the CSO should be asked to reconsider the

practice of including invited articles.

-~

J. ANSON
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Dean Stuawt

UPRATING STATEMENT

The Chief Secretary was grateful to see your Secretary of State's
draft uprating statement. He has the following comments and
suggestions to make.

Oon the first page, the first sentence in the fourth paragraph
might better refer to "almost one third" of all public
expenditure. In the same paragraph, the third sentence could
rofor to the disahled as well as pensioners and families.

In the next paragraph, the Chief Secretary assumes that the
further proposals referred to in the last sentence are the
measures to tighten up the benefit regime for the unemployed which
will be in the new Social Security Bill. In so far as details of
these proposals have not yet been announced, the Chief Secretary
believes it may be difficult for the Secretary of State to answer
questions about them so that, on balance, it might be better if
the sentence were omitted.

Contributory and Similar benefits
In the section dealing with the RPI error, the Chief Secretary
wonders whether the statement might not make the important point



that the published RPI figure overstates the actual movement in
prices. Sentences on the following lines might be inserted after
the third sentence:

"This increase of 5.9 per cent corrects the error which was
made earlier in the RPI. That is, 5.9 per cent includes both
the correction for the error and the rise in prices since
then. But to make quite sure that benefits are uprated by at
least as much as they would have been if the error had not
occured, they will be uprated either by the published figure
of 5.9% or by the amount arrived at by recalculating the
benefit from the last correct rate in July 1986 using the
actual movement in prices since then, whichever figure is the

higher."

In the next paragraph on page 2, the second sentence should refer
to pensioners' total incomes having risen by "over 23 per cent on
average in real terms,".

Income-related benefits

In the first paragraph, the Secretary of State might consider
adding to the end of the third sentence "which are of course met
separately through housing benefit". 1In the next paragraph, the
point that everything reasonable is being done to put right the
effect of the RPI error might be given added weight if an
additional sentence were added on the following lines:

"And in total my Department will be spending nearly
£90 million a year in putting right the effect of the error
on benefits".
Public Service Pensions
The reference to "public sector" pensions should be to "public
service" pensions.

Community Charge
The Chief Secretary does not think that the first two sentences
accurately reflect agreed policy. He would prefer them to read:

"We are making a once and for all adjustment ta income
support levels to help meet the minimum 20 per cent
contribution which recipients will have to make to the
community charge. This will also provide help for the rates
liability..."

The Chief Secretary also thinks that the figure of £1.05 should be
briefly explained, by inserting a new sentence after the third
sentence:

"£1.05 is 20 per cent of the estimated average community
charge if the charge were to apply in Great Britain as a
whole next year."

"Assistance" rather than "contribution" may be better in the next
sentence.



Social Fund

The Chief Secretary's view is that, while the inclusion of this
passage must be essentially a matter for the Secretary of State's
judgment, it would be wiser, on balance, to omit it.

Family Benefits
The Chief Secretary would like to suggest a slightly different
presentation of the arguments, on the following lines.

"I am glad to be able to announce a significant increase in
benefits for poorer families. As a result of the special
measures I shall explain in a moment, the rates payable for
children in families receiving family credit and income
support will go up by between 7 and 20 per cent, well in
excess of a normal uprating.

Before I give the details of these measures there is one
important point I wish to explain and which is not, I think,
well enough understood. Child benefit is widely presented as
a universal benefit, with the implication that an increase in
the rate will help all families. In practice, this is not
so. The poorest families, those on income-related benefits,
are unaffected by the rate of child benefit. They gain
nothing from an uprating.

I have therefore decided to continue my policy of last year
of putting additional resources into the benefits which do
help poorer families, namely family credit and income
support. I have already said there will be a prices uprating
of the child allowances in income support, family credit, and
housing benefit. This will include the 45p which families
claiming these benefits would have received from a full
uprating of child benefit. That uprating, including the
adjustment for child benefit, will cost £135 million. But on
top of that I am adding an extra 50p a week to all these
child allowances. The result is that we shall be directing
over £200 million to the greater benefit of some 3 million
children in poorer families, including an additional £70
million for the special 50p increase in allowances. These
families will clearly be better off than if we had simply
uprated child benefit, which I propose to leave unchanged.

[Final paragraph of this section as now]"

Disabled

The Chief Secretary wondered whether the paragraph on mobility
allowance might come before that on Motability. And he feels that
rather more could be made of the extension of the age limit to 80.

Exceptionally Cold Weather

In the final sentence, rather than emphasise the possible doubling
of expenditure on this scheme, the Chief Secretary suggests that
the statement could refer to the substantial extra help which will
be available to vulnerable groups, which might lead to higher
expenditure in very cold winter - but this would be money very
well spent.




Conclusions
in the penultimate sentence, "pensioners and others" might be

preferable to "claimants".

\'lcwu el
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MISS C EVANS
Private Secretary
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DRAFT 26/10/88
SECRET
SOCIAL SECURITY BENEFITS UPRATING STATEMENT

With permission Mr Speaker, I wish to make a statement about the
uprating of social security benefits. The necessary statutory
instrument, which will bring my proposals into effect, will be
laid before both Houses and debated shortly. Uprating will take
place for most benefits in the week beginning 10th April next
year, the first full week in the tax year. The provisions will
apbly in both Great Britain and Northern Ireland.

This year I have more increases than usual to announce. I am
varying some of the increases to target them better on those who
need them most. And I am pleased to announce some additions to
some benefits to ensure that nobody will in future lose from the
correction of the calculation error discovered in the RPI last
year.

I propose to concentrate on the main features: I have set out
the details in a full schedule which is now available in the Vote
Office and which with permission Mr Speaker I shall publish in
the Official Report.

The social security budget is huge: nearly £50 billion a year,
almost one-third of all public expenditure. The increases I am
announcing today amount to more than £2 billion. It is thanks to

the growth in the economy and to the success of our economic
this substantial

o

It is right that we should continue to help in this way everyone

policies that we are able to afford to brin

help to pensioners, disabled people and to familiea:

who needs that help. But it is equally right that we should
continue to target this massive expenditure, to ensure that it is
concentrated to best effect, on those who need it most.



&

I should like to make it clear that this is where my priorities
lie, in carrying forward the policies which I began last year, of
re-directing increases within these large sums, to be most
helpful to those in most need of help and to stimulate the
proper responsibilities and personal efforts of those who do not
need to rely on benefit.

Contributory and similar benefits

I start with the main rates of contributory benefits and benefits
for war pensioners, disabled people and others. The retail
prices index published on 14 October showed an increase in prices
over the 1%&:?E§ﬁ§;59 September 1988 of 5.9%. But the RPI was
subject to €rror which was corrected during this period. This
increase of 5.9% corrects the error which was made earlier in the
RPI. That is, 5.9% includes both the correction for the error
and the rise in prices since then. But to make quite sure that

. benefits are uprated by at least as much as they would have been
if the error had not occurred, they will be uprated either by the
published figure of 5.9% or by the amount arrived at by
recalculating the benefit from the last correct rate in July 1986
using the actual movement in prices since then, whichever figure
is the higher. I should like to emphasise that: we shall pay
whichever is the higher figure from the two calculations which we
have done for each benefit. If we had not done this pensioner
couples for example would, using recalculated figures for past
upratings, have been 5p a week worse off. This approach more than
fulfills the promise which my rt hon Friend the Minister of State
gave to the House last December, when the error was discovered.
On top of the special payments of over £100m, already made to
pensioners and others earlier this year, I am now putting the
benefit rates right for the future in the most favourable
possible way. I am placing in the Library of the House full
details of all the rates, and of all the calculations needed to
carry out our intention to adopt a "best of both worlds"

approach.



The basic retirement pension for a single person will thus rise
by £2.45 a week, from £41.15 to £43.60, and for a married couple
by £3.90 a week, from £65.90 to €69.80. Pensioners' total
incomes, including their occupational pensions and savings, have
grown steadily since 1979, by over 23 per cent on<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>