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From the Private Secretary 20 December 1979

Thank you very much for coming over to discuss the paper
which Christopher Foster sent under cover of his letter of
13 December on the question of taxing unemployment benefits.
You agreed to consider Foster's ideas further, and to let us
have a note in due course. When you have completed your
consideration of Foster's proposals, it would be very helpful
if you could let me have a draft reply for the Prime Minister's
signature.

I am sending a copy of this letter to John Crawley (CPRS)
and also to Tony Battishill (HM Treasury) and Don Brereton
(Department of Health & Social Security) together with copies
of the Foster letter and paper.

J.D. Taylor Thompson, Esqg.,
Board of Inland Revenue




10 DOWNING STREET

From the Private Secretary 20 December 1979

I am writing on the Prime Minister's
behalf to thank you for vour letter of

13 December about taxing unemployment
benefits,

David Wolfson and I have discussed the
ideas set out in your paper, and we have
arranged for them to be looked at in detail
by those who are studying this whole question.
Either the Prime Minister herself or I will
write to you in due course when we have
further advice on the feasibility of your
proposals.

T, P.CANKESTE!

Christopher Foster, Esq.




CONFIDENTIAL

P.0179

PRIME MINISTER

STRIKERS AND SUFPLEMENTARY BENEFITS
To be raised orally

(Minutes of 28 November from the Secretary of State for Industry and the
Chancellor of the Exchequer of 18 December, both to the Prime Minister,
are relevant)

BACKGROUND

1. E(BA) has had three inconclusive discussions on this subject.
However, the minute from the Secretary of State for Industry dated

28 November now reports an agreed recommendation which has been hammered
out between himself and the Chancellor of the Exchequer, the Secretary of
State for Employment, and the Secretary of State for Social Services.

2. The Secretary of State's mimute was copied to all members of the Cabinet
and a number have commented. The comments vary widely but are contained
within the compass of Sir Keith Joseph's minute (your office will let you
have a complete set). In addition Sir Geoffrey Howe has written clarifying
the legal position on the separate but related question of tax refunds.
Basically the position is that an employer can only avoid making a refund

by letting the Revenue have all the information on which they could make

a refund. Since the tax office would only have to write a cheque there

is no legitimate scope for administrative delay — and of course the employer
would have had to set up special arrangements to supply the information in
the right form. So there is little scope for useful action here. And any
change in the system would require main legislation, which presents its own
difficulties quite apart from your own reported statement in Week-End World
on 7 Jamuary 1979 that "I'm not going to pass legislation on tax rebates."

3« The commitment to take action on Strikers and Supplementary Benefit
is given in the Manifesto extract attached to Sir Keith Joseph's minute.
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In theory one might pass legislation to make trade unions pay a minimum
level of strike pay. (Some of the most powerful unions, eg the miners, do
not pay strike pay at all.) But this would be represented as interfering

in the private affairs of the unions; would be likely to arouse extreme
opposition; and has not been seriously canvassed in any of the Ministerial
discussions. You may wish to check whether a propesal on these lines would
be acceptable to colleagues. If not then there is little choice but to act
indirectly, as Sir Keith Joseph suggests, by a measure which assumes that
unions, as a matter of good practice, pay a particular level of strike pay.
This would be done by the Government "deeming"™ that level of strike pay when

computing the Supplementary Benefit entitlement of strikers' families.

4. Some colleagues — particularly the Lord Chancellor — have questioned
whether it is wise to proceed at all with the proposals at present, If
the scheme is to proceed, the main points remaining at issue between

colleagues are whether strike pay should be deemed for non-unionists, and

the timing and presentation of the proposals (though the presentation of the

hardship issue will be very contentious).

5. Unionists/non-unionists The arguments are summarised in Sir Keith

Joseph's minute. Basically to deem that non—unionists receive strike pay

will be argued to be unfair to them and will seem doubly so if those

concerned are opposing strike action. Moreover it will be argued that this
e —

provision may force non-unionists to consider joining a union as an insurance

policy. On the other hand, to deem that only unionists receive sirike pay

presents the problem of identifying who is a union member and who not

(union records are often poorly kept). And unions who will claim to be too
poor to pay the strike pay at the deemed lEvel/will say that the Government
is encouraging their members to leave. (They could of course increase their
subscriptions!) The administrative problem of identifying the unionist is
difficult, because there will be great pressure of mumbers, and the unions
are most unlikely to co-operate. But officials of DHSS and IEm do not think
that identification would represent an insuperable problem, provided some
degree of fraud is accepted. It would of course be a2 criminal act for an
individual to take Supplementary Benefit after a false declaration. Thus
the choice here — unionist/non-unionist - is essentially one of political

and presentational acceptability.
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6. You should note that the deeming would apply to official and unofficial

strikes alike (since otherwise the unions would meke all strikes unofficial),
and also to "lock—outs" since it has, for TO years or more, been accepted

that it is not possible in settling Supplementary Benefit entitlement to

J distinguish between strikes and lock—outs.

|

7. The proposal is also that there should be no hardship provision for

gtrikers' families who fall below the normal Supplementary Benefit levels

as 2 result of unions not paying the deemed level of strike pay. The most

that a family will be short is £10 below the normal Supplementary Benefit

Requirements Level (which is accéﬁf@ﬁ as being sufficient to keep the family -
but not the striker — afloat for an extended period). Since the family can
usually defer long—term expenditures, this may not be unreasonable — although
it would give a strong propaganda card to opponents of the Govermment's view.
(It is relevant that, in practice, the majority of families will have £4 more
than the minimum level, because £4 a week of income from tax refunds is
disregarded at present in settling Supplementary Benefit. However, this
advantage may disappear when Short Term Benefits become taxable, depending
on which system of taxation is chosen: E Committee is due to take a paper on
t hat point early in the New Year.) The new Supplementary Benefit arrange—
ments under the current Bill will spell out entitlement very clearly in
Regulations, and the only discretion left to make payments in respect of

hardship will be in respect of exceptional circumstances "unrelated to the

strike"- eg fire, flood, or unexpected serious illness. Previous discussions
in B(EA) have considered alternatives of making partial hardship payments,
or making payments as a loan, and reclaiming them when the striker returns
to work. But each have serious disadvantages. They cut at the roots of the

proposal, and are administratively complex. The recommendation in Sir Keith

Joseph's minute is therefore against any steps of this kind.

8. You will be aware of the leak of a Treasury brief on these issues which
led to coverage in the Daily Mirror (Annex A). This gives a clear preview

of the sort of press handling the proposals will face.

9. On timing, Mr St John Stevas has argued that the Government should make

its position clear on the Second Reading of the Social Security Bill — which

has now been brought forward to Thursday afternoon, 20 December. Mr Prior

e
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on the other hand, is very conscious of the controversial nature of the
proposals, and would prefer more time for consultation with the unions and
employers. Other colleagues have differing views on this basically political
question . We understand that Mr Jenkin currently intends (in his draft
speech for Second Reading) to say that the matter is still under review and
that the Government will not introduce the measure without adequate time for

consultation and debate in the House.

HANDLTHNG

10. You might ask Sir Keith Joseph to remind colleagues of the proposals

and then — in view of the doubts expressed by the Lord Chancellor, and
perhaps by other colleagues — consider whether the Cabinet are agreed that
S ——

— e
early action is necessary. Sir Keith's minute points out that the direct

effect of the proposed measures will be very small and the question is really
one of influencing attitudes. If the Cabinet confirm that early action is
needed, you might next seek to eliminate the tax refunds issue as a
non=runner: and also remind colleagues of the alternative possibility of
requiring unions to pay strike pay (a proposition which may have more
supporters at the end of the discussion — given the difficulties = than at

the beginning).

11. You will then want to take the Cabinet through the proposals for
deeming: first through the specific proposals, and then the timing and

tactics of an announcement.

12. On the specific proposals you will want individual decisions on:

a. Should strike pay be deemed for unionists only, or unionists and
e —

non-unionists alike (the politics, and your own preferences, point

to the former despite the administrative complications).

b. Should strike pay be deemed for unofficial strikes and lock—outs?
(unavoidable if scheme is to be workable).

c. Should the amount be set at £10 in 1980, to be increased thereafter

in proportion to the increase in S¥pplementary Benefit? (Any higher
figure would create greater problems of "hardship" — £10 is a good

AT
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round start, and is higher than most strike pay now).

d. Should the "disregard" on strike pay be abolished? (nonsense to

do otherwise).

é. Should the disregard on other miscellaneous income (eg war

pensions, tax refunds, part—time earnings of the striker, and on

wife's earningsl be retained as at present? (Could be altered —

but it would treat strikers worse than criminals in prison, and would

increase allegations of "hardship").

f. Should there be no provision for hardship payments, except in
"oxceptional circumstances unrelated to the strike"? (Controversial -
but no alternative has been devised which would not cut away the

roots of the measure).

13. Finally you might turn to the question of tactics and timing.

A number of ceclleagues have already indicated in correspondence that they

have views on this. Mr Prior, Mr Stevas and Mr Jenkin might be asked for

their views, and then other colleagues allowed to join in. If a clear
decision is reached it will be for consideration whether Mr Jenkin should

announce it in the debate on Thursday afternoon.

CONCLUSION

14. The conclusions will have emerged during the discussion = either for no
immediate action, or for action on the itemised list of points in the previous
section or for a rethink of the possibility of requiring unions to pay strike
pay. You will also need a specific conclusion on what Mr Jenkin should say

at the Second Reading of the Social Security Bill immediately after Cabinet
and on the way in which any further consultation with the unions and

employers is to be conducted.

P Le CHEMINANT
Cabinet Office
19 December 1979
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2CRET Tory plens that would
eneciise strikers and their

ies are revealed today,

‘The havdline strategy, backed by top
Cabinet Ministers, eoes bevond the
' [ = W ’

current Tory
strikers,

line on de:xling__with

It would mean a cut of £10 a4 week In soclal
security payments for strikers' famllles,

And the chief architect of
proposals, Industry
Secretary Sir Kelth Juseph,
sugeests that there should be
no special provision for hard-
ship paymenls — "even In
distressing cases."” ;
The strategy will be branded

85 Lhe cruel face of Toryism. For

If the Government accept the
proposuls — which  huve been
|:1.:ur:1.-d Lo Lhe magazine "Cline Out

«—[amilies with- crippled children

or invalld purents will be among
the hardest hit.

The Joseoh plan is dl&nlﬁcd.

In & confdentin]l Treasury men-
orandum. )

The memo 15 o briefing from
B senipr eivil servant wb | the
Treasury:-lo Chancellor Slr Geol-
[rey Howe.

It says Sir Keith has accepled

ra

e Fom e o T B

m

By PAUL FOOT

that the unlons will fAght the
public relations battle and will
seek Lo use Lhe wespon of alleged
hardship,

* Nevertheless" the memo adds,
“Dhis view is that this battle
should be fought ond Lhat no
rovision should *be made [or
imrdsihilp y

The maoin propesal is te dock
£10 a weak from the supplemon-
tary benelit poid for the lomilies

= of strikers.

This £10 would be what a

sirlker wns assumed tg have
been poald by his unlon, whether
e _actually recelved ¥ or not.

Sir Kelth woants the £10 cut
restricted Lo unlon members,

According Lo the memo, the
Chancellor disagrees. He believes
there should be ne distinetion
between  unionlsts amd  non-
unionista, i

‘This i partly because ™ the
chlect of Lhe exerelse Is Lo deler
strikes " and partly to aveld A
chirge of * bribing * union mem-
bers Lo delect,

i Into account . any

. Prentice

The Tory plan

Rocs A stage furlher with its

. strike deterrent.

There 158 a proposal Lo allow
soclal segurity ofliclals (o take
LaX rebale o
siriker gely—and dock his poy-

" menls nccordingly,
. Few unions getually give £10°

o week strike poy. Somae, like the
miners in the strikes of 1972
and 1974, poy nothing at all,

Soclal Seeurity Minisier Reg
[ told  the Commons
recently Lhat weekly supplemens
bary benefit pavments Lo strikers
averaped £15-51 st yvear

S0 a £10 eul would tuke awav
around two-Lhirds of the money
paid Lo sirikers.

T he proposils cannot become
law without changes in the Sup-

plementary Benefils  Act, Min-
Isters could be plunning to push
them through 1 8 one-clulise

« Bill

Jelff Rooker, MP, A Lubor
Spokesman on social seeurity, Luld
me: “IF thut happens 1 bmoagine
we would withdraw all tle nor-
mil courtesies from the Covern-
ment., It would be total worlare.

“These plans hit working
people who have done nothing.”

Pramler Margaret TThatcher
will be wondering lhow *vet
another confidentin! document
has got Into the hands of 'Lune

ut,
~The radical magazine Is pulie-
lished today.

Last week It revealed secrel

. detnlls about the Government's

nuclear Power progrdnme.

© Mirror Comment—See Page Two

L’. The Searetary of
unions will fight the
the weogpon of alleged

hardskiz,

State for Industry hus accepted thot ihe 8,
publie relotions battle and will sce¥% o usn
Revertholess, his vicw is 4hot thid
battle should be fought and that no provigica should be suie fo=
h.sr:i:_;m 7+ 4%he pchexe now put forward is' thurefore significantly
diffoéroct froem the prnpcsula_prwi ously ‘copgiderad ty Min:stoess.

Bir Keith Jescph suggestds .zo gpec.lic provision for bardship
payments even in dictressirg coges (althouzh discreticn to poy
benolit in coges of extrese hardshi]l cexced by extraordinary
circunptonces unrelated to the eiriliy, of fire or fleod, would o
continue)," Thio proposal ie hariler thzn thoye considered go far
but 3L Lits dn with your e¥n jicigszl tiat hardchip pojyments shoul
be seb at, o Jow level ﬂ!‘lr-rl-'f-'t‘rn'- ly retiin diccretionary pover to

BATTLE CALL: An extract frﬁm the leaked memo on strike strateqgy,

TOUGH: What the m.emq says about Sir Keith Joseph's hard line.




PACE DAILY MIRROR, Thursdoy, December 13, 1979
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THE proposals hy Mrs. Thatcher’s two
chief Ministers to cut down strikes by
hitting at strikers’ families are shock-
ing, callous and unfair,
" They are also potentially catastrophic.
SHOCKING? The Treasury docu-
ment the. Mirror publishes this morn-
ing says: ‘* Sir Keith Joseph suggesls
no specific provision for hardship even
in distressing cases.”
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upon the unions. A war they'd feel
compelled to fight.
And that's the last thing Britain
necds at the moment. .
Members of the Cahinet are quick

to claim in public that they want
peace and co-operation with the unions.
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But in private they're singing a dif-
ferent song.

As the Treasury says, Sir Keilh
Joseph *“ has accepted that the unions
will fight the public relations batlle...
his view is that this battle should be
fought.”

That isn't brave, It’s foolish. It isn’t }
a strategy for victory, It's a recipe for |
disaster. '

~ CALLOUS? Sir Geoffrey Howeis told
by the civil servant advising him: This
proposal is harsher than those con-
sidered so far but it fits in with your
own proposal." :
UNFAIR? According to Sir Geoff-
rey’s proposals everyone on strike would |
he assumed to receive union pay of £10 |
a week, to be deducted from dependants’ §
social sccurity, whether he or she be-
longed to a union or not. -
CATASTROPHIC? If this scheme
was carried through in this form it
would beequal {o a declaration of war
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VulSOLACS DOOST
AIN Is to get 180
of  America’s new lows:
fiving - Cruise  missiies
in thé biggest boost lo
Weatern  delences  since
ll:r‘_ W!II!.II._‘.

within striking distance
of Russia, ; '

Both Belalum and
Holland slaged &
-revolt,  declaring
they could

mini= °
that °
nol accept -

m INDUSTRY Seore-

fary Bir Kelith
Joseph kicked seven post-
men out of the Tost
(Mice  boardroom  last p
night. Ile enid that a
{two-vear experiment in
worker participation had
ended in [allure.

n EIGHTEEN
were hurt Iast night |
when & roach n*.tur:w:- . tempt: to .8

twenty-four sugpécted
IRA terrorists in dawn
swoops yesterday.

The ralds were an al-
mash’ 1R A

prapie

A 'HUGE force of
armed police arrested

of « make

have been under surveil-
Innee for =ome time”
The ralds were organ-
ized  bv Commander
Peter Dufly, head of
Scotiand Yard's. Antl-
Terrorist Bquad, u!lnq
police from the.Specia
Patrol Group, Bpecial
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BUPPORTERS of Lur
Corrle Bill o restoict
abortlons caussd o row
veeterday when Lthey ord-
mitted using o sefcick
Aape recorder Lo geb evi-
dence.

Tory M P Michiarl An-
cram told a2 Commons
commitiee thng e Jud-
den recovder had bern
used at the Britlsl Preg-
nancy Advisory Service
by A woman apparently
seeking an abortion.

Health Minlster Gérald -+
Vaughan later underiook
to review Lhe pregnancy
advisory eharitiea to
sure they were
doing nolhing wrong.

MARK DOWUMNEY

= INDUSTRY Minisler

David Milchel 2 Lo
ask  Alrlix. owners of
Meeeano: why il packed
4930 workers af ils Liver®
pool plant witheut giving
80 dayn' nolice.

Steel p.ca
to railiscn

STEEL: unlon

leaders

. asked rallmen jast nizht

nabinnnl

io back lheir
E'“ gtrike in Lthe NTwW
BAr,

11 “they oo, Inductre
wiil quickly be evippied,
Because many Lirms nave
low Elocks ol =iee

1t i5 now feared thnt
the declsion to nxe 53000
steel joba by next Auguth
wiil throw at leask A%n-
othed 200,000 workera in
aother industrirs on Lhe
dole, ALAM LAWY

Q Close-Up — Poge [

A SEA srarch wa2
latinehed  Tews =f=fd




Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000

PRIME MINISTER

STRIKERS AND SUPPLEMENTARY EENEFIT

We shall be discussing in Cabinet on 20th December the
minute by Keith Joseph of 28th November about Strikers and
Supplementary Benefit. In your comments on that minute you
raised a point about the payment of tax refunds, and it
might be helpful to colleagues if I clarify the legal
position.

2l An employer is required to make a tax refund if one is
due, to his employee on each of the latter's ordinary pay
days during a strike, that is to say at weekly or monthly
intervals (depending on whether the employee is weekly or
monthly paid). If the employer either cannot or prefers
not to make the refund, he may relieve himself of the

obligation to do so by providing the Inspector of Taxes
concerned with information about the striking employee

sufficient to calculate the level of refunds due. In that
case the Tax Office is legally obliged to make the repayments
and while in practice some delay might occur, it is not

legally possible deliberately to delay payment. To change
the position would require primary legislation.

e I am copying this to all Cabinet colleagues, Norman
Fowler, Michael Jopling, and Sir Robert Armstrong.

-

(G.H.)
/8% December, 1979
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THE PRIME MINISTER Decemkber 1979

’2«,‘. Lord. ey

Thank you for your letter of 20 November about the
financial help available to strikers from public funds.

I share your view that our benefit and taxation structure
should not subsidise industrial unrest.

The present position is that the maiﬂ cash benefit
available to strikers is supplemgntary benefit. The striker is
not entitled to benefit for himself and what he gets for his
dependants - which also includes reasonable housing costs - is
means-tested. Any income the striker or his family has, such as
his final earnings, income tax refunds, strike pay, his wife's
earnings and child benefit, is taken into account against the
family's needs.

In practice few strikers qualify for benefit for their
families, At the gtart of a strike the employee usually has up to
two weeks' wages available for his family's maintenance and benefit
is not paid in this period. As the vast majority of strikes (80
per cent in 1978) do not last this long, most of the people who go
on strike do not receive supplementary benefit at all,

In 1878 about 12 per cent of those on strike for longer
than two weeks received supplementary benefit; the average weekly
payment was £15.50. Assessing the role played by supplementary
benefit in encouraging or prolonging industrial action is not a

straightforward exercise. What research has been done - such

/as that reported




{

as that reported in the recent British Iﬁiﬁifﬂ;; of Management

publication: "Funds available to Employees on Strike'" - has sug-
gested that supplementary benefit plays only a minor part in
financing stfikers. .

Nevertheless I am not satisfied with fhe current arrange-
ments and they are undexr réview, We cannot igﬁore the fact that a
striker's family needs support for the essentials of everyday
living but I certainly sympathise with the argument that support
by the taxpayer shoﬁld be reduced. Your own salutidn — that the
man himself should foot the bill by repaying the money at the end
of the strike - is one possibility. But it may not be the best
solution. One point is that stﬁjkers would stiil be able to look
to the State for assistance and: depending on the prize at stake,
could well decide that it was worth their while to accept a loan of
supplementary benefit until the employer conceded théir demands.
And there is the danger that, once on strike, the strikers might
seek to increase any prospective settlement to cover the cost of
the loans.. We also have to look at the manpower cost; of any such
arrang&ments.'

The Government's preferred alternative for reducing the cost
to the taxpayer is for unions to take on their fair share of
supporting strikers. Our review therefore concentrafes-nn ways in
which.this might be done and you may be assured that we are looking
rigorously at the possibilities.

Your point about strike centres is important_and I have
asked Patrick Jenkin, the Secretﬁry of State for Social Services
to ensure that these are established only as a last resort if

large numbers of claims are expected and there is no other way of

dealing with the situation. The overriding consideration in these

cases is the protection of the regular beneficiaries (the elderly,

/the handicapped,




s and so on) from the disruption

the handicapped, deprived familie

which would be inevitable if, for example, several hundred strikers

were to descend upon a local office to claim pbenefit for their

families.

Thank you very much for writing. I mﬁch apg}eciate your

kind and encouraging words.

Lord Keyes
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SHELLEY HOUSE,
3, NOBLE STREET,
LONDOMN, EC2V 7DO.

TELEPHONE! O - 0080 4040,

13th December 1979

The Prime Minister,
10 Downing Street,
London S.W.1.

Dear Prime Minister,

Taxing Unemployment Benefits

At your luncheon party on 23rd November, you asked me if I could
think of a way in which Unemployment Benefits might be taxed, and to send
you a note on it if I could. I sent a first note on 26th November; and
have subsequently been in touch with your Private Secretary. The note I
now enclose has been revised following that discussion and others I have
had with colleagues here.

Several schemes seemed worth attention. In particular I loocked
at taxing unemployment and other benefits received during unemployment by:-

(a) working within the present P.A.Y.E. system;
(b) additional taxation on return to work;
(e) a tax adjustment at the end of the tax year; and
(d) paying benefit net of tax.
Even a cursory examination suggested all had their drawbacks.

On reflection it seemed to me that another approach might be more
worth exploring, although I am well aware there may be major disadvantages
to it that I have overlooked, especially given the limited time I have had
to go into the matter which has had to be snatched from other things.

As with many matters connected with tax, it is far from easy to
describe what I have in mind simply, although I believe it to be
comparatively straightforward by comparison to some of the alternatives.
Its essence is indeed that unemployment and possibly also supplementary
benefits, or some part of them, should be regarded as taxable income; and
thus should be added to other income when assessing liability for Income
Tax. The means suggested for taxing these benefits is through a reduction
in the tax rebates currently payable to the unemployed who have been out of
work for more than four weeks. The proposal might meet two other of the
Government's objectives. It has properties which would act as a
disincentive to become unemployed and an incentive to return to work. Also
it can bear on strikers as on other unemployed persons.
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. The Prime Minister

Although the idea is simple, complications enter because of the
need to consider how it can be put into effect: to relate it to other
aspects of tax and social security, and to allow for out of the ordinary
cases. Therefore I feel myself in a gquandary. Practical problems are all
important in a case like this; and unless one has an appreciation of them,
this proposal will never carry conviction. On the other hand, I am well
aware how impossible it is for anyone outside Government to master all the
relevant detail and avoid mistakes. I would hope that should you find this
note useful and decide to pass it on to those officials concerned, they
will show some generosity to an outsider peering into their mysteries and
take this for the essay it is meant to be.

The suggestion is my own, but as you might expect we have staff
at Coopers & Lybrand with recent experience of working in tax offices. I
found it most helpful to draw on this. I have also discussed the issues
with one of my senior partners, Mr. Emmitt and our senior tax partner,
Mr. Tansley. While they feel able to commend the scheme I am suggesting as
not without merit in principle and therefore worthy of attention, you will
appreciate that we have not as a firm been able to undertake as thorough a
study of the practical problems of its implementation as I feel would be
necessary if the proposal were to come to you in the Firm!s name. Hence I
am putting it forward on a personal basis.

Yours sincerely,

fﬁ%

Christopher D. Foster
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TAXING UNEMPLOYMENT BENEFITS

Presumed Objectives

My understanding is that the Government wishes to subject
unemployment benefits (UB) to Income Tax; and possibly supplementary
benefits (SB) paid during unemployment also. There would appear to be
three main uhjec#ives=ﬂ

(a) The first is one of consistency. They are income and it is
logical they should be aggregated with other income in
determining tax liability. (For the sake of completeness and
if only to reject it, I should perhaps mention another view
which is that UB and SB are not income as such but more akinto

claims on an insurance policy which, of course, are not taxed.)

(b) Not taxing reduces the incentive to work and increases that to

remain unemployed.

(¢) If benefits to strikers' families were liable to Income Tax, it
is argued that the tendency to strike would be reduced. This
last objective differs from the others in that it concentrates
on one kind of recipient of UB and SBE. To single them out for
taxation would entail considerable administrative complications
as Professor Prest argued in the Financial Times of 21st July 1979
(see Annex A). Nevertheless the general policy of subjecting
UB and SB to Income Tax might serve this objective also.

While it may seem too obvious to be worth mentioning, it should perhaps be
added that although taken by itself the proposal will reduce the effective
rate of UB and SB for all incomes high enough to be taxed, this could be
offset and is not necessarily implied by a decision to tax them. The adequacy
of any particular level of UB or SBE is a separate issue; and is not

treated in this paper.
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Mternative Approaches

2.

Although more time and research might have suggested other

approaches, at this moment it seems that the following must be among the

most likely:-

(a) The first would bring UB and SB into P.A.Y.E. by making the

D.H.S.S. an "employer" of the unemployed and requiring it

to collect tax from them for the, Revenue.

I would be far from surprised if bringing UB and SB into

(b) A

P.A.Y.E. were not the Revenue's preferred approach since it is
a logical extension of the current system. Indeed it is the
only method which can bring together the tax files and the
D.H.S.S. data on unemployed persons so as to ensure the right
tax code at each period of time. There are many excellent
reasons for introducing the new computer other than this one,
but one can see the force of the argument for delaying taxing
both UB and SB until its introduction makes it easier to
overcome administrative difficulties. Indeed it may be
sensible, although not necessary, to look at any other

approach as an interim one until the new computer is ready.

second method would be to recoup tax on UB by making extra
deductions in respect of the tax liability incurred on them,

when the unemployed return to work.

However, it would not seem to meet either the Government's

(¢) &

second or third objectives. As far as one can judge it would
give perverse incentives. It would not reduce income while
someone is unemployed but by imposing more tax when they
become employed again, it would discourage searching for,

and taking, employment.

third approach would wait until the end of the tax year and

recoup any tax liability on UB or 5B in a final tax assessment.

While this would postpone payment of extra tax past the date

of re-employment in most cases, it is not clear that it has
any other advantages. It too would appear to have a perverse
effect on incentives and one would expect it to be complicated
to administer.
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(d) A fourth approach would be to pay UB, and possibly SB also,
net of tax and then to let the taxpayer claim any rebates due

to him because of unemployment.

Even if practical - and I have no reason to suppose there would
not be considerable practical difficulties - it would seem to
have two major faults. In effect it would probably have to
rely on a degree of self-ass2ssment not yet accepted in U.K.
Income Tax; and because UB and SB would be paid net of tax,
the impression would be that it was more of a cut in both than

is really the case.

(g) Another approach would be to assume that UB (and possibly SB)

are taxable income and then to tax them by appropriate

becomes unemployed.

{ | reductions in the tax rebates now paid out after someone

It is this scheme which is further consideﬁed in the rest of this
paper.

Taxing Unemployment and Supplementary Benefits through alitering Tax Rebates:

The Bxisting System

3. The P.A.Y.E. system assumes that a person's income accrues evenly
through the year as do the allowances which free some of his pay from tax.
When a person becomes unemployed he continues to accrue allowances while
his income remains the same. Consequently, since neither UB or 5B are
regarded as taxable income, he becomes entitled to successive tax rebates
throughout the period of unemployment, subject to a maximum of the tax he
has already paid. Under present rules a person is entitled to claim a tax
rebate not less than four weeks after become unemployed; and may thereafter

claim at similar intervals until the entitlement to rebate is exhausted.

4. Alternatively unemployed persons may not bother to claim rebate,
especially if the period of unemployment is short. Then they will get the
rebates due to them when they return to work or soon afterwards, ususlly as
a reduction of the tax they would otherwise pay.
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The Essence of the Proposal

5. The essence of the proposal put forward here is that UB and
possibly SB, should be counted in as income when calculating entitlement
to tax rebates, not just for the period in which someone has already been
unemployed but on the assumption they will remain unemployed for the rest
of the tax year. This would reduce the total tax rebates they will
receive while unemployed so meeting the Government's first objective of

subjecting UB (and possibly SB) to Income "Tax.

6. The proposal would also help meet the Government's second
objective which was presumed to fall into two parts as outlined above. First,
through reducing tax rebates to the unemployed, it would make unemployment
relatively more unattractive. Gecondly it would encourage returning to
work where this is possible, because on return to employment, people will
find their tax burden actually reduced by comparison with what they would
otherwise have paid. This is because the scheme implies assuming that they
will receive at least an income equal to UB and SB for the rest of the tax
year. Thus in effect they will have paid the tax on this amount already;
and therefore only be taxed, at least to the end of the tax year, on any
excess on their new level of income over their UB (and SB) level when they

start working again.

The Definition of Income for this Purpose

T I have not had time to do as much numerical investigation as I
would have liked of the exact consequences of what was proposed in the last
two paragraphs on persons and families of different levels of income and who
move in and out of employment at different points in the tax year. However
what has been done points to one difficult issue that must be faced. The
danger is that if the level of UB and/or SB income assumed to be taxable is
too high relative to employment income, the effect of the proposal could be
a tax demand from the unemployed rather than just a reduced rebate. The problem
neede more discuseion than there ‘is room for here,but here is a brief shot at
a summary of it. First, it would seem to affect earnings-related supplements
(ERS) and other benefits differently. If one is right to assume that it would
be judged either undesirable or impractical.ﬂr both to levy such a tax demand
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on the unemployed, then it could be necessary to limit the proportion of
ERS that is counted in as taxable income. Secondly, as far as I can judge
the problem should not arise in respect of most of the other categories of
benefit: either the basic rate or that plus the increase for wives or other
adult dependents. Conceivably it might arise, however, for those who are
also on supplementary benefit or who have a large number of children or
other dependents. Such a situation might be met by the following rule:-

"Where not less than four weeks ‘after becoming unemployed
someone claims a tax rebate, either his (or her)
unemployment and other benefits (excluding ERS) on the
agsumption they will be paid to the end of the tax
year or his (or her) personal tax allowance for the rest

of the tax year whichever is the less should be added to

income already accrued when calculating the entitlement

to tax rebates.”

8. However, while such a rule is sufficient to avni& tax demands on
the unemployed, equity might suggest that if such tax demands are
unacceptable and if to avoid them only a proportion of ERS can be taxed, no
more than the same proportion of other benefits should be taxable (unless
even that exceeds the personal tax allowance assumed to accrue over the rest
of the tax year). All this may seem complicated, but its upshot can be put
quite simply. If one is right in thinking that it would never be acceptable
to replace tax rebates for the unemployed by an actual tax demand, it may
not be possible to tax all unemployment income; but it will always be possible
to tax a very high proportion of it and that feasible proportion can quite
easily be estimated. As it happens the reason why there is any problem at
all is that old familiar source of difficulty: the poverty trap.
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Taxing Benefits to Strikers

gine e Logically strikers' benefit would be taxed in exactly the same
way as other UB and SB. The differences are two-fold:-

(a) They are not entitled to UB, only to benefits for dependents and
possibly other SB; so that they would have less income to be
taxed; and

(b) Many employers pay strikers' rebates much earlier than Tax
Offices are allowed to, even immediately, either by arrangement
with the Unions or of their own volition. Later they reconcile
this position with their Tax Offices. To stop them doing this
might well seem an infringement of their liberty as well as

scarcely practical.

Nevertheless if adopted, the proposal would act as some disincentive to
strikers; but that would be greater if employers could be induced to pay
rebates not less than four weeks after the start of the strike (which is
what tax offices do).

Conclusion

10.  The danger of setting down problems that may need to be overcome
in implementing a proposal that it is all too easy to overshadow the
proposal's merits. Although it is of course for the Revenue and D.H.S.S.
to have the final say on the weight to be given to these problems and the
ease with which they may be overcome, our tentative judgement is that it
might well be possible to overcome them with less difficulty and fewer staff

than would be involved by other ways of reaching the same end. If this is
correct and the proposal were to prove feasible, then it would seem to
achieve the Government's objectives in this matter, if I am right in my
understanding of them.
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' Strikers 8 present social security and tax’

he arrangements, it is by no means
*  From Profcssor A. Prest clear that the Brittan solution
Sir, — In  “Unions need IS the preferable one.

equality Lefore the Jaw,” (July A. R. Prest
12) Szmucl Eritlan oppsses the London School of Economics
idoinf higdhclt‘ unjon support of and Political Science,

"¢ strikes and then writes: . . . e b
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social security pay for strikes'
families as a loan 10 be re-
covered by higher PAYE dedue-

- tions on return to work.,” From

- this account some reacers mizht

think that such a policy wouid
be simple and easy to impie-
"ment. May I supzest this is not
507
One has to decide what level
. of benefit it is worth lryingz to
* recover £3, £30, £1007 And if
one takes, say, £39 as the slan-
dard, is one content with catch-
ing the family -which receivad
one £50 payment during lhe
year but not the one which re-
ceives two of £437
There has to be a mechanism
whereby the Departrment of
Health and Socal  Security
andfor the Supplementary Eene-
.. fits Commizsion irforms the
appropriate tax diztrict of the
Inland Reverue how much is 1o
be recovered and from whom
{sec below). Any such tie-up
involves very substantial addi-
. - tlional manpower requirements.
: " " The Iniand Revenue has to
collect the refund. This in-
volves both linking the re-
cipient of supplementary bene-
. fit with a taxpaver—this may
nat be so dilficult with husbands
and wives living and taxed 1o-
gether but whai about separated
but financially linked couples,
common law marriages, eic.
—and e¢ither re-coding each
Individual case for PAYE or
making end-vear tax adjust-
ments, with consequential
further manpower demands on

. the Revenue,

Depending on the workinz of
these administrative orocesses,
the end-result could easily be a
higher than normal tax bill if
and when strikers return to
work—not ar obvious incentive
to do so.

SGiven these difficultles of our
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FURTHER DETAIL ON THE PROPOSAL : IMPLEMENTATION

The more detail one attempts, the greater the disadvantage
someone outside Government is at. Nevertheless a number of issues are
important in assessing the practical problems of implementing the proposal.
Various problems have been raised in the main note. Some of them are

covered in what follows, namely:-
~ the point of tax incidence;
thelburden on the Revenue;
the need to certify non-receipt of benefit;
the definition of relevant taxable income; and
taxing unemployment income at the start of the tax year.

They are followed by some notes én how these questions of implementation

might be solved as they could atfect six of the more important kinds of

cases:i-
Those who claim ﬁﬁ“but who not claim rebates.

Those who claim UB whiie unemployed and also claim

tax rebates.
Those who claim neither.
Those who do not claim UB but do elaim tax rebates.

Those who begin by not wishing to claim UB but later
change their mind. '

¥, Strikers.

Lastly by way of summary there is a list of the major procedural points
which may be felt to need a solution, as well as a note on the simplest

procedure of all.
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Point of Tax Incidence

2 It may be argued that the scheme does not have the advantage what
I take to be the Revenue's preferred scheme has, of bringing together tax
office and D.H.S.S. information at every point of time so as always to be
able to establish the correct tax rate (the price of that advantage was its
high cost). Indeed it may be argued the proposal implies that the
unemployed in effect pay tax to some extent before they receive income.

This merits careful consideration as the alternatives can only bes:-

(a) to tax at the same time as unemployment income is received which

almost certainly implies a P.A.Y.E. method or self-assessment;

(b) to tax after the event which in practice is likely to mean a

perverse incentive against taking on a new job; or
(¢) to adopt something like this proposal.

However, there would seem to be precedents for what is proposed here as on
occasion the Revenue does take inteo account expectations of future income
in deciding tax liabilities: but if another argument were needed part of
the tax anyone pays while employed could be regarded as pre-payment of

tax liability on UB (and SB) if the occasion should arise.

The Burden on the HRevenue

3 Generally by comparison with other systems listed in the main
paper, including P.A.Y.E system, this would seem to involve comparatively
little extra paperwork or rescurces in tax offices, it seems not unlikely
that the most part of existing procedures and forms could be adapted
satisfactorily. Indeed it is not impossible that this new procedure
would reduce the burden on the Revenue in one important respect since its
logic implies that the unemployed can only claim rebates once and not

periodically over successive months.
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The Need to Certify Non-Receipt of Benefits

4. Critical to the success of the scheme is that the D.H.5.5. should

be able to certify that someone has not received UB (and if it is taxable

SB). Our understanding is that in principle the D.H.5.5. computer should be

able to do this. We imagine, however, that the extra burden on the system

of having to provide information on whether certain persons' file are inactive or
non-existent and therefore if UB (and SB) have not been paid for relevant
periods, would have to be carefully researched.

Definition of Relevant Taxable Income

5. If consistency in the treatment of taxable income were the only
point at issue, then clearly all UB and SB would be counted in when
assessing tax liability. Such benefits would include: the basic

_unemployment benefit, the earnings-related supplement, as well as benefits
for wives and dependent relatives including children. It would cover
supplementary benefit including, for example, rent and rate ailowances.

6. However, it might be argued as a matter of policy that certain

kinds of benefit might be excluded on the grounds that the Government does

not want to tax them. For example, childrens' increases under UB are

comparatively small and it might not be thought worth taxing them. Exact
knowledge of some of the more discretionary SB would be difficult to come

by without delay so making a case for excluding some of them also. On the
other hand insofar as taxing strikers' benefits is desired, benefits to
dependents and SB will be important. As a result various issues of principle

arise which lie outside the scope of this paper.

Ts Whatever exclusions may be made on policy grounds there are also
severe practical problems in including all UB and SB as taxable income. The
most important is likely to be that in some cases taxing all a person's UB
and SB would logically imply a tax demand rather than a rebate four weeks
after the start of unemployment. I do not want to add here, however, to what
nas already been said in the main paper upon this point. There may also be
cases where some substitute for the personal tax allowance may be needed in
limiting tax liability if the logic of the proposal is to be carried through.
I. have not investigated them but they may include the case of an unemployed
man whose wife is still working or an unemployed married woman whether or not
her husband is still working.
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Taxing Unemployment Income at the Start of the Tax Year

8. If the precedure adopted were as above and no more of someone's UB
income (and SB where relevant) were taxed than will avoid a tax demand
rather than rebate if the person becomes unemployed during the course of
the tax year, no special problem is posed by a spell of unemployment at the
start of the tax year. In most cases no tax would be payable in principle
upon such income until the person again becomes employed, simply because
unemployed income level will be too low, unless the person in gquestion has
other sources of income. However, in some cases there will be some extra
tax 1iability on return to employment in respect of previous unemployment
income. After the return to employment the logical procedure would be for
tax deductions to be set which counted the relevant part of UB (and where

relevant SB) received earlier in the year as taxable income.

9. There is nospecial problem that arises when someone is unemployed
for the whole of the tax year, however, since it is unlikely that they will
have a tax liability.

Six Cases
A. Those who claim UB but not tax rebates

10. Their treatment would seem the most straightforward of all. When
they leave their last employment, they are given parts 2 and 3 of Form P45
which they are to give to their next employer.

11. Arguably all that the new system would require is that they should
also give their new employer the letters attached to the Girocheques they
have had paying them their UB. This should be sufficient as enough
information is given there; but it would probably be preferable if:-

(a) there were a separate piece of the letter especially for handing
to the next employer;

{h} Athe letter informed the unemployed of this; and

(¢) it would avoid some adding up for the new employer if the letter.
gave a cumulative total of the amount received in unemployment
benefit during the current spell of unemployment.
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12 Then the employer would send one copy of the P45 to the Tax Office
as at present; but would also send the record of UB payments. He would
calculate the total pay to date of commencement of new employment including
UB payments (or a proxy for them) as part of taxable income.

157 Those who do not produce their Girocheque slips can be dealt with
on exactly the same basis as if they do not produce a P45 (see paragraphs
97 to 99 of Employers' Guide to P.A.Y.E.]_by receiving an emergency or penal

tax code until the situation is resoclved.

B. Those who claim UB and also tax rebates

14. Their treatment would appear to be as easy. When they leave
their last employment they will have been given a form P50 with which
- to claim a refund. The new employer could behave exactly as in Case A above
- except that he will be told by the Tax Office what adjustment is needed to
the Tax Code given the tax the unemployed has been assumed to pay on UB.

15. The main difference is that the Tax Office may need to know
whether or not the claimant is in receipt of UB when he asks for his refund.
Even this may be questionable since the refunds might be based on the
assumption that UB is being paid. Hﬁwever, this will be more difficult if
UB and SB are defined widely and are therefore difficult to estimate. But
if proof is required, the appropriate part of the D.H.S5.S. letter attached

to the Girocheques for payments already received might be send to the Tax
Office. The onus to do this could either be on the individual or the

new employer.

C. Those who do not claim UB or tax rebates

16. Obviously they will not be able to produce Girochegque slips when

they go to their new employer since they have not received UB. Their new
employer and the Tax Office will need to know if they have had UB to
determine their tax liability and any refund they should receive. In this
case it-is surely in the interest of the employee to provide this

information since it will reduce his tax liability.

17. The only source of such information would appea; to be the D.H.S.S.
The newly employed needs a certificate from D.H.S.S. that he has not had UB.
Either he or his new employer could obtain this. There are two drawbacks
to providing it:-
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(a) There may be some presentational difficulty in asking someone who
is not drawing UB to apply to D.H.S.S. for a certificate that
this is so, particularly where pride iz a motive. The best
solution is probably that someone could do this through the
post and then themselves send the certificate to the tax officer
of their new Tax Office. There might be less psychological
objection - particularly if the appropriate form were given to
them with their P45 and P50 when-leaving their last job. If
the person is found not entitled to benefit when he fills in
form UB 461 at the D.E. local office or subsequently when his
last employer has returned a UB 85, the matter would seem easier
since the relevant certificate in those circumstances can be
issued there and then. The unemployed not only must give, but
has an interest in giving, them to his next employer, or Tax Office.

- (b) There will be extra work fﬁr the D.H.S.S. as it would have to issue
guch certificates. As far as can be judged its computer can
provide such information at any time if the applicant provides
his N.I. number. How many clerks would be needed to process
these certificates is an important question; and their number
would need to be researched. It would probably be smaller if
some simple procedure could be adopted as a rule of thumb to
cover those out of work but not claiming for periods of, say,
less than two weeks or a month, although this in its turn
would have conseguences which would have to be dealt with.

-

D. Those-who do not elaim UB but do claim tax rebates

18. They differ from the last group in two respects. First they would
~ have to provide a certificate from D.H.S.S. that they had not claimed, and
that it was not their intention to claim UB since, if they do not, they
would be entitled to the higher tax rebates available under the present
system. “By issuing such a certificate D.H.S.S. should know the claimant
had foregone his right to claim (unless he later made a new approach. See
E. below). ]
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19. The second difference is that on taking up new employment, the
employee would gain if he could avoid either his new employer or the Tax
Office knowing that he had not received UB. Therefore it is vital that he
produces the relevant certificate and that he should be subject to an

emergency tax code if he does not.

E. Those who change their mind over claiming UB

20. There are probably substantial numbers of people who on becoming

unemployed at first decide not to claim UB - probably in the hope that they
will become re-employed gquickly, but later change their mind. If they have
not claimed tax rebates, there is no special problem, since when they do, or
become re-employed, all they need to do is to provide evidence - using
Girocheque slips - of the period or periods when they were getting UB and -
‘using a certificate from D.H.S.S. - of those when they were not.

el A more difficult situation may arise when someone has already
claimed rebates before changing his mind since he will have got higher
rebates precisely on the assumption that he will not be getting UB for
the rest of the tax year. The most straightforward approach might be to
make it clear to such claimants for tax rebates; that if they do change
their mind, their UB payments will be net of tax at some appropriate rate,

the final tax reconciliation being achieved at the year end.

22. D.H.5.5S. would have to know this. It would be necessary for such
people to let the local office know they have had a rebate. If there was
any doubt, the local office should ask the Tax Office. The claimant for
UB has to show the local office his P45 anyway and the relevant P45 would
be that issued after the last tax rebate; but there will be additional work.

F. Strikers

23. As explained in the main note, firms often pay strikers' tax
rebates-instead of Tax Offices. Moreover they usually pay them out before
four weeks are up - indeed quite often they pay them out almost immediately.
They do this because of a union agreement or because they have freely

decided to do it themselwves.
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24. They can only do this because it is comparatively easy for them to
estimate rebates due. Taxing SB would make this less easy; and might in
itself lead them to delay payment until after they had consulted the Tax
Office; or even to let the Tax Office take over and deal with the matter in
exactly the same way as for other unemployed persons as described above.
Otherwise employers would have to make a rough estimate of SB entitlement in
calculating rebates which might be possible but could pose tricky problems
for them.

Conclusion

2he As it seems to me the major implementation issues are all concerned
with the practical implications, in terms of clerical processes and manpower
requirements, of changing existing precedures. Since additional sources of
- income are being brought into the Income Tax net, there is likely to be some
additional manpower whatever approach is adopted. All solutions are likely
to involve increases in either clerical or computer processing in one or all

of the following areas:-
(a) Inland Revenue Tax offices;
(b) Unemployment Benefit offices;
(¢) D.H.S.S. Computer Centres; and
(d) Employer payroll departments.

We imagine that the major problems which would require solution
would inelude the following:-

(a) Finding the easiest and most sensible basis for adding UB and SB

to other earned income at the time a tax rebate is claimed.

(b) Deciding what clerical effort will be needed at tax offices
because of processing changes implied by:-

(i) the aggregation of UB and SB with earning income for
the purposes of calculating tax rebates;

(ii) their aggregation with earnmed income when a new
employment is begun and no tax rebate has been
claimed previously, although most of the work
will fall on employers.
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(¢) Determining how D.H.S.S. can best provide access to its computer

records and meet the clerical and processing problems entailed
by:-

(i) producing a certificate of UB and 5B paid to those unable
to produce details of the benefits they have received;

(ii) producing a certificate of zero benefits for those who
have not claimed either UB or SB.

(d) Deciding what new clerical routines and therefore staff are needed

at Tax Offices to deal with exceptional cases.

(e) Determining whether the changes suggested conflict with others

planned in the various departments concerned.

A Last Comment

26. The simplest short cut solution which would cut through many of
the estimating problems while preserving the spirit of the proposal would
simply be to assume that during a period of unemployment , UB and SB income
was received at least to the level of the relevant personal tax allowance,
and adjust rebates accordingly - achieving a final reconciliation if at all
on return to work. Given the particular difficulty firms have in estimating
strikers! entitlement to rebates, this might have particular value as a rule
of thumb in such cases even if more precise calculations were to be done in

other cases.
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10 DOWNING STREET

From the Private Secretary 12 December 18979

Dors . Hewn

I have writien to you today about the papers which were
submitted for E Committee on the Taxation of Short Term Benefits.
I would like to mention one further point. At last Friday's
meeting of Ministers on the economic outlock and public expenditure,
there was a good deal of discussion about the need - if possible -
to deindex social security benefits. And the Prime Minister asked
the Chancellor to arrange a wide ranging study of the scope for
deindexation. The Prime Minister has now pointed out that de-
indexation of short term benefits might be a better approach than to
tax them. It would be helpful if the revised paper on the taxation
of short term benefits could cover this point - though I realise that

this will not be easy in advance of the study which the Chancellor is
to commission.

I am sending a copy of this letter to Martin Vile (Cabinet
Office).

A M W Battishill Esq
HM Treasury (:fﬁb!f“if‘fw‘
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10 DOWNING STREET

From the Private Secretary 12 December 1979

As you know, it has been necessary to take the taxation of
short term benefits off the agenda of the Ministerial Committee
on Economic Strategy (E) arranged for 12th December. T understand
that the Chancellor of the Excheguer and the Secretaries of State
for Employment and Social Services are to meet, with a view to
trying to resolve the outstanding differences between them.

The Prime Minister welcomed this development. She thought
that the matter was in no fit state, as it stood, to be submitted
to the Ministerial Committee. It seemed that there had been no
preliminary discussion among the Ministers concerned, with a view
to trying to resolve the differences between them; and it appeared
that there had been no attempt to present the Mipisterial Committee
with a single paper in which the issues for decision, and any
remaining differences between the Ministers directly concerned, were
set out clearly and succinetly.

The Prime Minister hopes that the discussions now to be held
between the Chancellor and the Secretaries of State will be able to
arrive at a resolution of the differences between them, and that
the matter can then be presented to the Cabinet in a single paper
which presents the issues for decision clearly and as briefly as
is possible in a subject which is admittedly complex.

I am sending copies of this letter to the Private Secretaries
to the Secretaries of State for Employment and Social Services and
to Sir Robert Armstrong.

A M W Battishill Esq
HM Treasury

CON FIDENTIAL




CABINET OFFICE
Central Policy Review Staff

With the compliments of

Sir Kenneth Berrill xce

70 Whitehall, London SW1A 2AS
Telephone 01-233 7765
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Central Policy Review Staff
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From: Sir Kenneth Berrill kce

Qa 04378 12 December 1979

D«M ':LMI.L-\."J'-W"'

Taxation of Short-Term Benefits (E(79)75, 78, 79 and 81)

The fact that the discussion of taxation of short-term benefits in E has
had to be postponed to next week means there is a bit more time for the pros
and cons of the different options to be considered. The papers at present offer
an effective choice bhetween (A) 'current' taxation of flat-rate Unemployment
Benefit and Supplementary Benefit, and current 'net of tax' payment of Earnings
telated Supplement (favoured by yourself in E(79)79); and (B) 'subsequent'
taxation of flat-rate Unemployment Benefit, Earnings Related Supplement and
Supplementary Benefit (favoured by the Secretaries of State for Social Services
and Employment in E(79)75 and 81), The CPES wonders whether consideration
should also be given to an intermediate option, under which Earnings Related
Supplement would still be taxed on a current 'net of tax' basis (as under
option A above), but flat-rate Unemployment Benefit and Supplement Benefit

would be taxed on the subsequent basis (as under option B).

This intermediate option would still make a significant impact on the
incentives problem, Earnings Related Supplement would be caught on a current
basis so that, as compared with option B, the gap between out of work and in
work net income would be substantially widened where at present it tends to be
at its narrowest. Moreover, tax vefunds would, as under option B, be held over
until return to work., From the incentives point of view this would be an
improvement on option A under vhich tax refunds (albeit limited in amount )
would be paid currently during the period of unemployment. Finally, the fact
that one would be taxing flat-rate Unemployment Benefit and Supplementary
Benefit on a subsequent rather than a current basis should mean that the
numbers whose income during unemployment would be reduced below Supplementary
Benefit level would be much less than they would be under option A.

The Rt Hon Sir Geoffrey Howe QC MP
HM TREASURY
S W1l




CONFIDENTIAL

I believe that the tax yields of this intermediate option would be about
the same as both A and B so unless the staff costs would be substantially higher
than either A or B (I do notmyself see why they should be), you may feel that
this is an option which is worth considering. It tackles the incentive

problem effectively while minimising the Supplementary Benefit problem.

A final point on the Supplementary Benefit problem. While it may be

desirable to minimise it, it seems, as you suggest in paragraph 6 of E(79)79,

difficult to argue that it is necessarily wrong in principle that taxation
should in some cases bring income below Supplementary Benefit levels, There
are after all a fairly large number of employed and self-employed families
and individuals in work whose net incomes (after tax and NIC) are reduced

below what their out of work Supplementary Benefit entitlement would be.

I am sending a copy of this letter to the Secretaries of State for
the Social Services and Employment, and to Mr Whitmore and Sir Robert

Armstrong.

2
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MR. LAN@!IER

You will have heard that the taxation of short term benefits, which was

e 1=

to have been discussed at the meeting of E tomorrow, has now had to be put
back, and arrangements have been made for the three Ministers directly
concerned - the Chancellor of the Exchequer, the Secretary of State for Social
Services and the Secretary of State for Employment - to meet to try to resolve
their differences.

Zs This is a welcome development, since the matter was in no state to be

submitted to a Ministerial Committee under the Prime Mini ster's chairmanship.

Thesre-were—thTee Separate papers, ill-related to each other; no attempt had been
made to resolve the differences between Ministers, or even to present the
Committee with a paper which set out the issues for decision and the differences
between Ministers clearly and succinctly.

2 I think that it might help to avoid these matters coming back to the

Committee in so ill-digested a form if you were to write a letter on the lines

of the draft attached. \{’4 M

Robert Armstrong)

11th December, 1979




b Fh

CONFIDENTIAL

_ DRAFT LETTERFROM MR. LANKESTER TO THE

) PRIVATE SEERETARY TO THE CHANCELLOR OF
fmw THE EXCHEQUER

As you know, it has been necessary to take the

taxation of short term benefits off the agenda of the
Ministerial Committee on Economic Strategy (E)
arranged for 12th December. I understand that the
Chancellor of the Exchequer and the Secretaries of State
for Employment and Social Services /a»fe to meet, with a
view to trying to resolve the outstapding differences
between them.
The Prime Minister wel¢omed this development.
She thought that the matter w in no fit state, as it stood,
to be submitted to the Minisferial Committee, It seemed
that there had been no preliminary discussion among the
Ministers concerned, th a view to trying to resolve the
differences between them; and it appeared that there had
been no attempt t present the Ministerial Committee
er in which the issues for decision, and
any remaining differences between the Ministers directly
concerned,/ were set out clearly and succinctly.
e Prime Minister hopes that the discussions
e held between the Chancellor and the Secretaries
of Stgte will be able to arrive at a resolution of the
differences between them, and that the matter can then
be presented to the Cabinet in a single paper which
presents the issues for decision clearly and as briefly
,és is possible in a subject which is admittedly complex.
/ I am sending copies of this letter to the Private
Secretaries to the Secretaries of State for Employment

and Social Services and to Sir Robert Armstrong.







Privy CounciL OFFICE

WHITEHALL, LONDON SWIA 2AT

& December 1979

The Rt Hon Sir Keith Joseph Bt MP

Secretary of State

Department of Industry

Ashdown House

Victoria Street

London ;1,

SW1 k1\'“'

Voo tedde,

I have read John Nott's letter to you of 4 December and I
thought I should write to say that I do not agree with him,

I do not dissent from his belief that consultation will
not bring the TUC round to our point of view. It may,
however, be an advantage to get employers' agreement.

More important, I would much prefer that we should get

the already controversial Social Security (No 2) Bill under
way without having this provision in it ab initio to focus
emotional opposition and Press comment on to what is a
comparatively unimportant change.

I am copying this letter to Cabinet colleagues and Sir
Robert Armstrong.

L
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ANGUS MAUDE
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Cuckoo in the nest
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Social security gobbles up tco much of Britain's public spending. How to trimit . . .

With the blood hardly dry on their first spending cuts,
Mrs Thatcher’s ministers are being braced for a second
round. The first merely halted the growth (in real
terms) of public spending, which was supposed to allow
all the benefits of economic grewth to flow to the
private sector. As national output rose, the public
sector’s share of it would fall.

Unhappily the government's (or at least the trea-
sury’s) forecast now says there isn’t going to be any
growth—not next year, anyway. A constant level of
public spending will therefore eat up a larger share of
gnp. But ministers are reluctant to wield the axe again,
and not just for the Keynesian reason that cutting
spending in a recession is a sure way to make it worse.
Merely holding spending constant has already earned
them plenty of abuse, as old pecple’s homes are
threatencd with closure, teachers with the sack and’
doctors with equipment shortages. What will “real
cuts’' do?

Ministers can blame local authorities who are only
too ready to protect their bureaucracies while cutting
services: and curse those (themselves included) who
allowed Professor Clegg to run riot with the public

THE ECONCA4IST DECEMBER 1, 1973

sector’s pay bill. But that is not the whole truth.
Expanding some programmes while holding total
spending steady must anywav mean real cuts in others.
Some spending plans are being fattened deliberately:
defence, law and order. More important, the largest
form of public spending is growing out of control.

Public services are cheeping with starvation because
an ever-increasing share of spending is still being
poured into cash benefits. Unless social secunty’s
appetite is checked, the Tories’ atiack on public
spending will go on earning them maximum unpopular-
ity for minimum results. :

The bill for cash benefits has grown unmanageably
large since 1974-75. In real terms, total public spending
in that year was at about the same level as is now
planned for the coming year. But, in the interval, the
social security bill has risen, in those same “real”
terms, by over a third—from siightly over 20% of total
spending to nearly 30%.

In the early 1970s, it was fashionable to say that the
thrust of public spending should be awav from the
traditional services (health, education, transport, what
have you) towards income-boosting cash transfers that

15
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gave poor people the right to choose their own expendi-
tures. Some of Britain's social security benefits (pen-
sions in particular) looked mean in comparison with
European systems. And national insurance contribu-
tions were not high in relation to European rates, either
for employee or employer.

All that was true enough. Britain needed, and got, a
new pension scheme—though neither costs nor benefits
of that have really begun to build up yet. There was a
real rise in the value of the present basic state pension
and of other benefits. And completely new benefits, all
for very good reasons: an income support scheme for
low earners with children, an invalidity benefit for
those who had never been able to work, a child benefit
which did something to narrow the gap between British
and European levels of family support. But the cost has
been heavy, both to other public services and to those
in work who pay national insurance contributions. In
1975, contributions for employer and employee togeth-
er amounted to 14% of pay, up to a top earnings limit
that was then £69 per week. Last week, the government
announced that, from next April, combined contribu-
tions will exceed 209 of earnings, and the top pay limit
will be £165 a week.

The best way to spend money L

Alter years in which governments have hacked almost
continuously at capital spending in schools, hospitals
and roads, and when, as a result, public investment has
been reduced so far that further spending cuts now
mean closing buildings or abandoning services, it is
time to ask whether the extra £1 in an unemployed
teenager’s pocket is actually better spent than an extra
£1 on the education or health service. And it is time to
ask, too, whether national insurance is not contributing
to high unemployment. The rise in contributions (in-
cluding the 3i% surcharge imposed on employers'.
contributions by Mr Denis Healeyj has sharply wi-
dened the difference between the cost to the employer
of taking on labour and the reward to the employee
from taking the job. Employees rightly regard their so-
cailed national “insurance” contributions as just an-
other kind of income tax which, because rates are fixed
quite separately, has mads nonsense of the tax struc-
ture. Britain’s income tax rate theoretically rises from
25% . to 30%, to 40% and so on: add on the new rate of
employees’ national insurance, and it will run from
311%, to 361%, t0.30% on the slice of income above
the top of the insurance limits, but before income tax
rizes to 40%. Add on employers’ contributions, and the
progression would look even madder.

Ine two systems need to be dovetailed into each
other, and then the whole bill cut. How?

Cine way is not to spend less, but to scoop some cash
bick. At present, some benefits (eg, pensions) are
taxed; most (eg, unemployment benefits) are not. Few
benefits, except for large families, are big enough to
vicld much tax from those to whom they are the only
source of income; indeed, such overlap as there is
implies that either the tax threshold is too low or
benefits too high. It would take more taxmen to scoop
money back. But allow fop those with other income,

and for the tax rebates now paid to :hose who stop
work (because the taxman ignores benefit income and
deems them to be penniless). and the revenue looks
worth having: say, £500m-1 billion a year.

Don’t play leapfrog

That extra tax revenue should allow the national
insurance surcharge to be (a) cut and (b) diverted back
into paying for what it purports to finance: benefits.
The government still needs to stem their nsing tide. It
has begun to wriggle off the hook of ‘leapfrog”
indexation. Since 1974 pensions and other long-term
benefits have been raised in line with prices or carn-
ings, whichever rose faster; which inevitably means,
over the long term, benefits rose faster than either.
Quite soon, the last government began to find this
promise onerous; and since bencfits are announced
well in advance, it was naturally tempted to underguess
inflation. The incoming Tory government announced
that it would not stick to the double guarantee (while
hastily muttering that, of course, pensioners had always
got better off under Tory admin:strations), but then
promptly announced a 1949 increase in benefits which
was above the expected rate of inflation or earnings or
prices, in order to make up for Labour’s failure to make
a big enough guess at earnings last vear. That piece of
post-election showing-off is cosung Tones dear. On
Thursday, however, the government’s new Social Secu-
rity Bill made it clear the Tornes intend 1o look only at
prices for the future. For the long term, does that make
sense? If output falls, benefits will cost a rising share of
it; if it rises, those out of work will not share in the
country's increasing affluence.

Why not work from earnings, not prices? And total
earnings, not the rate of increase achieved by those
who price others out of a job? At present, the
government announces benefits, and then its actuary
works out the level of coninbutions needed to pay for
them. The government’s zdvisers are brooding on a
reversal of this system. If the contribution percentages
were fixed, benefits would be calculated according to

Recelve on the dole, pay on the _}uh“ A




the amcunt of money in the till. They would then rise
or fall automatically with earnings, bringing home the
truih that benefits have to be paid for by those in work.
When the economy was not growing, it would force
choices between benefits. If pensioners are to be
protected from the fall in nationai income, the chancei-
lor could ask on budget day, which benefits should be
cut further to make up?

One problem would be that, when unemployment
rose, benefits would automaucaliy have to fall; there
would have to be an automatic subsidy from generat
taxation to compensate. But apart from such cyclical
stabilisers, the national insurance fund could be left to
digest its own problems. Ideally, it should be widened
to embrace ail benefits: so-called insurance pay-outs;
means-tesied income support benefits; automatic pay-
menis like child benefits—the lot.

The new Social Security Bill {see page 32) takes 2
half-tiptoe towards fusion by abolishing two scparate
quangos: one reviewing national insurance, one means-
tested supplementary beneis it promises some wel-
come S'mPhUCaUDﬂ, but more chanee 1s needed. The
sine qua non of social security reform has ﬂ!na}s been
that it should make nobody worse off: which inevitably
means both that any chan;c is cxpensive, and that too
little is made. As there are sull holes in Britain’s
welfare net, through which the s:ck and heipless can fall
into unconscionable poverty, this should be replaced by
real choices between needs, and 2 svsterm which makes
them plain to the social secunty lobbigs. The only
alternatives are no change at all—or another five years'
indiscriminate growth in the social security cuckoo,
which will leave the other public services dead in the
nest.
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PRIME MINISTER

STRIKERS AND SUPPLEMENTARY BENEFIT

I have seen a copy of Sir Keith Joseph's minute to you dated
28th November 1979 proposing a scheme to force unions to
bear a part of the costs of strikes,

I do not myself find this scheme an attractive proposisition
for the following reasons:

1) It hits the family man rather than the bachelor;

(2) It hits the non-unionist rather than the unionist;

(3) The real incentive to strike, which is the automatic

h{,ﬂl"“7 tax refund, is untouched;

-

(4) We have enough controversy on our hands for the time
being, It is admitted that the practical consequences
of this scheme will be small. In my view we should
save the controversy for _something that will be more

cost effectiveyy HMJLW ?MWW{‘% bea/fe & uﬁm«%

There are many commitments contained in our manifesto. I seée no
reason why we should rush into doing something about all of them
all at once. There are serious objections which can be made to this
proposal and I think it deserves very serious consideration before we

go ahead with it,
r
::g, :

I am sending coeies of this to all those who received copies
of Keith Joseph's minute,

6th December 1979
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Thank you for your letter of 9 November. AsS Willie Whitelaw
and I have both said in answer to your Questionsin the House in
the last week, there can be no doubt that the objective you have
argued for SO consistently has very widespread support in the
country as 2 whole. We are fully aware of the need to restore the
will to work at 211 levels, and although we inherited an appalling

economic situation six months ago, We made a start by reducing

personal taxation at all levels.

Those mMeasures alone are by no means enough; we have the
objective constantly before us in looking at ourl policies. For
example, we are urgently examining the practicalities of bringing
unemployment benefit and cickness benefit into tax. But in other
areas, such as school meals and help with fuel costs, we are bound
to be constrained by the need tO 1imit the burden of public expenditu
on our productive economy -

I take your point that an increase in child benefit would help
with the incentives problem. But such an increase would be costly
and we concluded that no increase peyond the £1 given by our pre-
decessors in April could be justified in this year's uprating of
penefits, given the background of our present economic problems.

- But we must not allow those problems to deflect us in the longer ter

from doing 211 we can to ensure that those who work are properly
rewarded.




12 Downing Street,
Whitehall,

. London, S.W.1

With the Compliments
of the
Chief Whip




CONFIDENTIAL

FROM: THE RT HON MICHAEL JOPLING MP

Government Chief Whip

12 Downing Street, London SWi

4 December 1979

I have seen the recent correspondence about Strikers and Supplementary

Benefits.

This is clearly a very sensitive area and indeed, in my view, the
position of non-union strikers could well be taken up by & number
of our back-benchers. I believe that there would be merit in

trying out the proposal on selected groups in private.

1 am copying this to the Prime Minister, all Cabinet colleagues,

Norman Fowler and Sir Robert Armstrong

The Rt Hon Sir Keith Joseph Bt MP
Secretary of State for Industry

Department of Industry ;:
Ashdown House %
123 Victoria Street
SW1E 6RB
CONFIDENTIAL Mﬂg““ ﬁ _’/
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CONFIDENTIAL

-

Fromthe Secretary af State

The Rt Hon Sir Keith Joseph Bt IMP ﬁ] L
Secretary of State for Industry ‘L
Department of Industry

s
Ashdown House . 4 r?l‘

12% Victoria Street . ;
London, SWA 4 December 1979

W 2
QU (tﬁjt: £
STRIKERS AND SUPFLEMENTARY BENEFIT

I welcome and fully agree the proposals which are long overdue.
In particular, I am sure that my three colleagues are correct in
deeming a £10 deduction for all strikers - whether unionised or not.

My reservations only concern the timing of the announcement.

I cannot see why we should "consult" anybody. Whenever this decision is
announced it will be considered highly provocative by the TUC - and

will be fiercely opposed. "Consultation" will not change anything.
There is no reason to imagine that our relations with the TUC will
improve; they may well worsen. In principle, I favour the announcement
of difficult decisions as soon as they are made. The passage of time
normally makes them more difficult - not easier.

I am copying this letter to Cabinet colleagues and Sir Robert Armstrong.

L

Sl

JOHN NOTT
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From the Private Secretary ¢Ii December 1979

-

| N

Strikers and Supplementary Benefit

i

The Prime Minister has now had an opportunity to consider
your Secretary of State's minute of 28 Novemher on the above
subject. She has also read the minute of 30 November “rom the
Chancellor of the Duchy and the minute of 3 December from the
Secretary of State for Emplovment.

The Prime Minister would like the proposals contained in
Sir Keith's minute to be considered by Cabinet. He will wish
to be aware, however, that she has serious reservations about
deeming the £10 per week in respect of non-union members. In
her view, this would be seen as grossly unfair since they
could not possibly be in receipt of strike pay - and all the
more so if they had not wanteu to go on strike. The Prime
Minister does not agree with the point that, by applying the
deeming proposal to non-union members, the Government will
appear to be encouraging people to join unions.

The Prime Minister has also queried the comments in
paragraph 3 of Sir Keith's minute about the possibility of
delaying the payment of tax refunds to rtrikers. Her
impression is that employers already have the power to delay
the payment of tax refunds - in that they do not have to repay
themselves but can pass the obligation to the Inland Revenue.

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

Ian Ellison, Esq.,
Department of Industry.
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PRIME MINISTER

STRIKERS AND SUPPLEMENTARY BENEFIT

v

=) . e MR [} %
While supporting the package of proposals for fulfilling our election
commitment on which the Secretary of State for Industry minuted you

on 28 November, I feel strongly that the guestion of when these proposals
should be made public should be discussed at Cabinet and not simply

L —
cleared by correspondence, in view of the very delicate situation into

which we are getting with the trade unions. The TUC are calling a

conference of union executives for 22 January. Mr Murray and Mr Urwin,
at my meeting with TUC representatives on the forthcoming industrial
relations legislation, both stressed the importance of this conference
for the question of the whole future attitude of the trade union movement

towards the Government.

Supplementary benefit and strikers is a very sensitive area for the
trade unions and it is crucial that we should not cause them
unnecessary offence by mishandling our proposals. Fortunately we

now have room for manceuvre both as rega iminge and the method
of implementing theT; These are matters for collective decision

e
and I strongly urge that we should discuss them in Cabinet.
i —— ey

I am copying this to all Cabinet colleagues, Norman Fowler, Michael

Jopling and Sir Robert Armstrong.
pLgH?
, % \
- Hf
do W J P

3 DECEMBER 1979
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Chancellor of the Duchy of Lancaster

e

STRIKERS AND SUPPLEMENTARY BENEFIT

30 November 1979

I have seen a copy of your minute oflaﬂfﬁovemher to the Prime
Minister about strikers and supplementary benefit.

I agree that your proposals will need careful handling,
particularly as they will be seen in the context of the
Employment Bill which will be introduced next week, and will
affect the handling of the Social Security Bill since the
Opposition will no doubt recognise that it gives statutory
authority for the arrangements you propose. They will undoubtedly
press us to state our intentions on second reading, and I doubt
if it would be helpful to proceedings either then or subsequently
in Committee to say that we are still considering the matter.

It is probably as well that we are unlikely to find time to
give this Bill a Second Reading before Christmas, but we must
take it very soon afterwards since, for other reasons, the

Bill needs to reach Royal Assent by mid-May. I really must
ask that we should put ourselves in a position to make a firm
announcement of our policy at that stage. The Bill is
controversial enough already; the issue of strikers' benefits
will make it more so; and uncertainty about our intentions
will make its passage exceptionally and unnecessarily difficult.
In particular a guillotine is almost certain to be needed,

but it will be very hard to impose an effective guillotine in
committee if the Government are also to make a major new policy
statement at that stage.

I am copying this letter to our colleagues in Cabinet, to the
Minister of Transport, the Chief Whip, and to Sir Robert

Armstrong.

Ll

The Rt Hon Sir Keith Joseph Bt MP
Secretary of State for Industry
Department of Industry

Ashdown House

Victoria Street
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CONFIDENTIAL

Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000

,1?' November 1979
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STRIKERS AND SUPPLEMENTARY BENEFIT

At their meeting last Monday evening, the Chancellor
of the Exchequer and your Secretary of State discussed
with colleagues the paper attached to your letter of
20th November. There is one specific point in the paper
which the Chancellor thinks it would be helpful to have
on record.

The Chancellor agrees with the paper's conclusion
that it is not open to the Government fo legislafte to
withhold PAYE rebates from strikers. However the
suggestion in Annex D of the paper that there is no
obligation to make tax refunds promptly is not well
founded. The legal positicn i1s that an employer is
required to mske a2 tax refund, if one is due, to his
employee on each of the latter's ordinary pay days
during a strike, that is to say, at weekly or monthly
intervals (depending on whether the employee is weekly
or monthly paid). If the employer either cannot or
prefers not to make the refund, he may relieve himself
of the obligation to do so by providing the Inspector
of Taxes concerned with information about the striking
employee sufficient to caleulate the level of refunds
due. In that case, the Tax Office is legally obliged
to make the repayments and while in practice some
delay might occur it is not possible legally deliberately

to delay repavment.

The Chancellor's view is that in these circumstances
it would be neither helpful nor realistie to encourage
employers to refuse to make PAYE rebates to strikers.

The large employer would have to digest and hand over

to the Revenue a substantial amount of information -

this is no doubt the practical reason why employers

very rarely take the step cf handing over to the

Revenue the payment of rebatezs to strikers. The Revenue
would have to incur extra staff costs (perhaps considerzble)
in making the rebates - this can effectively be done

only by cheque, which for security reasons is a staff-

/intensive

Toile Co Ellison, -Esa.
CONFIDENTIAL
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intensive process. And at the end of the strike,

the Revenue would have to prepare updated tax records
for the employees, and the employer would have to
re-incorporate these in his payroll system. The striker
would have received his rebates in much the same way

as from the employer, at substantial extra cost to

public funds.

The Chancellor therefore takes the view that the
choice lies between legislation to withhold tax refunds
from strikers - which, like your Secretary of State,
he does not regard as a practical option - and leaving
the present position undisturbed.

I attach a suggested revision of Annex D to
reflect this; if Ministers agree on this, it would
follow that the last recommendation in paragraph 20
of the paper would be omitted.

I am copying this to the recipients of yours.

M .%L
Private Secretary

CONFIDENTIAL




PAYE REBATES AND STRIKERS

b 1 PAYE rebates are cone of the major sources of income for
strikers and might typically amount to Ell or E12 pw or more
for higher paid workers. Rebates arise because workers pay
tax weekly (or monthly) on the basis that they are allowed 1/52
of their annual allowances each week (or 1/12 each month) ;

so that if in any week the wdrker's income falls below the
level of his weekly allowances because, for example, he gces
on strike, he will find that he has overpaid tax and sc

becomes entitled to a rebate. This entitlement to rebates
applies to all taxpayers, including in particular single men,
those without families and those with working wives who do not
usually receive supplementary benefit. Rebates are almost
always paid by the employer and strikers are allowed to cross
picket lines and to go into factories to collect their rebates.
Legally, it is open to an employer to refuse to pay refunds

in respect of any week in which no pay is received. Those

who refuse are required to report the facts to their tax office,
and the tax office is then obliged to pay refunds in the same
way as the employer. It is open to us to require emplovers
not to pay tax rebates during strikes and to delay payment

by tax offices, but to do this would require primary
legislation.

2 Such a course would deprive strikers of an important
source of income and, unlike action on supplementary benefit,
would have an impact on single men etc who are not constrained
from striking by family obligations. On the other hand, the

deferral of tax rebates would lead to more call on supple-
mentary benefits. We are, however, prevented from legislating,
even if we wanted to, on rebates by the Prime Minister's
categorical statement "I'm not going to pass legislation on
tax rebates" ("Weekend World", 7 January 1979).
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STRIKERS AND SUPPLEMENTARY BENEFIT s’ 4,4 ?

As you know there have been several discussions in E(EA)

on possible ways of altering the payment of Supplement Benefit
to the families of gtrikers so as to encourage trade unions to
bear a share of strike costs. The problem is very difficult,
but I have now been over the issues again with the colleagues
most closely concerned: +the Chancellor of the Exchequer, the
Secretary of State for Employment, and the Secretary of State
for Social Services. We have identified a package, which we can
jointly recommende® toc our colleagues, to fulfil our election

commitment on this point.

The relevant passage in the Manifesto is attached at Annex A.

It proposed a financial disincentive to mske people think twice
before striking. It promised that we would review the situation
and that unions would be made to bear a fair share of the cost

of supporting those of their members who are on strike.

We have considered, but rejected, the possibility of delaying
the payment of tax refunds to strikers. This would require
legislation and was firmly ruled out in your television interview

on "Weekend World" last January. G W0 gy et Jf-u--da Lewe (1owrs
m&ﬁ “b e peii m ;

We have concluded therefore that the financial disinceu%&%e should
be imposed by "deeming" that a striker's family has an income of
£10 per week when calculgting their entitlement to supplementary

benefit. We have considered carefully whether this assumption

Jeould ...
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could be applied only to union members who are on strike, since it

could then be clearly identified with strike pay from the union.

However, we have concluded that the problem of identifying whether
strikers were union members would make such an arrangement very
difficult to administer, and more particularly would open the

door to abuses of the system by legal tricks from the union side.
We therefore recommend that the £10 per week should be counted

for all strikers, whether or not they are union members, and whether
the strike is official, unofficial, or indeed a "lock-out". We
acknowledge the presentational problems of this proposal. For
example a non-unionist, who may have resisted the strike, but is
unable to work because of action by his colleagues, or by the
management, will find that his family is deprived of £10 per week
of Supplementary Benefit. Although we can argue that the man

who pays no union dues could prepare himself for the contingency

of a strike, it will be suggested that we are encouraging people

to join unions. Nevertheless, we think that this is the lesser of

two evils, since the alternative would not only have the problems
of administration that I have mentioned but would also be
presented by the unions as our encouraging their members to

withdraw from membership.

We would take the deemed amount into account in full in determining
the Supplementary Benefit entitlement of the striker's family. We
recommend , however, that we should continue, as at present, to
disregard the first £4 of other miscellaneous income to the

striker, the first £2 of any part-time employment of the striker,

/and ...
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and the first £4 of wife's earnings. The net effect of the

changes will be to leave the striker's family up to £10 per week

worse off than at present, depending on the amount of strike

pay that the striker actually receives. If the striker is a

union member and the union builds up its strike pay to the £10 per week
level, as some unions do already, the family will be no worse

off and the family might also benefit from the disregards.

We have considered what should be done about families who have no

b e
strike pay, and who might be said to suffer hardship. In the

extreme case, the whole family, including the striker himself,
e

will be £25 per week below the income acknowledged as adeguate for

B i ——
their long-term needs under the normal Supplementary Benefit

entitlement. Strikef%, however, usually defer as many of their
long-term expenses as possible and, looking at the needs of the
family alone, excluding the striker himself, the worst case will be
a £10 per week deficit from the long-term requirement level. In
ﬁast cases, because there is some tax refund, the deficit will

be less. We considered whether loss of Supplementary Benefit

on this scale would amount to hardship and whether we should make
hardship payments, but decided that hardship payments would cut
at the roots of the whole proposal, since we would be imposing no
financial disincentive on strikers, nor any pressure on unions to
increase their strike pay. We therefore concluded that deficits
of these amounts should not be reckoned to constitute hardship,
and that the regulations governing the payment of Supplementary
Benefit should make it clear that hardship payments would only be

made in "extreme circumstances unrelated to the strike" - for

/example ...
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example fire, flood, or unexpected serious illness. In order

for this to be administratively workable under the extreme pressures
experienced during strikes, the residual discretion will have to

be tightly drawn in regulations. We acknowledge that there will

be hard cases but that is an inevitable consequence of imposing

a financial disincentive on striking.

We propose that the amount of income deemed for strikers should
initially be £10 per week, as discussed above, but that this
should be increased in proportion with the increase in Supplementary

Benefit, so that it was not eroded by inflation.

If colleagues accept our recommendations on this, the provisions
already included in the Social Security Bill, which went to Legislation

Committee yesterday, would provide all the primary powers

needed. We think, however, that proposals as sensitive as these

will require careful presentation. We therefore suggest that when

the Social Security Bill is published, the Secretary of State for

——

Social Services should merely say that no decision has yet been

taken on the treatment of strikers.

— ———

We could then consult with the TUC and employers at a convenient

stage over the next month or so and present our detailed proposals

to the House when the Bill is in Committee. The Secretary of State

—

for Employment particularly emphasises the delicate state of

relations with the TUC at present on a number of fronts.
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I am copying this minute to all Cabinet colleagues, Norman

Fowler and Michael Jopling, and to Sir Robert Armstrong. They
will no doubt let you know whether they can accept our recommendations
without further collective discussion. I think we all recognise

that the measure will cause considerable controversy and that

its direct consequence will be quite small, since only a small

—

minority of strikers' families actually draw on Supplementary

Benefit. Nevertheless we have a commitment and our supporters will

e —

expect some action. I believe that the recommendations in this

minute are the best compromise we can devise.

L

EJ

23 November 1979

Department of Industry
Ashdown House

123 Victoria Street
LONDON SW1
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3. WIDER PARTICIFA

Too oflten trade uninns are dominated by a handful of extremists
who do not reflect b mmon-scnse views of most unwon
members.

Wider use of secrel ballots for decision-m: |:'irr" throuchout the
trade union movement should be given every encouragement, We
will therelore provide Emh:i: [Llllt[ fiar - post: 1 ballots for union
elections and other important issues. Every trade us ---": t should
EJl' r:i:r' Lin tl'l'rll,’| Fl.:'\- ([r'li";llfl' i |'|.|]‘. wvober El.l'
hundred years in parliamentary elections, without oth
and I'_,lj\ih'-{ note.

We welcome closer involvement of waorkers,
unionists or not, in the decisions that affect them an
of wark. It would be wrong to ]Ir.]r---r' 1-': Law
pation in every company. It would Be equally
pretext of encour. g ool nuine worker invi
simply to increase union power or lacilitate
'E]l.'ll\il.lll funds.

TOO MANY STRIKES

Further changes may be needed to encourage people to beha
responsibly and !-u-;r the bargains they make at work, Many
deficiencies of British industrial relations are without foreign
[].11'.|||r'1. Strikes are too often a weapon of first rather than last
resort. One cause is the Gnancial treatment of strikers and their
families. In reviewin g thi Jrees iiorn, !!'nr'Jl'['--rr we shall ensure that
LIS 1;4 it their faire share of the cost of suppurting those of the
members who are on strike.

Labour claim that industrial relations in Britain cannot be
improved by changing the law. We disagree. IF the law can be
used to confer privileges, it can and should also be used to estab-
lish obligations. We cannot allow a repetition of the behaviour
that we saw outside too many of our Factories and hw—]ril:.d-. last
winter.

RESPONSIBLE PAY BARGAINING

Labour’s approach to industrial relations and theis

e g "I:-:I ]_lll!.i\ .If'~ h.l\l.' rr-..n.]- 1.-.:[1-ri| .I'4r1 I jroi i HE ]rl_.
bargaining  almost imipossible. After encouraging  the ‘social
contract” chaos of 1974-5

i) lhr\. r||- 1 Eix 1r: 1r (R S | -il IE 1 Il h‘.

the prolonged and rL"ul control of incomes. This policy coll: nJ- ed

i




DEPARTMENT OF HEALTH & SOCIAL SECURITY
Alexander Fleming House, Elephant & Castle, London SEI 6BY

Telephone o1-407 5522 NW[

From the Secretary of State for Social Services

92 November 1979

Tim Lankester Esgq ‘\“_
Private Secretary I L,I\
10 Downing Street

London SW1

r”“'“n\

J < o T}_Lj’h\

Thank you for your letter of 22 November about the draft reply to the letter from
the Managing Director of Babcock Contractors. You asked me for a note on the point
in the reply about people being disqualified from receiving unemployment benefit

if they have an interest in the outcome of a strike.

I understand that the situation about "trade dispute disqualification" is as
follows, Disqualification for unemployment benefit has operated since the

benefit was introduced in 1911, At that time a person was disqualified for as long
as the strike or lock-out continued where he had lost his work because of a trade
dispute "at the factory, workshop or other premises at which he was employed".
(Except that different departments were to be regarded as separate premises if

they were engaged on work that was normally carried out a# separate businesses
elsewhere).

Over the years the terms of the disqualification have been narrowed so that since
1977, following the recommendations of the Donovan Commission, & person will be
disqualified for unemployment benefit only if he is taking part in a dispute at
his place of employment or has a direct interest in it (I attach a copy of the
relevant provision in the Social Security Act 1975).

The Act defines a trade dispute as "any dispute between employers and employees,
or between employees and employees, which is connected with the employment or
non-employment or the terms of employment or the conditions of employment of any
persons, whether employees in the employment of the employer with whom the dispute
arises, or not". Thus it covers lock-outs as well as strikes,

The disqualification is absolute and consequently the merits or the reason for a
dispute are not relevant factors to be taken into account by the independent
adjudicating authorities in deciding whether there is a stoppage of work due to
a trade dispute.




heedb, '

It is for claimants to show that they are not participating in, or directly
interested in, the dispute which caused the stoppage of work. The Act does

not define "directly interested" nor, under current case-law (established

by the decisions of National Insurance Commissioners), can it be defined
precisely. The guestion must always depend on the particular facts and
circumstances of each case. It may be said, however, that a person is

directly interested in a trade dispute if a change in the terms of a claimant's
employment would occur without any act or event breaking the chain of causation
between the outcome of the trade dispute (decision of the Commissioners in 1972)
and the change. It is for the claimant to show that whatever the outcome of
the dispute he would not automatically be affected in material terms, whether
to his advantage or disadvantage.

In 1968, the Donovan Commission recorded that there was "no suggestion from

any quarter that a person directly interested in the result of a trade dispute

at his place of employment which has led to his being unemployed should receive
unemployment benefit". The report acknowledged, however, that the TUC were not
always happy about the way "directly interested" was interpreted, and that the
problem of distinguishing between direct and indirect interest was notoriously
difficult. But the Commission admitted that it was unable to suggest a definition
"which will put all doubts to rest". Since then, the decision in 1972 - referred
to above - does seem to go a very long way towards meeting the fears which were
held at the time of Donovan.

I hope you find this exaplanation helpful. In practice the disqualification
rule is rigidly adhered to. Frequently, however, in those instances where

the adjudicating authorities would have to make a great many similar decisions,
agreement is reached with the trade unions to bring a few test cases, and the
decisions reached in these are then applied to everyone involved. Finally, I
should point out that although the disqualification rule might seem somewhat
gaﬁcanian, the fact that it applies only to those people in the same premises
and w a direct interest greatly reduces its actual significance.

B C MERKEL
Private Secretary




SOCTAL SECURITY ACT 1975 (c. 14)

Part I, . 18-19

&

Dwuration of
unemployment benefit.

Loss of emplovment due
to stoppage of work.

18.—(1) A person who, in respect of any period of interruption of employment, has
been entitled to unemployment benefit for 312 days shall not thereafter be entitled to
that benefit for any day of unemployment (whether in the same or a subsequent period
of interruption of employment) unless before that day he has requalified for benefit.

(2) A person who has exhausted his right to unemployment benefit requalifies for it
when—

(a) he has again been in employment as an employed earner and has been so
employed in 13 weeks since the last day for which he was entitled to that
benefit; and

(b) in each of those weeks he has worked in such employment for ['16 hours] or
maore.

(3) Where a person requalifies for unemployment benefit, subsection (1) above
shall again apply to him but, in a case where the period of interruption of employment
in which he exhausted his right to that benefit continues after his requalification, as if
the part before and the part after his requalification were distinct periods of inter-
ruption of employment.

19.—(1) A person who has lost employment as an employed earner by reason of a
stoppage of work which was due to a trade dispute at his place of employment shall be
disqualified for receiving unemployment benefit so long as the stoppage continues,
except in a case where, during the stoppage, he has become bona fide employed
elsewhere in the occupation which he usually follows or has become regularly engaged
in some other occupation; but this subsection does not apply in the case of a person
who proves—

(a) that he is not participating in ...% or directly interested in the trade dispute
which caused the stoppage of work; . ..*

b .. 2

(2) In this Act—

(a) “place of employment™ in relation to any person, means the factory, work-
shop, farm or other premises or place at which he was employed, so however
that, where separate branches of work which are commonly carried on as
separate businesses in separate premises or at separate places are in any case
carried on in separate departments on the same premises or at the same place,
each of those departments shall for the purposes of this paragraph be deemed
to be a separate factory or workshop or farm or separate premises or a
separate place, as the case may be;

’

! Words substituted by the Social Secunty (Miscellaneous Provasions) Act 1977 (e 51, s 171}
* Words deleted by Employment Protection Act 1975 ic. T1h . 11},
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SOCIAL SECURITY ACT 1975 (c. 14)
Part 11, ss. 19-20

(b) “trade dispute” means any dispute between employers and employees, or
between employees and employees, which is connected with the employ-
ment or non-employment or the terms of employment or the conditions
of employment of any persons, whether employees in the employment
of the employer with whom the dispute arises, or not.

20.—(1) A person shall be disqualified for receiving unemployment benefit for Other disqualifications,
such period not exceeding 6 weeks as may be determined in accordance with sections g
97 to 104 of this Act (adjudication by insurance officers and other statutory
authorities) ifl—

(a) he has lost his employment as an employed earner through his mis-
conduct, or has voluntarily left such employment without just cause;

(b) after a situation in any suitable employment has been properly notified
to him as vacant or about to become vacant, he has without good cause
refused or failed to apply for that situation or refused to accept that
situation when offered to him;

he has neglected to avail himself of a reasonable opportunity of suitable
cmployment;

he has without good cause refused or failed to carry out any official
recommendations given to him with a view to assisting him to find
suitable employment, being recommendations which were reasonable
having regard to his circumstances and to the means of obtaining that
employment usually zdopted in the district in which he resices; or

he has without good cause refused or failed to avail himself of a reasonable
opportunity of receiving training approved by the Secretary of State in
his case for the purpose of becoming or keeping fit for entry into, or
return to, regular employment.

(2) Regulations may provide for disqualifying a person for receiving sickness
benefit or invalidity benefit for such period not exceeding 6 weeks as may be
determined in accordance with sections 97 to 104 if—

(@) he has become incapable of work through his own misconduct; or

{h) he fails without good cause to attend for, or to submit himsell to, such
medical or other examination or treatment as may be required in accord-
ance with the regulations, or to observe any prescribed rules of behaviour.

(3) Regulations may also provide for imposing, in the case of any prescribed
category of persons, additional conditions with respect to the receipt of unem-
ployment benefit, sickness benefit or invalidity benefit, and restrictions on the rate
and duration thereof, if, having regard to special circumstances,-it appears to th,{e
Secretary of State necessary to do so for the purpose of preventing inequalities, or
injustice to the general body of employed earners, or of earners generally, as the
case may be.

27
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From the Frivate Secretary

We have spoken about the draft letter which Yvonne
Frangois sent over on 16 November which was intended as &a
reply to the letter from the Managing Director of Babcock
Contractors zbout unemployment penefit in Australia.

As ‘I told you, the Prime Minister found this draft
unnecessarily obtuse and long-winded, and she would prefer
it if Mr. Jenkin would reply on the lines of the enclosed
redraft.

You said that you would let me have a note on the point
tiiat people are d4isq ualified from receiving unemployment
benefit if they have an interest in the outcome of a strike -
even if they are not directly participating in 1t

B. C. Merkel, Esq.,
Department of Health and Social Security.
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STRIKERS AND SUPPLEMENTARY BENEFIT

You are meeting the Secretary of State for Industry and the
Secretary of State for Employment on Monday, 26 November, to discuss
the proposals set out in the paper by Sir Keith Joseph attached to
the Private Secretary letter of 20 November.

L The Secretary of State for Industry has accepted that the
unions will fight the public relations battle and will seek to use
the weapon of alleged hardship. Nevertheless, his view is that this
battle should be fought and that no provigion should be made for

hardship. The scheme now put forward is therefore significantly
. -

different from the proposals previously considered by Ministers.

Proposed Scheme

3. The scheme is summarised in paragraph 20 of the paper. In
brief, it is proposed that:-

(i) from a date in 1980 the Government will assume that
union members with an interes:?in the outcome of a

_ _ i e "0 =N

dispute will receive at least £10 per week from thei

to increases in supplementary benefit) and therefore this
sum will be taken into account by DHSS staff in
processing claims by strikers for supplementary benefit
for their families;

/(1)
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where the benefit officer is satisfied that the
striker is not a union member; the deemed amount
would not be taken into account - membership of a
union would be defined in regulations as having paid
a subscyiption to a union at any time in the last

/[ ? 3 _7 months;

it will be made clear that failure for inccome to
reach the supplementary benefit level because unions
failed to pay strike pay at the deemed level will not
be regarded as hardship;

the disregards on strikers' income from income tax

rebates and strike pay will be abolished, together

with the disregard in respect of .a: striker's

sécond Jjob;

| eeamm———

the attention of employers should be drawn to the
scope they have under existing legislation to refuse
to pay PAYE rebates. :

4, There has already been general agreement that action should be

taken to ensure that when strikers claim supplementary benefit for
families they should be deemed to be drawing a specified amount of
strike pay. There has aigg—gggn provisicnal agreement that the
d%g;egards of strikers' income from income tax refunds and of strike

péy should be abolished. o

De The two outstanding issues for discussion are therefore the
question of whether there should be a distinction between unionists
and non-unionists in respect of deemed strike pay and the treatment
of hardship.

Unionists and Non-Unionists

6. It is suggested that deeming receipt of £10 a week of strike
pay should be restricted to union members. It is proposed to define.
membership of a union in regulations. (If it is the intention to
include provision relating to deeming strike pay in the Social
Security Bill, presumably the Secretary of State for Social Services
will have to take power to make these regulations, although it is
hardly relevant tc social security legislation.) It is also

CONFIDENTIAL /suggested
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suggested that the definition of a union member should be "anyone
who has paid a subscription to a union in the last ? months". Three
“months has been proposed, although this seems to be a comparatively
short time. On the basis of this statutory QerTmition, the Denefit
of ficer must be satisfied from his enquiries - to include a wvalid
declaration by the claimant - that the man is not a union member
as defined. The claimant would be warned that making a false
statement with intent to obtain benefit would be a criminal offence.
It is probable that DHSS staff would have serious difficulty in

‘Eperating this arrangement. It is unlikely that enquiries to Tocal

Branch Secretaries of unions would result in adequate evidence even
if Branch Secretaries did not refuse to answer any queries because
of general trade union opposition to the provisions. In a special
office set up to deal, for example, with a dispute at Fords,
Dagenham, the small number of staff handling_claims could _be

swamped if they have to investigate every case where sirikers
claimed to be non-unionists. Even where claims are being handled

in the normal local office, investigations of the kind suggested
could impose difficulties which might prejudice the general working
of the system in regard to other clients.

7. You have already expressed the view in your letter of

23 October that there should be no distinction between unionists
‘and non-unionists, partly on the grounds that the object of the
exercise is to deter strikes, whether by unionists or non-unionists,
and partly on the grounds of the administrative difficulties which
would be almost insuperable and would risk bringing the whole
operation into ridicule, and on the political level that it would
be unwise to risk the charge of "bribing" unionists to defect.

Hardship

8. Sir Keith Joseph suggests .no specific provision for hardship
payments even in distressing cases (although discretion to pay
benefit in cases of extreme hardship caused by extraordinary
circumstances unrelated to the strike, eg fire or flood, would
continue). This proposal is harsher than those considered so far
but it fits in with your own proposal that hardship payments should
be set at a low level or preferably retain discretionary power to

L
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.be used exceptionally to deal with really distressing cases. The
Secretary of State for Social Services, in his reply of

1% November, argued that it would be unreasonable to ask local
office staff to operate on a discretionary basis and that there
must be clear cut rules not susceptible to variation. The
Secretary of State for Industry's proposals would meet this
eriterion - although it is unlikely to be welcomed by the Secretary
of State for Social Services.

Fecommendation

9. You have already indicated that you agree with Sir Keith

Joseph's proposal that you should proceed with a scheme for deeming
the receipt of striked pay and that no hardship payments should be
made. The major dispute at the meeting next week is likely to be
the distinction between non-unionists and unionists and we
recommend that you continue to press that there should be no
distiucti% & The remaining elements of the scheme put forward,
including A abolition of disregards, are acceptable.

MISS K WHALLEY
2P November 1979

CONFIDENTIAL
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DEPARTMENT OF IMNDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET
LONDON SWIE 6RB

. TELEPHONE DIRECT LINE 01-212 %309
ﬁ fb\ﬁ“"““‘ SWITCHBOARD 01-212 7676

20 November 1979

o
FS/ Secretary of Stats for Industry M

1 Hall Esg :

Private Secretary to the M‘h
Chancellor of the Exchequer

Hi Treasury

London SW1 M‘]h

Ty o OTTTOT TV A T e e
STRIKERS AND SUFFLEMENTARY BENEFIT

Following the Prime Minister's request that this subject should
be considered further before a decision is taken on whether it
should be Lo the Cabinet, my Secﬂew*ﬁ; of Btate has put
together a furtt aper with the help of the E(EA) Secretarist.
He thinks ! }e bbst ij ,Gr”aru rﬁu;r be for ,nere to be an
informal discus s witt the
Emplioyment Cuci' ry and the SDcial SEPVLCEJ aecreuary. i
understand that Gabin&ﬁ Cffice are maxing the arrangements
for the mee ting.

is letter and its enclosure to the Private

Secretaries to the Employment Secretary and the Social 5er11:c:
Secretary and, “or information only, to the Private Secretaries
to the Prime u1n15ter Lord Cockfield and Siv Robert ﬁrm:t“Ch"

.b.
“du“wﬁ w‘fh-; "n..-‘.at_w.«"?.a,.l
i

I am copying thi

lﬁ‘.f\, J q‘ﬂ%\.

I X C ELLISON
Private Secretary
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STRIKERS AND SUPPLEMENTARY BENEFIT

Note by the Secretary of State for Industry

1 I have been giving thought to where we now stand as a result
of discussions in E(EA), and in correspondence, over the issue
of strikers and supplementary benefit. -

2 The attached note summarises the various arguments. Our
supporters expect us to take some action here. The direct
consequences may be small, and even if our changes are effective,
those who seek to use industrial muscle will probably vary

their tactics. DNevertheless we made a commitment.

%3 The unions will fight the public relations battle hard -
and will use the weapon of alleged hardship to do it. My
own view is that we should face that, and fight it by making
it clear in advance that any such hardship is entirely the
fault of the unions in paying inadequate strike funds. I
vould not therefore favour weakening our stance by admitting
the possibility of hardship payments if the going gets too
rough. There are larger issues behind the small change we
propose. If we do succeed in encouraging unions to build u
substantial strike funds and to pay benefit we may find tha
we have increased union strength. This may seem desirable
insofar as unions are enabled to keep the bargain they make,
but it may prove harmful if they remain luddite.

™
|2
i
L7

4 Bubject to this and any other larger issue, I suggest tc
colleagues that we should consider the policy summarised in
Para 25 of the paper.

K J

20 November 1979
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STRIKERS AND SUPPLEMENTARY BENEFIT

Note by the Secretary of State for Industry

1 There have been three discussions in E(EA) on the subject of
Strikers and Supplementary Benefits. This note pulls together the
conclusions so far reached, and summarises the arguments on points
vhich remain in doubt.

The Purpose of Legislstion

2 The Manifesto

"Strikes are too often a weapon of first rather than

last resort. One cause is the financial treatment of

strikers and their families. In reviewing the position,

therefore, we shall ensure that unions bear their fair

share of the cost of supporting those of their members

who are on strike."
5 Thus the aim is to apply financial pressure on unions to discourage
strikes, particularly those strikes where action is taken withou:
exhausting other possible avenues first. We also hope to do something
to redress the balance between strikers and.employers which is at
present’ heavily tilted in favour of strikers.

The Size of the Problem

4 The duration of strikes in 1976 and 1977 is summarised in Table 4
in the Annex. Two thirds of strikes lasted le
less than 2 weeks.

less than a week, and £3%

Possible Levers for Government Action

5 It seems gnerally agreed that the Government could not legislate
to require unions to pay strikers, bearing in wind the difficulty of
enforcement. So the pressure has to be indirect. The first avenue
is publicity; the Government could say that, for their part, they
will assume that unions pay at least £x p.w. in strike pay, as

many do now. The second avenue is to act on supplementary benefits;
the Government could take steps to ensure that strikers' families

did not receive the full amount of suppledlentary benefit thus putting
pressure on the trades unions to give strike ray. In adopting these
courees of action we would in fact leave it open to the unions to
decide whether they would give strike pay to all their members on
strike or only to those who might have the supplementary benefits
payable to their families reduced. If they chose to give strike PEY
to all their striking members, the cost would be heavy; if they chose
to limit strike pay to those who might otherwise have received
supplementary benefit the cost would be small. A possible third

avenue, action on PAYE rebatesas described in Annex D, is not open
to us.

Supplementary Benefit Payments

(S These have been the main focus of our consideration. But we
should recognise they apply only to a very small proportion of

/strikers and ...
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strikers and people. Benefits are not normally paid until the strike
is in its third week, so that on the 1976-77 experience only 17%

of strikes aremlevant. And the great majority of strikers are
ineligible and a proportion of those eligible to claim do not do so.
Table 2 in the Annex shows figures of between 1%% and 25% for the
take-up between 1960 and 1977. The proportion of all strikers who
could in principle have taken up supplementary benefits varied between
1% and 8%.

Suggested Courses for Action

7Y It is clear therefore that any action we take will have very

little direct effect on the majority of strikes or the majority of
strikers. We must judge measures also in the light of their potential
indirect effects through changed attitudes as a result of the
publicity the legislation would attract. ]

8 The discussions in E(EA) .have led to the conclusion that we

deuld "deem", for settling the level of Supplementary Benefit to

a striker's family, that he receives £10 pw strike pay from his
union. At the same time we would alter the rule about "disregarded"
income to say that the full amount of deemed strike pay would be
taken into account in sefttling supplementary benefit. In the
earlier E(EA) discussions we have not given. close attention to

what income should be disregarded. In the first discussion (E(EA

it was suggested that the present "disregard" which applies to
strikers' income (notably strike pay and tax refunds) should be
abolished. This paper did not, however, consider the "disregard

in faveour of £A pw of wife's earnings, if any, and £2 pw of strikers'
earnings from a second job. DMoreover, later papers from DHSS. and

the examples of family income given in them, which we considered,

were based on the altered assumption that £4/of income tax refund
would continue to be disregarded. We could of course go either way
either by taking more of the disregarded items into full account

or, alternatively,by abolishing only the disregard on strike PEY.

If we take the former course, it would put the striker in a different
situation from other supplementary benefit recipients and it night

be represented that the Government wished to penalise strikers ver =e.
On the other hand, strikers place themselves in a different posit

to other recipients of supplementary benefit and we could Justifi
point out that the Governmentwas taking firm action to avoid uszin
taxpayers' money to subsidise strikes. (Moreover, Annex C shows

that there is already discrmination against strikers per se; non-
strikers have their income tax rebate disregarded in full). There

are therefore presentational arguments for abolishing the "disregards®
on both strike pay and income tax rebates (and indeed in respect of
all sources of strikers income except wife's earnings if any) or for
‘retaining the disreggrd on income tax rebates. But, if we wish our
changes to be effective on motivation before and during a dispute,
then we should abolish both "disregards". (The question of whether
the disregard on income tax refunds should be abolished for all
benefit-recipients is a wider issue requiring separate consideration)-

Who are the Strikers?

9. It is very difficult to be sure in an industrial dispute who is
willing to work, and who is prevented from doing =o by the action .of

the employer (a lock-out) or that of other employees. So it is long-

/established - ....
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established - by legislation going back more than 60 years - that

all those who stand to benefit from an industrial dispute are not
eligible for unemployment benefit or supplementary benefit while

the dispute lasts. (Their families are eligible for Supplementary
Benefit once normal pay is assumed to have run out - usually the
third week of the strike.) Thus we see no way of distinguishing

the "militant" striker from the man who would prefer to return to
work. But by not distinguishing, and so penalisihg some individuals,
it will intensify the pressure from the men onto the union or strike
leaders to achieve a settlement.

Unofficial/Official Strikes?

10 Most unofficial strikes are likely to last less than 2 weeks

so that entitlement to benefit does not arise. But by saying that
the Government intends to treat unofficial and official strikes
similarly, it would encourage pressure to have strikes declared
official (so as to achieve entitlement to strike pay). This could
be two-edged. It might increase the power of militants within the
union. But however one views that argument, they key point is that
the other course would create converse pressure for unions to make
strikes "unofficial" so as to aveid the need to pay out strike pay.

Union Members Only?

11 Only union members can actually receive strike pay from a union.
50 to deem that others do so would penalise them for not being a
union member. If they are also opposed to the strike, and yet have
been denied benefit under para 9 above, the further penalty would
seem doubly harsh.

12 ' The unions will argue that,by assuming that all their members
receive strike pay, we will be encouraging people to leave the unions
and this claim would have some substance for any impoverished unions.
But bearing in mind our overall aim of "msking unions pay a fair
share" we should be able to face that argument squarely. The remedy
of the impoverished union is in their own hands/is to raise
subscriptions. %

15 We have also been concerned that it would be administratively
difficult to decide who is or is not a union member at the point of
paying out benefit. Annex B gives proposals on how this might be
done. Provided we asked simple questions of fact within the knowledge
of the individual striker, eg:

a) Are you a.union member?
b) If so which union?

c) If in doubt - "Have you paid a union subscription at any
time in the last /7/ months?"

then it would be = criminal offence for him to take money by making
a fraudulent declaration. We could make it a condition of naynettu
that the benefit officer was satisfied that the man was not a union-
member. Thus the onus of proof could lie on the striker, and would

/leave the scope ...
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leave the scope for the DHSS to initiate inquiries to his employer

etc if there was prima facie indication of fraud. The level of

abuse would prdebly be tolerable if the declaration is made sufficiently
clear cut. There is the option of going further and taking a power

to demand access to union membership lists. But it carries the risk
that, if the union refused to obey, there would be no effective
sanction, and it could intensify union opposition to the whole scheme.

Hardship Provisions.

14 We have examined proposals for making hardship payments (possibly
recoverable when work recommences) to strikers for whom the loss of
e whele/part of the deemed amount would take the family income

below the "Reguirements Level" used in setting Supplementary Benefits.
This level relates to the needs of dependents only and therefore the
family is already some £15 below their normal entitlement. But apart
from administrative complexity, hardship payments have the serious
disadvantage that they cut at the roots of the proposal. We are

in any case only operating on that minority of strikers who claim
Supplementary Benefits. My preference therefore would be to say

that there will be no hardship provision in respect of the deeming,
and that it is the responsibility of the unions not Government to
make sure that the risk of hardship does not arise.

15 The great majority of strikers manage their finances without
calling on benefit at all. The standing expenses of the family -
rent, rates, vater, electricity, gas, telephone, EP, dothes -can

all be deferred. Travelling costs are reduced. But I recognise that,
particularly in a long strike, the absence of a hardship provision
will intensify political pressure. But if the measure is to achieve
anything we must be prepared to face pressure, ard repeatedly to
place the onus on the unions. And I am sure there will always be
"hard cases" in the media, as there have been in past strikes

under existing rules, whether or not we adopt these proposals.

16 In E(EA) we have considered a time-limited hardship provision
(eg no hardship till the S5th week of the strike). But that would
not prevent political pressure in earlier weeks, and it would
remove the incentive for the unions to act themselves and might
indeed encourage them to pay more in earlier weeks and withdraw
their payments once the hardship provision is available. If we
went this way at all, a longer time limit might be preferable.

17 If we make a hardship payment at all, there seems no great
objection to making it recoverable, since for many supplementary
benefit recipients such arrangements have already to be made to
recover the whole of the benefit which they receive during their
first two weeks back at work, before normal pay is resumed. And
these are likely to include any people who have no other resources
and have claimed hardship. But we should keep in mind that an
increasing debt of this kind may lead to pressure for a compensating
lump sum settlement from theeunloyer to bring about the end of the
strike. And there is the point that any repayment scheme also

adds some work for DHSS staff and employers. This would be the
greater if the union encouraged its members to make hardship claims.

f"""|8~..
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18 I recognise that, without a simple rule for determining hardship
payments, we could not retain a discretion to deal with hard cases
connected with the circumstances of the strike. Once there was
acknowledged discretion the unions would swamp the DHSS with claims,
and this would give the worst of all worlds presentationally, with
the Government admitting hardship but taking a long time to make
payments.

19 There would remasin the catch-all discretion for extraordinary
circumstances (eg fire or flood) unrelated to the strike. But
any hardship provision more than this destroys the whole basis

of what we are seeking to achieve and would be exploited.

Sunmary

20 In summary therefore I consider that the following scheme might
be adopted in fulfilment of our Manifesto commitment:

i The Government should state that as a matter of good
practice unions should pay at least £10 pw to members
who are called out on strike.

For its part the Government will assume - from a commencing
date in 1980 - that a2ll union members with an interest in
the outcome of a dispute are receiving at least £10 pw

from their union. :

This sum will thereafter be increased annually in proportion
to the increase in Supplementary Benefit.

Where the benefit officer is satisfied that the striker is
not a union member, the deemed amount would not be
deducted. '"Membership" of a union would be defined (in
Regulations) as "having paid a subscription toa union at
any time in the last i%ﬁ; months".

The Government should make it clear that a failure for
income to reach the Supplementary Benefit Requirements
levels because unions fail to pay strike pay will not be

reckoned to constitute hardship.

The Government will retain a residual discretion to pay benefit

only in cases of extreme hardship caused by extraordinary
circumstances unrelated to the =trike.

The "dig;egards" on strikers' income from income tax rebsat
and strike pay should be abolished, together with the "disr
in respect of a strikers second job '

We should draw to employers (and especially small employers)
attention the scope that they have under existing legislation
to refuse to pay PAYE rebates.




ANNEX A

1« Duration of Strikes — 1976, 1977

Period Curulative

a
=

Less than 1 day 18.4

L "1 week 65.3

i 1 2. wecks 83.3

" 3 weeks 9.8
4 weeks{ 93.3
6 :-mc]-lzs 95.5 -
10 weeks 99.0

More than 10 wecks 100.0

2. Supplemeniary Benefit Clains

% of 21l strilers

Received % of those sli~i"7s
Honelit who receivaa -
D — PR

1960-70 1.3 16

197014 8.0 25

197517 3.4 13

‘anacement Information Sheet Mo 58
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Definition of a Urion-as in evistine lesislation

Definition of Union Hember

(To te 12i2 down in Rogulations)

Criteria along the lines of:-

Anyone who has paid a subscription to a union in the
last 3 months.

Anyone who has resigned within the 1

te deemed to te 2 member.

tualification for ¥o "Decming” deduction

icer must be satizfied dm the basis of his

inquiries — to include a signed declaration by the claimant —
that the claimant is not a union member as defined. The

claimant skould be warned that making a falee

5

intent to obtain benefit criminal offence.




DISHEGARDS ON IHCOME F i LT FY EEVEFIT

for strikers' incomes when their supplementary benelit
calculated are:

f wifels ezrnings, plus

f migcellanecus other income atart from child benefit

b=

nent and the main nztional insurence pensions and benc

ineome such as strile p2v,
411 such items of

zegard is not EB

- £ o Frm e
NOT 4 L COUTIe,

sregard is actuvally set at £4, but under
_ctionﬁ:y povers the Supplementary 2
-JD' n.’)'

is thought wrong to

than the unemployed




. PAYE REBATES AND STRIKERS .

o e FPAYE rebates are one of the major sources of income for
strikers and might typically amount to £11 or £12 pw or more for
higher paid workers. Rebates arise because workers pay tax weekly
(or mathly) on the assumption that their pay will continue at
approximately the same rate throughout the year. If a worker's
income falls because, for example, he goes on. strike, he will find
that he has overpaid tax and so becomes entitled to a rebate. This
entitlement to rebates applies to all taxpayers, including in
particular single men, those without families and those with working
wives who do not usually receive supplementary benefit. Rebates are
almost always paid by the employer and strikers are allowed to cross
picket lines and to go into factories to collect their rebates.
Legally, it is open to an employer to refuse to pay refunds. Those
who refuse are required to report the facts to the local tax office
and, while the tax office is under a duty to pay rebates, there is
no requirement to pay them promptly. It is therefore open to us

to require employers not to pay tax rebates during strikes and to
delay payment by tax offices, but to do this would require legislation.

2. Such a course would deprive strikers of an important source
of income and, unlike action on supplementary benefit, would have

an impact on single men etc who are not constrained from striking

by family obligations. On the other hand, the deferral of tax
rebates would lead to more call on supplementary benefits. We are,
however, prevented from legislating, even if we wanted to, on
rebates by the Prime Minister's categorical statement "I'm not

going to pass legislation on tax rebates® ("Weekend World", 7 January
1979). It therefore seems that the only course open to us is to

draw attention to employers' freedom to refuse to pay out tax rebates
if they so wish. .







DEPARTMENT OF HEALTH & SOCIAL SECURITY
Alexander Fleming House, Elephant & Castle, London SEI 6BY

Telephone 01-407 5522
From the Secretary of State for Social Services

The Rt Hon Sir Geoffrey Howe QC MP

Chancellor of the Excheguer

Treasury Chambers

Great George Street

London SW1 13 November 1979

'a o C‘f{('ﬂ‘f "

PAYMENT OF SUPPLEMENTARY BENEFIT TO STRIKERS

Thank you for your letter of 2% October. As you know, the guestions still
unresolved after the E(EA) discussicn on 23 Octobar are to be considerad at a
meeting of an ad hoc group shortly, on the basis of & paper by Keith Joseph as
Chairman of E(EA).

This paper will, I gather, cover your first two painta ie the inclusion or not of
non-unionists, and the need for hardship payments. On hardship payments I would
only add that I would find it difficult to accept your suggestion of the retention
of discretion to deal with extreme cases. All our experience is that the existence
of discretion in this sensitive area can resulﬁ in undue pressure on my tLﬂff and
the risk of accusations in some stirikes that the Govevrnment was using social
security to put pressure on the strikers. Vvhatever rules we decide, I am certain
that they must be quite clear-cut and not susceptible to variation in the
individual case.

As regards the idea of paying benefit to the wife instead <

the political and presentational advantages but there would, I :
considerable difficulties. I do not think ;t would be practicable fto make
actual claimant as she would not necessarily be abie fo supply zccurate inforr
about her husband's last wages, strike pay, tax refunds, etc. I£f, however,
striker himself made the claim but the money was sent fo his wife, we could :
persist with the recipient's standard de:laratlon of entitlement to the payment
which is often necessary in fraud proceedings, because the wife could not re:

be held responsible for the statement made by her husband. The risk ef abuse in
both instances would be greatly increased. A4part from this, I do not think thai
the idea would avoid thez need to set up temporary offices as special strike cenire

where there are large concentrations of strikers at any particular office or of
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People normally claim at the office where they live, not where they work, so the
workload would in no way be spread among greater numbers of offices if we made
the wife the claimant. She would go to the same office as he would.

I am copying this letter to the Prime Minister, members of E(EA) and
S5ir Robert Armstrong.

2
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SIR ROBLRT ARMSTRONG

Strikers and Supplementary Benefits

The Prime Minister has seen vour minute
AD521 of 30 October to me about Ministerial
cousideration of this subject,

ohe would like to handle this matter

in a small group under her own chairmanship,
and she woull like the membership to ‘he the
Chancellor of the Lxchequer, the Secretary of
state for Employment, the Secretary of State
for Social Services, the Becretary of State
for Industry, the Attorney General and the
hief Whip. She would be grateful if you
would now make the necessary arrangements.
As you say, we will now need to follow up
Mr. Lankester's letter of 29 October in the
way you suggest.

1l Hovember 1079
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When we discussed forthcoming Cabinet business with the Prime
Minister on Monday, she said she was unhappy at the proposal to discuss
this subject in Cabinet on 8th November.

2, The minute of 26th October from the Secretary of State for Industry
reports the inconclusive discussion in E(EA), It was inconclusive, at least
in part, because the Chancellor of the Exchequer had put his own very strong

views in writing, but was not able to attend the meeting to discuss them.

The Secretary of State for Employment and the Secretary of State for Social
Services (for differing reasons) could not accept all the Chancellor's points.

The result was therefore bound to be deadlock. One would not necessarily

reach the same situation in full Cabinet, but it would be a complicated and

difficult discussion. It would also need a fresh paper from DHSS with clear

proposals, -

3. Ii the Prime Minister prefers, as she tentatively suggested yesterday,
to handle this in a smaller group, then I suggest that the composition should
indude, as a nﬁrﬁmIﬁme Minister herself; the Secretary of State for
Employment; the Secretary of State for Socialn_g:rvices; the Chancellor of the
Exchequﬁr/; the Secretary of State for Ind:."fﬂry; and (useful but not essential)
the Attorney Geﬁgral. The Prime Minister might also want to consider
including either the Chancellor of the Duchy or the Cki/e? Whip: the
parliamentary tactics of these proposals will be important.

4, The timetable is tight, but not desperately so. The Secretary of State
for Social Services wants to get his Bill to Legislation Committee on
28th November, in time for introduction before Christmas. Provided that
the new group can come to conclusions within the next couple of weeks, it

should be possible to maintain this timetable,
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5. If the Prime Minister, on consideration, agrees, we will make the

necessary arrangements. Mr. Lankester will also need to send a '"chaser"

to his letter of 29th October, making it clear that the group proposed in this

minute will take delivery of the report commissioned in his letter,

(Robert Armstrong)

30th October 1979







10 DOWNING STREET

From the Private Secretary 29 October 1979

Strikers and Supplementary Benefits

The Prime Minister has considered your Secretary of State's
minute of 26 October reporting on the further discusrsion in
E(EA) on the above subject, and has noted that there still remain
major difficulties which need to be resolved. The Prime Minister's
view is that, unless suitable modifications can be found to meet
the objections to the existing proposals, there is little point in
putting this issue to Cabinet. If the proposals cannot be improved
upon, then she believes the scheme must drop.

The Prime Minister would therefore be grateful if Ministers
would consider this matter again urgent.y, and report back to her.

I am sending a copy of this letter to Don Brereton (Department o
Health and-Social Security), Ian Fair (Department of Employment),
Alistair Pirie (HM Treasury) and Martin Vile (Cabinet Office).

Ian Ellison Esg
Department of Industry.
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We have had a further 1scu551on of the problems of, Strikers 7
and Supplementary EA) Sub-Committee. It seems

) ﬁ\#l%f.u#mﬂ
clear that these proposffls will ‘arouse great controversy, and

D A o el t#;h*“‘bkilﬁtd cant

there is no common vle among colleaguesrabnut how the various
[Iﬂ-ﬂl’ lJi e | bert Adnst m{g‘

problems should be overcoue. ou may feel therefore that we —

should examine the matter in Cabinet. pg,4rf :
You may find it helpful if I try to set out briefly where I
think our discussions have now reached and what questions remain

to resolved.

The Manifesto said:-

"We shall ensure that unions bear their fair share

of the cost of supporting those on strike".
It has been generally agreed that the best way of achieving that
is to "deem" that the striker receives a certain amount of strike
pay from a union, in settling the amount of any supplementary
benefit payable in respect of the striker's family. There is
also general agreement that an appropriate sum to deem as being
paid might be £10 with provision for this amount %o increase
automatically by the index by which supplementary benefits are
increased. This figure is higher than most unions pay now in
strike pay - and so announcing that this provision would come
into force in say a year's time would put pressure on them to

build up funds and pay more.

/The ...
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The areas of remaining doubt relate to the scope of the
"deeming" provision and whether, and if so how, we should make

provision for dealing with cases of hardship.

Scope of the Provision

It is not thought practicable to distinguish between official
and unofficial strikes, or between those people who are
voluntarily on strike, and those who are willing to work but
are prevented from doing so by others striking at their place
of work. ©&o everyone from that plant whe is without pay as a
result of the strike would be treated similarly. But should

only union members be deemed to receive the strike pay, or should

non-unionists also be included?

Non-unionists clearly will not actually receive strike pay.

So deeming that they do will penalise them for not being a union
member. And if they are not merely non-unionist, but also willing
to work in defiance of the union, the penalty will seem to them

doubly harsh. But if we deem only union members to receive the

pay, there would be great practical difficiulty in identifying the
people with certainty. We can be sure that the unions will try
to make it difficult to work the legislation, and that they will
try any legal tricks that their lawyers can devise to subvert

the intentions of the provision. But the individual could be

made to sign a declaration - and the fact that some people would

fraudently take funds (and risk a criminal prosecution) may well

be less damaging than the suggestion that non-unionists should

be penalised financially. We must recognise that this is a

/balanced ...
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balanced decision - and that at the very least the unions will
argue that we are trying to discourage people from union
membership. On the whole I think that a majority of collesagues
on E(EA) felt that we should exclude non-unionists - and that
we should take such legislative steps as we can to ease the

problem of identifying the union member.

Hardship
It seems very difficult to judge whether the loss of the £10/week

in supplementary benefit that this proposal entails would
constitute "hardship" for some families. In a strike the DHSS
staff would have to cope with large numbers of claimants and so
they require a simple rule of thumb. The rule so far suggested

would be to say that the family are now getting less than their

accepted requirements, (which are used to set the supplementary

benefit level) by the amount of the sum deemed. Therefore they
should receive an extra amocunt for "hardship" of £10, (if they
can establish that they get no strike pay from the union). This
of course is circular - we would be taking the money away with
one hand and giving it back with the other. 8o to have any
effect at all we would need to make the hardship payment a loan,
to be recovered from earnings when the man went back to work.

To limit the demands for this type of treatment it has been
proposed that no hardship payments would be made until the 5th
week of the strike (the third week of supplementary benefit

payments).

It is apparently a fact that only about 30 per cent of strikers
claim supplementary benefit anyway. But since the whole of this

/proposal ...
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proposal only aims at affecting that group, I think that we have
to recognise that a hardship provision on these lines does open

the door for a large proportion of those people, with union

encouragement, to obtain the amount "deemed" as a loan, and
ik
for the union then to seek to ensure that the equivalent amount

is written into the settlement the employers eventually make to
end the strike. If they are successful the unions will not have
been encouraged to raise their strike pay at all by our measure,
and its whole purpose will have been lost. But on the other
hand E(EA) colleagues have so far been unable to come up with

any alternative approach.

I can only suggest that you may wish to ask Patrick Jenmkin to

put forward a Cabinet paper - on which he would no doubt consult
Jim Prior. If so I think it might be helpful if it could include
any available statistical evidence on the way strikers in fact
finance themselves - two thirds apparently don't make any claim

on public funds - so that we can better judge whether we could

not get away with £10 ‘deeming" without a hardship provision at

all.
I am copying this to Patrick Jenkin, Jim Prior, and John Biffen

K

K J
2G October 1979

and Sir Robert Armstrong.

Department of Industry

Ashdown House
123 Victoria Btreet
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Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000

23 October 1979

N PM i

PAYMENT OF SUPPLEMENTARY BENEFIT TO STRIKERS

The reason I had not intervened in the recent
correspondence on the present arrangements for the
payment of supplementary benefit to strikers was not
because I felt that these are satisfactory but
because I thought that the detailed administrative
arrangements (as opposed to the policy), and the
arguments for and against any change in these
administrative arrangements, were best left to
colleagues most closely concerned.

On poliey, I am in favour of early action on the
"deemed strike pay" proposal. However I have doubts
about two aspects of the scheme to be discussed tomorrow
in E(EA). To begin with, I do not think we should
seek to distinguish between unionists and non-unionists.
There are three reasons for this. Firstly, the object
of the exercise is to deter strikes, whether by unionists
or non-unionists. Secondly, on the political level I
do not think we should lay ourselves open to the charge
of "bribing" unionists to defect, which is what the
distinction comes to - I would rather face the opposite
charge that we were encouraging non-members to join.

And thirdly, I think that the administrative difficulties
of distinguishing uniconists and ncn-unicnists woulsd be
almost insuperable, and would risk bringing the whole
thing into ridicule.

Secondly, while I can see the need for hardship
payments I do not think we should try to make them
recoverable. The annex to your paper sets out the
difficulties and drawbacks involved in trying to get the
money back, and in my view these are very persuasive.
Additionally, I think there is a risk that a recovery
rule could either actually prolong a strike, or cause

/bad blood
The Rt. Hon. Patrick Jenkin, MP
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bad blood (and even martyrs) after it was over. I

would prefer to set any "routine™ hardship payment at

a rather lower level than you suggest (while still not
making it available during the first 2 - or maybe B
weeks of a strike) but ensure that we retain discretion-
ary power, to be used only very exceptionally, to deal
with what you call "really distressing cases". This
will put some work on your offices, but not as much -

I would think - as a recovery arrangement would.

Going back to the administrative practice, perhaps
T could say that given the unforftunate impression which
the establishment of the strike centre at Rolls Royce
caused, it seems to me that it might be worthwhile looking
further at the idea of making any benefit payable go
directly to strikers' wives, rather than to the strikers
themselves. This would have the advantage of being
more clearly understood by the public at large, and also -
given the way travel-to-work areas are growing - might
obviate the need for special centres altogether. On
the other hand I know that there are some real disadvantages
in the idea - e.g. in relation to the rules for eligibility
for supplementary benefit in general, and in a possible
risk of additional cost in the longer run - which would
need examination, and it may be that if the measures we
now contemplate are adequate without it, it is not worth
pursuing. But perhaps it should be kept in sight for
the time being.

I am copying this letter to the Prime Minister,
members of E(EA) and to Sir John Hunt.

RS e
/]

(GEOFFREY HOWE)
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From the Private Secretary 28 September 1979
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Strikers and Supplementary Benefits

The Prime Minister has considered your
Secretary of State's minute of 26 September
reporting on the further discussion in E(EA)
Coumittee on 26 September on strikers and
supplementary benefits. She is content
with the Committee's conclusions as far as
they go, and has noted that Sir Keith will
be reporting back to her again when the
Committee has considered this issue further.

_ I am sending copies of this letter to the
Private Secretaries of Members of E(EA), to
Don Brereton (Department of Health and Social
Security), and to Martin Vile (Cabinet Office).

Mo

Department of Industry.

A.A, Duguid, Esq.,
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We had a further discussion in E(EA) on 26 September of the means

2k

bear their fair share of the cost of supporting members on strike. 11

of implementing the Manifesto proposals to ensure that unions

This followed your request - in the minute from your office of

20 July - for further examination of the repercussions of our

proposals.

Our discussion was on the basis of a paper by officials, E(EA)79 44

and our main conclusions were as follows-

(i) we reaffirmed our earlier view that in principle the
proposals should be based on "deeming" that unions were contri-
buting a certain sum in striﬁg-sgg-gs-their members, and this
amount should be deducted from supplementary benefits payable
to strikers' families. In principle we felt the right amount
was the amount of supplementary benefit to which a single
person was now eligible - about £15 and that this should be

indexed in future years in line with increases in that amount.

(ii) The measures should apply to unofficial as well as
official strikers and to those locked out as well as those on
strike. I know you were concerned about this. However it
appears quite impracticable to distinguish between strikes

and lock-outs; the distinction is not made at present when
/witholding ...
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witholding benefit from those involved in stoppages.

(iii) We should aim to exclude non-unicnists from the

—

measures. This would meet your earlier point. We were

concerned however that this could open the field to abuse -

for example through strikers denying they were union members
——n
which could be difficult to disprove; and so we shall re-

e N—

examine this point.
0

(iv) We should give further consideration to whether to
allow a "hardship" provision for those affected by the
measures, and if so whether the "hardship" payments should

be for the full amount of the "deemed" strike pay but
recoverable or for a lesser amount but non-recoverable. We
felt that on the one hand the absence of a hardship provision

——

would have the advantage of providing an additional incentive
for unions to live up to their responsibilities, but on the
other hand such a course could obviously give rise to hard

cases which could be presentationally difficult to handle.

Before reaching final . decisions on these points we have
asked for further information to be provided on the financial

implications of the alternative courses.

(v) We should announce our firm intention to legislate to

introduce the proposals - i.e we should not make legislation

conditional upon the failure of unions to improve thelr levels

;"Df L
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of strike pay as had been earlier suggested. But we would

still want to give the unions a short period to make

————

improvements, and so we would either legislate this session

ﬁ - 3 - - - -
through the Social Security Bill, but with an implementation

date in a year's time, or legislate in the 1980/81 session.

I shall be reporting to you again when we have given further

e—

consideration to points (iii) - (v) above. Meanwhile I am sending

you this report, as it is relevant to our discussion on industrial

relations legislation at E on Thursday.

I am copying this minute ; to members of

E(EA), Patrick Jenkin and Sir John Hunt.

f

KJd

;ZG September 1979

Department of Industry
Ashdown House
123 Victoria Street

CONFIDENTIAL







JNVE-7y 53{ Hr Wolfim g

fR\ME MIN STEE

He"( AT 'H'J Qnsweén 4o
DEPARTMENT OF HEALTH & SOCIAL SECURITY

Alexander Fleming House, Elephant & Castle, London SEI 6BY ‘Sﬂw Mms.

Telephone o1-407 5522 <
From the Secretary of State for Social Services g

Nick Sanders Esg zfﬁﬁ
Private Secretary
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ARRANGEMENTS FOR PAYMENT OF SUPPLEMENTARY BENEFIT TO STRIKERS

Thank you for your letter of 24 September confirming that the Prime Minister had
agreed to the proposition in my Secretary of State's note to her that there should
be some urgent discussion with the Secretary of State for Employment and the

Home Secretary about the arrangements for handling payment of benefit during the
current engineering strikes. A meeting took place yesterday morning, and the
Secretary of State for Employment has minuted the Prime Minister about the ocutcome.

The Prime Minister raised also a number of questions about the detailed arrangements
for payment which I deal with below.

First, she had enquired why benefit could not be paid direct to dependants. The
short answer to this is that the law does not permit it. The normal Tulés for
supplementary benefit are that a family is assessed as a whole; that only the

head of the family can claim for the whole group; and that the benefit has to be
paid to him, So in the case of a striker's family, even though benefit is only
PEVable in respect of the dependants, it is necessary to deal with the striker
himself. Enquiry has to be e into his resources, before it can be determined
how much benefit - if any - is payable to his dependants. And the benefit payment
has in the end to be made to him. (There is a legal let-out for paying the benefit
to someone other than the claimant in exceptional circumstances; but this could not
be applied as a general rule to all strikers).

The Prime Minister also asked to see the forms that are handed to strikers. They
are given a special leaflet (SB2), and a claim form: I enclose copies of each of
these. The leaflet is designe@ to clarify who can claim and, more particularly,
who can not (in order to avoid hopeless claims). The claim form is specially
designed so that the claimant can do a major part of the work for us by setting
down all the relevant facts himself. In normal cases, a supplementary benefit
claim is taken by one of our officers, who interviews the claimant and elicits
the relevant particulars from him, entering them on a form which the claimant is
then asked to sign. This process takes far too long, and would be unmanageable
in a strike, when guite exceptionally large numbers of claims have to be taken
in a short period. The claimant is therefore given this form for completion
himself., But as you will see, he is required to present it with supporti
documents like last pay slips. (See also pmgrapmaﬁ%.ﬂ'

__—




Finally the Prime Minister asked what were the circumstances in which a striker
himself could receive benefit - ie as opposed to his dependants.

The particulars are given in paragraphs 6 and 7 of the leaflet. The rules are
very stringent. The striker has to demonstrate that he is in urgent need, and
cannot loock to anyone else for support (eg a parent or relative). He is expected
to make any rescurces from his employment last at the rate of £14 a week before

a claim can be considered. And then, if benefit is awarded, it w not bring

his resources above a figure of £10.50. These rules are so tightly drawn that
few qualify. In 1978, for examplé, only 230 strikers received payments, whereas
payments for dependants amounted to nearly 45,000.

I hope this information is helpful.







10 DOWNING STREET

From the Private Secretary 25 September 1979

Arrangements for Payment of Supplementary
BEenefit to Strikers

The Prime Minister has seen your Secretary of State's
minute dated 24 September. She is content that all of
the proposals in that minute should be put into effect.

She has noted, however, that she understands that the
Rolls Royce factory in Derby has been closed to those on
strike. She takes it that the special DHSS office cannot
therefore be on the factory premises. I should be grateful
if Don Brereton, to whom I am copying this letter, could let
me know where exactly the office has been established in
Derby.

Copies of this letter also go to John Chilcot (Home
Office) and Martin Vile (Cabinet Office).

B 0: sanpips

I.A.W: Fair, Esq.,
Department of Employment.
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ARRANGEMENTS FOR PAYMENT OF SUPPLEMENTARY BENEFIT TO STRIKERS

MG

As proposed in his minute to you of 21 September, I have urgently

PRTME MINISTER

discussed this issue with Patrick Jenkin and John Belstead.

We agreed that the established arrangements whereby temporary offices
are opened to handle claims from relatively large numbers of strikers
should be continued. The major consideration is the disrup?ion which
would otherwise arise in local offices, which would result{iﬂfclerable
delays in meeting the needs of ordinary claimants. We should be the
readier to explain public ly that their protection has to be our first
concern. Although we could look to the police to maintain order in and
around local offices if they had to deal with crowds of strikers on top
of their normal case-load, experience shows that ugly scenes could well
develop with the risk of damage to property and even personal injury.
Disorder would be courted and we could not be sure that local office

staff would be ready to continue working normally in such conditions.

We thought Patrick Jenkin should continue with the special arrangements
planned for the payment of benefit to the families of strikers from

Rolls Royce plants although these arrangements had been suspended following
the discussion at E Committeelast week. The management has been very

ready to co-operate in establishing these arrangements. Entitlement to

benefit will I understand begin at the end of this week, and in the

circumstances we agreed it was necessary to start to make the arrangements

now. We hope you will agree.

I am copying this minute to members of E Commlttee Angus Maude, Sir
Michael Havers, John Belstead and Sir John Hunt.r

JP
24 September 1979
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10 DOWNING STREET

From the Private Secretary 24 September 1873

Arrangements for payment of
Supplementary Benefit to strikers

The Prime Minister has seen your Secretary of State's minute
of 21 September. She agrees that there should be early discussions
with the Secretary of State for Employment and the Home Secreiary
about the issues involved.

She has commented that in her view, since the law specifies
that benefits are to be paid for dependants, then they should be
paid direct to the dependants, so that the wife would receive the
benefit for herself and her children.

Secondly, the Prime Minister would like a further explanation
of the second sentence of the first paragraph of the note attached
to your Secretary of State's minute. She is not clear under what
sort of exceptional circumstances benefit is paid to strikers
themselves.

Thirdly, the Prime Minister would like to see the leafiet
mentioned in paragraph 4 of that note, together with specimen claim
forms and any other literature given out to strikers on such cccasions.

Perhaps you could let me have a note in response tc these gueries
from the Prime Minister, together with a record of the proposals
your Secretary of State is now going to put forward, to reach us
as soon, as possible.

I am copyving this letter to the Private Secretaries to the membe
of E Committee, Richard Prescolt, Paymaster General's Office,
Bill Beckett and Martin Vile. :

N. J. SANDERS

¥ .
Don Brereton, Esg., CD“h ﬂ CAITIAN

-.-t.l § ar ;'_

Department of Health and anlﬂl Security
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ARRANGEMENTS FOR PAYMENT OF SUPPLEMENTARY BENEFIT TO STRIKERS

Following our discussion about claims for supplementary benefit from strikers
I have gone into the problems they create for my Department. As the law stands
we cannot avoid paying benefit for dependants of strikers who qualify. Never-
theless, I have halted arrangements which were being planned (but had not yet

been implemented) for establishing "strike centres" ie temporary offices for

handling claims from strikers.

The consequences of changing the normal arrangements, for instance, by leaving
strikers to apply to ordinary benefit officers could quickly lead to scenes of

disorder on the basis of earlier experience.

Thus substantial law and order implications arise and also the risk of exacerbating
relations in the engineering strike. If therefore we are to go down this road

I suggest that Willie Wh;telaw and Jim Prior would be immediately involved. I
would like to consider thla with them urgently to decide the action we should
take.

I attach a brief paper setting out some of the factors which can serve as a basis

for this discussion.

I am copying this minute to members of E Committee, Angus Maude, Sir Michael Havers
and Sir John Hunt.

e
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ARRANGEMENTS FOR PAYMENT OF SUPPLEMENTARY BENEFIT FOR STRIKERS

1.  Although strikers themselvgf_ﬁre disqualified there is an entitlement to
supplementary benefit for their dependants if their income is below the level

Ty
of the dependants! reguirements. There is also provision for overriding the

disqualification and making payments, exceptionally, to strikers themselves if
Y -

their need is urgent.'{
—

2. In consequence my Department!s local offices are liable during strikes and
lock outs to have to deal with numbers of claims much larger than they have

either the staff or accommodation to handle. For example in Derby we may receive
up to 5000 claims from Rolls Royce workers whereas in an ordinary week we would
get less than 1600 claims altogether.

3., The arrangements hitherto used by the Department to cope with such large
mmbers of claims have been to bring in more staff and house them in special

centres. If they do not do this there would be long delays in clearing all
claims, large numbers of claimants descending wpon ordinary offices, and,
experience shows, a real risk of ugly scenes. The special arrangements are

thus designed primarily to protect ordinary claimants not to help strikers.

4., Strikers have to be told about these arrangements, and it has hitherto been
the view that the cheapest, most effective and most discreet way of doing so is
through union officials. They are given copies of a leaflet, basically still

as aeaiéﬂgﬁhigzﬁﬂigﬁﬁfzz were in power, explaining the supplementary benefit
provisions, supplies of claim forms and details of the arrangements for taking
claims. The Department generally gets co—ocperation and manages as a result to
prevent claimes being made unnecessarily or too early, to spread work as evenly

\as is possible and above all to avoid large congregations of strikers at our
offices.




5. Colleagues should know that there are sirike centres on this basis which

have been in operation for a few weeks as a result of strikes at GEC in Stafford,
———— -

Talbot (Chrysler) near Coventry and Vauxhall at Ellesmere Port, without national

publicity and these I have not withdrawn because of the very serious consequences

of doing so. If we are not to repeat these arrangements for Rolls Royce strikers

(factories affected are in several locations across the country), it is inevitable

that arrears will quickly build up and, if public disorder results, the offices
will have to be closed to the public. DMoreover it is possible that the unions
in the Department would refuse to operate arrangements which exposed their members

to risks of violence or unpleasantness from large numbers of claimants.

6. It may be right to accept these consequences as a price for not appearing
to be making it easy for, or even encouraging, strikers to claim benefit. We
could not hope to do this without attracting a great deal of publicity some of
which would be bound to be hostile because of the impact on ordinary claimants.

7. The alternative course is to repeat the same arrangements as have applied
hitherto, making it clear that it is our intention to change the law.
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To: MR LANK]‘E:/S'/I‘ER

SIR KENNETH BERRILL

l2|v

Payments of Supplementary Benefit to Rolls Royce workers

1 You may have noticed that the main news item on the engineering talks

in today's ""Telegraph' includes the following:

'At Derby, the Department of Health and Social Security is moving
in 60 volunteers from its East Midlands staff to begin payments of
supplementary benefits to about 5, 000 Rolls Royce workers. Forms
of application have already been sent by the Department to union

branch officers. '

2, There is a risk that the Government is pulling in opposite directions.
On the one hand it is concerned to bring home forcibly to the workforce that
industrial action has painful consequences. On the other hand, the action
of the DHSS, if correctly reported, would seem to be designed to ensure that

the pain was much diminished,

3. It is at least arguable that the Government should not take special

measures to explain how social security payments can ease the difficulties
and special measures to accelerate payment. If you agree, you may wish
to ask DHSS whether the report is true, whether they have a general policy

on this issue, and whether it has recently been reviewed,

4. I am sending a copy of this minute to Sir John Hunt.

KA,

19 September 1979

RESTRICTED
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I understand that you have overall responsibility for the review,
for which the Prime Minister has assked, of the repercussions of
a scheme to offset strike pay against supplementary benefit.

Unfortunately, because of pressure of other events when we
discussed this question at the meeting of E(EA) on 18 July, I
was prevented from making a number of points to which I attach
great importance. Now that the Prime Minister has reopened the
question I am writing to suggest that the paper she has
commissioned should not be confined to the question of
repercussions, but should cover all the various options which are
open to us.

Iy anxiety is that our decisions should adequately reflect
industry's needs and should go some way to redress the
fundamental imbalance in industrial relations,to which we drew
attention in the Manifesto. I sympathise with colleagues'
anxiety not to provoke a full-scale confrontation with the unions
by taking the pace of reform too quickly. But the reality is
that trades unionists who withdraw their labour or who disrupt
production by guerilla strikes, often in breach of negotiated
agreeuents do not incur any real penalties. On the other hand,
employers suffer very expensive penalties in terms of capital
charges on unused plant and on working capital, loss of revenue,
lost orders etc. During the Ford strike last autumn the Company
told the Department that the strike was costing them £40m for
every £1m that the unions were spending on strike pay. There is
very little we can in fact do to correct this imbalance,but the
present situation is that we make matters worse by making special
arrangements for strikers to receive accelerated payments of
PAYE rebates and for their families to receive supplementary
benefits. s .

CDHFI%EHTIAL




It is contrary to all reason that the Government should add

to industry's difficulties in this way. We are positively
tilting the balance against euployers and are allowing strikes
to be undertaken on the cheap. The result is that strikes are
always seen to pay in contrast to the position in France, for
example, where as Sir Nicholas Henderson has pointed out strikes
very rarely pay and where the tax and benefit arrangements are
very different.

in my view we ought to take the opportunity afforded by the
Prime Minister's intervention to take a comprehensive look at
the whole question of Government payments to strikers and at
the various alternatives which are open to us. We ought at the
very least {o examine the scope for withholding PAYE rebates
until after strikes are over,which I am told can be arranged
administratively without introducing controversial legislation.
We ought to consider whether loss of PAYE rebates would have
any impact on those strikers who do not have wives or families
and who may be more susceptible to going on strike than those
who have to face economic pressures in the home. As I
understand it, these workers do not qualify for supplementary
benefit in the usual way and would be unaffected by proposals
on 'deeming'. Ve should also consider whether payment of PAYE
rebates in the first pay packet after a return to work would
provide a cash incentive for strikers to go back to work.
Action on PAYE rebates would be less open to emotional
misrepresentation about 'starving strikers' families' and
might fit in more readily with the general strategy of
avoiding a confrontation with the unions. It could also be
sald that, by reducing the funds available to strikers,

action on PAYE rebates would meet our Manifesto commitment
about making the unions bear a greater share of the cost of
supporting those of their members who go on strike.

I also think we need to look at the possibility of combining
action on PAYE rebates with action on supplementary benefits.
Although the idea of delaying PAYE rebates has been opposed
because, under present arrangements, the rebates which would
be withheld would be added back to the benefit payable to
strikers' familiés, this assumes that the existing
supplementary benefit Regulations would remain unaltered.
But it would be a simple matter to amend them. The problem
would not arise if for example unions were 'deemed' to pay
the full amount of supplementary benefit to which strikers'
families were entitled: Another approach would be to abandon
the 'deeming' approach altogether and to treat supplementary
benefit payments as a loan recoverable once the strike was
over. This idea has considerable attractions since it would
ensure that strikers' families were not penalised during
strikes whilst it would add to the costs borne by individual
strikers. It can be argued that a loan system would prolong

CONFIDENTIAL
2
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ill feeling after strikes but to adopt that approach ignores'
the very real damage suffered by firms and the damage which
strikes do to long term job security.

A more fundamental approach would be for all tax paid under
PAYE to be assessed on a monthly or weekly basis and not on
an annual basis. No right to rebate would then arise.

I am copying this letter to colleagues of E(EA) Committee,
Norman St John Stevas, Michael Jopling and S5ir John Hunt.

LORD TRENCHARD

CONFIDENTIAL
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From the Private Secretary |\ \ _ 30 J I.J.:,l.‘j,ir 1979

Near Adrew

STRIKERS AND SUPPLEMENTARY BENEFITS

The Prime Minister has seen your Secretary of State's minute
to her of 23 July. °She has commented that she has doubts about
whether the proposals set out in it have been thought through.

In her view, such a scheme could only apply to workers who
belong to a trade union, and not to those who do not but who have
nevertheless been thrown out of work because of a strike. She

is not clear how the Government could know who belonged to a
union, given that we have no access to union membership lists.

She would like a detailed paner to be prenared, covering
the "repercussions" of a scheme, before the point is taken further.
I should be grateful if that paper could reach us after the
. summer holiday.

I am copying this letter to the Private Secretaries to the
Members of E(EA), Don Brereton (Department of Health and Social
Security), John Stevens (Office of the Chancellor of the Duchy
of Lancaster), Murdo Maclean (Chief Whip's Office) and
Martin Vile (Cabinet Office).

Coeek O b
Xt W | Stem Ton e

chovght—H Nicke Sanden

(A

A.A. Duguid, Esq.,
Department of Industry. Hr\n
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PRIME MINISTER cc Mr Wolfson
Mr. Hoskyns

Strikers and Supplementary Benefits

David Wolfson has suggested tnat, before legislation
is threatened (as proposed by the Cummittee},_g viable
scheme should be fully worked out. His argument is that the

threat wil}mnut be credible unless we can say precisely what

we would do,

I have checked with Mr, Prior's office: they say that

a concrete scheme can very quickly be worked out. The

Committee concluded that there should be no announcement on
this matter until after the TUC Conference in September.
Assuming you agree with this,there is enough time for a

detailed scheme to be prepared.

My own view is that the "compromise", which would involve
consultation with the unions before finally deciding whether
and when to legislate, is right, We are more likely to win
the argument, and avoid unnecessary aggravation, if we proceed

in this way.

27 July 1979
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STRIKERS AND SUPPLEMENTARY BENEFITS

Copy of KJ's memo to the Prime Minister returned herewith.

1 e Important to show firmness, clear-mindedness etc in all our actions
to give credibility in other areas (eg lowering inflationary expectations).

i I think it's a mistake to offera period of "consultation' unless
we do believe that we cannot be sure of getting the formula right without
such consultation. In other words, if the consultation is a fiction,
forget it. If we are not sure that we have thought it through properly
(or that we cannot think it through properly without the Process of con-
sultation - in other words without the unions themselves acting as devils
advocate) then we had better have the consultation. But it is real.
there are plenty of examples of Governments

they did not consult).

3. I would not try to introduce legislation this Session. I would
allow whatever trouble we have this winter to create the climate for
action - calm and deliberate - in time for the following winter 1980/81
(whether or not we decide as per 2. above that real consultation is
needed).

4. The proposed compromise on page 2 looks confused and rather feeble.
If we believe in the logic of our case, surely we should end up by
legislating.

5 Sincerthe ‘decision whether or not to consult will be a matter of
Judgment, I would favour consultation (ie unless it can be seen to be
transparently a fiction and thus insulting to the unions). The advantage
of consultation - provided we use it sensibly - is that it can bring out
various aspects of union behaviour, immunities €tc, which help us in the
general debate about the unions' future role. The more discussion there is,
the stronger our position. If that is not the case - ie our position turns
out to be weaker than we thought - then it's Just as well we consulted
rather than letting the thing go off at half cock.

1 ve copied this note to Tim Lankester.

JOHN HOSKYNS
26 July 1979
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We discussed at E(EA) on 18 July proposals for pgg%;ng into effect
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our Manifesto commitment to ensure that unions bear their fair
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We accepted the view of Jim Prior and Patrick Jenkin that the e
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basis of our approach should be to "deem" that_,a striker would be
— GallFa s San e
receiving a specified amount of strike pay from his union, and reduce
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the level of supplementary benefit to his family by that amount. =
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We left open how much that amount should be - though we felt fhat _
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we might want to ensure that whatever figure we chose could“easily

be adjusted either in the light of experience or to take account

of inflation. We also agreed that as consequential changes we should
consider redefining the discretion of the Supplementary Benefit
Commission to make payments in the case of urgent need, and that the

£4 "disregard" which applies to strikers' income should be abolished.

We did not, however, reach firm views on the tactics and timing
for the handling of this matter - though we felt that any announcement

should be delayed at least until after the TUC Conference in September.

Jim Prior's and Patrick Jenkin's original proposal was that we should
make an announcement in the autumn giving the union about 12 months

for them to bring their levels of strike pay up to a specified figure
and improve thelr arrangements for paying it, and to promise

legislation in the 1980/81 Session if they do not respond satisfactorily

They argued that early legislation would merely harden union

Jattitiudes..vas
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attitudes, and would make progress on the other, more crucial,

employment legislation planned for the autumn even more difficult.

However a number of other members of the Sub-Committee felt that

we should not tie our hands by introducing a 12 month moratorium,

and so should not rule out the possibility of introducing legislation
this Session. It might prove useful to have a weapon available if
strike action in the coming months led to increasing demands for
action. A compromise, which appeared to be acceptable to most

members of the Sub-Committee, would be to announce our intention

in principle to introduce legislation unless the unions could show

us convincing reasons - for example by increasing their levels of

strike pay - why we should not do so. In this way we would put

the burden of argument onto the unions' shoulders - without

committing ourselves to a year's moratorium.

If we took this route we should still in all probability defer
legislation beyond this session, and I do not think we need provide
for it in the Social Security Bill. The essential point is that we
would be keeping our options open for a Bill if necessary later in
this session - although we all recognise that the constraints of

the timetable would make that difficult.

I undertook to report the case to you and to ask whether you would
be content to adopt a course along the lines of the compromise

suggested above.

FE aflliz e
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I am copying this minute to mewbers of E(EA), Patrick Jenkin, Norman

St John Stevas, Michael Jopling and Sir John Hunt.

5.

KJ
23 July 1979

Department of Industry
Ashdown House

123 Victoria Street
London SW1
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From the Secretary of State for Social Services
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From the Secretary of State for Social Services

The Bt Hon The Lord Soames GCHG OCVO CEE
Tord President of the Council
Civil Service Dept
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I have seen your letter of 7 June to Geoffrey Howe in which you draw attention

to possible staffing costs of taxing short-term benelits, together with Geoffrey's

| reply of 2% June and Jim Prior's letter of 25 June.

Revenue will be iaking the lead in examining ways to taxing
. ! I hope very much that the inter-Departmental group to be
ed will examine the feasibility of an early date for implementing a scheme
be content to wait until 1983%-84, The problem of incentives is absolutely
to the Government's whole strategy. Until we bring short-term benefits into
we shall face mounting criticism over the "why work?" syndrome. Vhile
we must have staffing implications very much in mind we must not lose sight of the
that the revenue yield from taking short-term benefits will greatly exceed the
of collection. NMoreover I assume that the inter-Departmental examination of
> unemployment benefit will take full account of Lord Cockfield's ideas for
keeping the extra staff needed to the minimum,

As Geoffrey has said we think the right approach on sickness benefit is to
substitute employers' sick pay for benefit in the early weeks of sickness,
Reg Prentice and Lynda Chalker are working on proposals for doing this and we
would hope fo come to colleapues with proposals in the early autumn.

I am copying this letter to the Prime Minister, Geoffrey Howe, Jim Prior,

Sir John Hunt and Sir Derek Rayner,

Ul et
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CONFIDENTIAL

Qa 04163

To: MR WOLFSON
From: SIRKENNETH BERRILL

Short-term Benefits, Supplementary Benefit, Strikers'
Benefits and Taxation

1 At last Tuesday's meeting of E you asked me if the CPRS kept an
eye on the taxation of benefits and I said we could let you have a short note.

This is attached.

Z As always in this field, it is a complicated situation. bBut briefly

the position is this: full-scale taxation of short-term contributory benefits

is unlikely to be practicable until the Revenue's PAYE is fully computerised
(in the later 1980s). A limited scheme to tax unemployment benefit (possibly
linked with transfer to employers of responsibility for paying most sickness
benefit) might be practicable by 1982 - see (a) of the note. This would be
helpful in improving in-work/out-of-work incentives, and would bring in a
substantial revenue yield. But there are problems still to be worked out

(in particular the treatment of supplementary benefit) and the Revenue staff

cost would still be considerable.

3 This would, however, have very limited effect on the position of
strikers. If the objective is to reduce the financial resources available to
strikers, it would be necessary to consider one of the two approaches set out
at (b) of the note. These could in principle be introduced with little delay.

But they would be much more controversial.

4, So far as we know, a good deal of work has been done already on the

limited option described at (a) for taxing short-term contributory benefits, but

detailed work on the options under (b) for dealing with strikers' financial

1l
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position has not yet advanced far. But we shall find out when we see the

paper on benefits for strikers which, following the meeting of E on 19 June,

the Secretaries of State for Social Services and Employment have been
asked to prepare. I was not clear how widely the paper was expected to
range. Presumably it will cover tax refunds to strikers and so involve
Treasury Ministers as well. But if it were thought desirable that both of
the problems set out under (a) and (b) should be covered, I think that the

Ministers concerned would need to be told.

I am sending a copy of this to Clive Whitmore and John Hunt.

25 June 1979

Att

2
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SEORT-TERM BENEFITS, SUPPLEMENTARY BENEFITS, STRIKERS' BENEFITS
- AND TAXATION

There are two distinet issues

(a) the taxation of short-term benefits, with implications for

incentives; and

(b) the treatment of strikers' benefits and tax refunds, with

implications for industrial relations.

Taxation of short-term benefits

It has long been accepted by both parties that the short—term
contributory benefits {in particular sickness benefit and
unemployment benefit) ought to be taxed, in the same way as

the long-term contritutory benefits (in particular retirement
pensions and widows' pensions) are already taxed., The original
intention in 1946 was that both short and long-term benefits
should be taxed, and it is administrative problems only which
have hitherto prevented the taxation of short—term benefits.

If they were subject to tax, this would bring in substantial
additional revenue (around £400 million from unemployment
benefit and sickness benefit combined), and would reduce some

of the incentive problems that arise in the comparative positions

of those in work and those out of work.

The full taxation of short-term contributory benefits, if
introduced by the Revenue on a marmal basis before computer—
isation, would cost some 10,000 additional Reverue staff. On
manpower grounds this option seems to be out of the question until
PAYE has been computerised {this will not be completed on present
plans until 1987).

Some work has been done on a more limited scheme for taxing
unemployment benefit only on a mamual basis by 1982 (this date
links with relevant computerisation plans in DE and DHSS).

This would reduce the staff cost to around 3,000, It is possible
that this option could be linked with the option which is currently
under study in DHSS for transferring payment of sickness benefit
for the first six weeks to employers.

coefene
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(Apart from securing a substantial DESS staff saving, this
would allow most payments of sickness benefii to be brought
within PAYE operated by the employer, without adding to

Reverue staff costs.)

This option is being further considered at official level,
tut we understand that Ministers have not yet taken any

firm view.

A particular problem which arises if short-term contritutory
benefits are brought into tax is the tax treatment of supp-
lementary benefit. Supplementary benefit, whether payed at

the "ordinary" rates or long-term rates, is not taxable at all

at present. The case for taxing it is less clear cut and more
controversial than for the contributory short-term benefits.

A traditional argument has been that, since supplementary benefit
is a means-tested benefit designed to secure minimum subsisternce,
it would be wrong o tax it. But, if supplementary benefit were
not taxed at all, while contributory short-term benefits were
taxed, there would be serious anomalies between people gqualifying
for full contributory unemployment or sickness benefit and those
whose contributions are deficient and whose contributory benefit
is topped up by supplementary benefit. One possible approach to
this difficulty would be to "take account" of supplementary benefit

payed in respect of the claimant and his wife (or other adult

dependent) tut not to take account of supplementary benefit paid
for children or other dependents. This would ensure that the
taxable supplementary benefit did not exceed the weekly tax
threshold, while at the same time reducing tax refunds due later
in the year but would avoid a situation in which tax had to be
actually deducted from supplementary benefit when paid. But

this idea has not yet been fully worked out, and it is not yet
clear whether it would provide a fully practicable solution to the
difficulty.

CONFIDENTIAL




CONFILELRTLIAL

(b) Treatment of strikers' benefits and tax refunds

trikers cannot claim either unemployment benefit or supplementary
benefit for themselves. They can however claim supplementary
benefit in respect of their dependants (wife and children), and

they can, while on sirike, get PAYE tax refunds, normally direct

from their employer (exﬂepﬁionﬁlly direct from the Revenue, if the

employer is unwilling). The evidence is that only a minority

of those on strike actually claim any supplementary benefit for
dependants, and, if the aim were to reduce financial resources
available for strikers, action to limit or stop PAYE refunds would
probably be more important than actionto tax any supplementary

benefit which they claim.

The effect on strikers' resources of taxing short—term coniri-
butory benefits on the lines of the limited scheme discussed at
(a) would be very small. If supplementary benefil claimed in
respect of a wife were to be taxable, this would reduce the tax
refunds which could be claimed, but only by about one third.
There would be no effect for the majority of strikers who do not

claim any supplementary benefit.

A more direct method would be to legislate to defer the tax refunds
for strikers until they refurn to work. This could in principle
be done without delay, and without significant staff costs. The
main problem, apart from political difficulties in withholding from
strikers money which it could be claimed is by right theirs, is
that for strikers who at present both claim supplementary benefit
and also get tax refunds, their benefit entitlement is reduced by
any tax refund received. If tax refunds were deferred, the
entitlement to supplementary benefit would go up pro tanto, so that
the benefit of the tax refund could in effect be received iwice,
once in the form of higher supplementary benefit than is at present
due and again when the actual refund was made on return to work,

B
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An alternative approach which was canvassed before the election

would be to deem strikers to be in receipt of a notional level

of strike pay from their union. {Dne would have to deem this,

whether a strike was official or unofficial, or there would be an
incentive towards unofficial s#rikes.} A notional level of strike
pay would presumably be taken into account both by DHSS in
calculating any supplementary benefit claimed { so reducing
entitlement), and by employers in operating PAYE (so that tax
refunds would be reduced). But, assuming that a notional level

of strike pay could probably not exceed around £10 = £12 a week,
the effect on tax refunds, if employers were required to take
account of additional pay, would again be limited. They might

be reduced by about one third but not eliminated.
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