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01-233 3000 I wvJune 1980

The Rt Hon Lord Soames, PC, GCMG, GCVO, CBE
Lord President of the Council

Civil Service Department

Whitehall

LONDON SW1A 2AZ
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PENSIONS ENQUIRY: GOVERNMENT EVIDENCE

I have reflected carefully on the view you
expressed in your letter of 23 June. I still
feel that we should offer some background
explanation on the lines of the paper I sent to
you, and it does not seem to me that this will
either point the enquiry in the wrong direction,
or go unreasonably beyond exposition of the
considerations which led to the enquiry.

I can, however, accept all the amendments
suggested in the separate letter from your Private
Secretary, being in general improvements which I
welcome.

Accordingly, I am sending an amended version (of
which I attach a copy) to the Enquiry. I am sending

a copy of this letter and the enclosure to the
Prime Minister.

(4

GEOFFREY HOWE




‘ BACKGROUND TO THE ENQUIRY

The Government's decision to set up this enquiry reflects deep
concern, shared by Parliament and much public opinion, over the

cost and value of fully inflation-proofed pensions, after the
experience of several years of very rapid inflation. The problem is
particularly troublesome because full inflation-proofing has been
for some years applied generally — and in some important cases
statutorily undertaken - for public sector employees; but it has
been very rare - and perhaps never guaranteed - in private sector
schemes. The differences are underlined by the fact that many
public sector schemes are not funded, and where funded have in a

few cases been financially assisted by the Government. Private
sector schemes have to be commercially operated, may be subsidised
in case of difficulty by parent employers, hut are more plainly
exposed to financial limitations and constraints. Meanwhile the self-
employed and others lacking occupational pension schemes are limited
to whatever returns they can obtain through use of commercial
savings media. This note sets out the background to the Enquiry,
and the reasons which led the Government to set it up, without
expressing views on the subject matter of the Enquiry.

Information about Pension Schemes

There is a very wide variety of pension schemes, not only in the
private sector, but also in the public sector. The greal majority,
in both public and private sectors, conform to a broad pattern in
which a full working career is recognised by the award of a pension
of a value around two-thirds salary at or around the close of the
career (typically paid in a mixture of immediate lump sum gratuity
and subsequent regular pension payments). The many detailed
variations of career qualification, method of calculation of the
pension in relation to salary, special death, family or other
provisions and contribution arrangements reflecting these differences,
although important in themselves and in making comparisons, are
unlikely to be germane to the object of the enguiry. In general,
there are recognised actuarial methods for evaluating such natters
and there are no particular differences of technigue or approach
between public and private sectors.




‘ A good deal of information could readily be supplied about the
mzny public sector schemes, covering some 5 - 6 million present
employees (and many of their predecessors, now pensioners) in
direct Government service, or employed by local authorities,
nationalised industries and other public bodies. It is estimated
that some 6 - 7 million employees (and their predecessors, now
pensioners) are members of private sector pension schemes. The
Government has less comprehensive information about them.

The History of Inflation-Proofing

In the decades before 1970, the practice of awarding pensions in
relation to final salary became widespread, with the majority

of private pension schemes adopting this principle which had in
genefal already developed in the public sector. It was, however,
rare for any systematic provision to be made to maintain the value
of pensions after retirement. Subsequent developments in public

sector pensions are set out in evidence submitted by the Civil

Service Department, which describes the main legislation on which
inflation-proofing of "official pensions" is now based.

Other pension schemes in the public sector are not directly governed
by this legislation, but the same or similar provisions have in
practice been adopted by all under the varying legislation, agreements,
pension fund rules, etc., with which they operate. The ability

of funded public sector schemes, of which there are many, to meet

the commitments involved depends on the management of funds, the
willingness and ability of the industry or authority concerned to

give any necessary financial support, and in a few cases on assistance
from Government .

Tne practice in private pension schemes varies a great deal. As
already mentioned, full inflation~proofing has been rare during

the past few years of rapid inflation; and guarantees which could

be regarded as the equivalent of the statutory commitment in relation
to some parts of the public sector are unknown. Nevertheless,

many private pension schemes have recognised the problems of
declining value of pensions and have adopted one, or often a
combination, of two approaches:

- a guaranteed pegular annual enhancement of pensions,
typically of the order of 3 per cent per annum; and




- discretionary enhancement at annual or less freguent
intervals, depending on experience of inflation, on the
state of the pension funds and frequently on the willingness
of the parent employer to provide financial support to
strengthen the funds.

Comprehensive information is not available about how much pensions
have in practice been increased. But the review by the Government
Actuary in the course of the 1980 Civil Service pay research
exercise indicated that the analogue employers (excluding those
providing full index-linking automatically or with no provision for
discretionary increases) had on average increased pensions in
payment by between 50 and 55 per cent of the actual increase in the
cost of living over the previous five years. In that period, prices
approximately doubled, so that, on average, pensions had lost value
to the tune of 20 - 25 per cent.

Relevance of State Pension Schemes

Present State Pension Scheme arrangements go back to the Social
Security Pensions Act 1975 and the Social Security Act 1975, which
have an important bearing on the subject, particularly for the future.
This legislation provides for a flat-rate basic State pension and,
for employees, an earnings-related additional pension. The earnings-
related additional pension is related to an individual's earnings

up to a limit - about one and a half times average earnings - in
each tax year from 1978-79. The amount payabtle by way of additional
pension under the State schemes will be based on the best 20 years

of earnings in a person's working life from 1978-79, revalued in

line with the historic movement of average earnings over the period.
The amounts awarded by way of additional pension will initially

be relatively small but will build up over the first 20 years

of the scheme.

Employers with occupational pension schemes which provide pensions
at least as good as the State earnings-related additional pension
can contract out of the scheme. Public service pensioners generally
are contracted out. People contracted-out of the State scheme
receive the State basic pension however.

L]




The Social Security Acts provide forrthe basic and earnings-

related additional State pensions to be increased annuglly at

least in line with priées. (Prior to 1980, the basic pension had

to be increased in line with earnings or prices, whichever was

the more advantageous.) Other occupational schemes are not

required to inflation-proof their pensions but the State pension
payable to people who have been contracted-out is increased to
inflation-proof that part of the occupational pension which
corresponds to the earnings-related additional State pension which

would have been payable if the employee has not been contracted-

out. On this basis, in just under 20 years, basic State pensions and,
as far as employees are concerned, an additional earnings-related
pension either from the State or from an occupational pension schene
will effectively be guaranteed on an inflation-proofed basis through-
out the community. The inrflation-proofing of occupational pensions
other than public service pensions will however only be guaranteed

up to a certain level as indicated above. In the case of a married

man on average earnings these provisions will provide inflation-

proofed rensions for him and his wife totalling about half-pay.

The Impact of Recent Developments

Provisions in private pension schemes of the kinds described

immediately atove were introduced against the background of persistent
inflation at a rate of a very few percentage points annually, in

line with experience before the past decade. They might well have
been adegquate to secure mainterance of value of pensions during
retirement. It is indeed likely that the implicit expectation

of this underlay the general public acceptance and all-Party support
in Parliament when the 1971 provisions for regular inflation-proofing
of many public service pensions were enacted.

A totally different situation arose with the very rapid inflation
of the 1970's accompanied by a persistent decline in rates of
return on investment in real terms. Many private pension funds
needed to call on parent employing companies to augment their
financial resources on actuarial advice. Within the limits of such
financial strengthening as could bte obtained, full maintenance of
value of pensions affierretirement was rarely possible and the
cumulative effect of several years of unfavourable experience has




‘ resulted in very large discrepancies between the initial and current

value of a high proportion of pensions under private schemes. ZEven
more marked has been the erosion of value of annuities and investment
yields available to those relying on commercial savings media. This
has in turn meant that the discrepancy in treatment of those retiring
from public and private employment has grown rapidly, and that

public attention and criticism has focussed on this sharply. Criticicesm
is addressed to the problems of: the cost of inflation-proofing of
public sector pensions; the special value of security of pensions
value enjoyed by public sector pensioners; and the question whether
these costs and values are adequately reflected in employee
contributions and overall remuneration in the public sector. These
points are dealt with in the following sections of this note,

The Problem of Cost

A good deal of work is done in the public sector on actuarial

costing of inflation-proofed pensions. The contributions to

nationalised industry pension funds are based on costings which

include inflation-proofing and, within the public service, the Governmen
Actuary undertakes regular costings of the teachers' and NHS notional
funds, in which he considers it right to draw attention to the

accruing liability for inflation-proofing.

The most systematic and frequent costing in the public sector is
that done by the Government Actuary in relation to the Civil Service
scheme. This is also the most systematic attempt to relate the
total cost-including inflation-proofing - to what the employee pays,
through the pension deduction applied to the non-industrial Civil
Service. (During the past year or so, a similar concept has been

applied to certain other public service employees.)

Separate notes are being submitted; by the Civil Service Department
explaining the principle of comparison which is the basis for
determining overall remuneration of the non-industrial Civil Service;
and by the Government Actuary explaining how he makes the pension
calculations which are then incorporated in Civil Service pay
determination.

The methods adopted by the Government Actuary - indeed the whole
process - have come under criticism. There was discussion of this,




now in some respects out of date, in Chapter VI of the Eleventh
Report from the Expenditure Committee of the House of Commons,
published 25 July, 1977. The enquiry team will want to examine
carefully the approach adopted by the Government Actuary, who will
be able personally to supplement the published information already
available in the sequence of reports he has made in relation to
successive Civil Service pay settlements.

The Problem of Value

In principle, the approach enshrined in the arrangements for
handling Civil Service pay aims to cost the net additional benefits
of Civil Service pensions on an appropriate comparison, and then

charge the employees in the Civil Service a corresponding contribution

(through notional deduction from salary), so that the total package
of remuneration for the civil servant and for the outside employee
with whom he is compared is the same, taking career service and
pension into account together. It must be for consideration,
however, whetner this concept, however accurately the costing is
done, a2dequately incorporates the value to the recipient of an
inflation-proofed pension. The essence of the problem is one of
security. In theory, the public servant has no absolute guarantee
of an inflation-proofed pension, because it can be revoked by
Parliament at any time, and no Parliament can bind its successors.
However, the public servant is perceived - and may perceive himself -
to have a degree of security which is not available elsewhere.

Many members of private pension schemes might be eager to obtain
such security, by the payment of a higher pension contribution during
their working careers, if the opportunity were available to them:
in practice it is not so available because, although many private
schemes have accepted inflation-proofing up to retirement, by
linking pension awards to final salary, post-retirement inflation-
proofing is not offered. The important question is whether the
security conferred by full inflation-proofing should be regarded

as having a value to the potential beneficiaries over and above any
average actuarial cost.

Conclusion

The appraisal of any dditional value to the potential beneficiary
of the security of inflation-proofing cannot be carried out by
straightforward objective calculation. This 1s an area in which
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Judgment is needed, and this enquiry has been established in
the hope of obtaining such judgment.

Attention has been focussed in this note on the non-industrial

Civil Service, solely because that is an area in which an explicit
attempt has been made, at least partially, to tackle the problem

of the cost and value of inflation-proofing. In other areas of

fhe public sector, there is a wide variety of contributory and non-
contributory arrangements, with or without further notional account
taken of pension values in determining pay, and in most of these other
areas the present arrangements go back in history some years and

have not been adjusted during the last few years. It is the Government's
intention, in the light of the findings of this enquiry, to

reconsider present arrangements for public sector pensions generally.
It cannot be clear in advance whether extensive changes will be
thought appropriate, or whether such changes would be more
appropriately made in the structures of pension schemes, contribution
arrangements, or pay determination, or through different methods in
different cases. Any future proposals on these lines will of

course be matters for careful discussion, and where appropriate
negotiation, by the managements and staff associations and unions
concerned.

The close connection between pay and pensions as part of overall
remuneration is obvious. To the extent that any changes may be
desirable, the Government would like to be in a position to

embark on them as soon as possible, and has asked that the enquiry
should be completed within a short space of time so that its findings
can be available well in advance of the major public sector pay
negotiations of 1981.

H.M. TREASURY
IOJune, 1980
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The Rt Hon Sir Geoffrey Howe, QC, MP
Chancellor of the Exchequer
HM Treasury
Parliament Street
LONDON SW1P 3AG
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PENSIONS ENQUIRY: GOVERNMENT EVIDENCE

Thank you for your letter of 13 June enclosing a draft
paper to the enquiry.

This exercise offers us an opportunity to make substantial
savings on the public sector pay bill. Simply raising the
‘contributions paid by local government employees, teachers,
NHS workers, and so on, to the level paid by the Civil
Service could raise £% billion a year. Every 1% contribution
on top of that may raise another £200 million. But if there
is to be a real chance of achieving these savings

Sir Bernard Scott's recommendations must carry credibility,
in particular with the public sector unions. They will not
do so if we point the Enquiry in the wrong direction.

Having given Sir Bernard Scott explicit terms of reference

we should surely leave him to get on with the job and not
lean on him as does your draft paper. There are of course
many difficulties in the costing of pensions and these will
have to be faced by Sir Bernard Scott and his colleagues.

I see no reason to direct him away from them. What we must
do is to encourage the enquiry to do their job thoroughly and
to support their conclusions with reasoned arguments. This
is essential if they are to carry conviction and achieve the
right result.

I therefore see no need for your suggested paper and I would
prefer it not to go forward but if you feel strongly about
it I would want to make a number of detailed points on your
draft.

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







RESTRICTED

Treasury Chambers, Parliament Street, SWIP 3AG
QIZ23388 00O

|3 June 1980

The Rt. Hon. Lord Soames, PC, GCMG, GCVO, CBE
Lord President of the Council

MW

PENSIONS ENQUIRY : GOVERNMENT EVIDENCE

The Scott Enquiry into the Value of Pensions, etec. is

about to begin its work. Our officials have been in

touch with each other about initial papers which might
be put in as background evidence by the Government. ‘//,
I see no problem about three of the areas which it is

proposed to cover in separate papers: I understand that

your people are preparing a factual paper on public

sector pension arrangements and another explaining the

system of comparability and pay research and how the

treatment of pensions fitis into it; and the Government

Actuary is preparing a paper describing his approach to

the problem and the role he plays in valuing the

pensions component for Civil Service (and now some

other) pay determination. All these seem necessary and,

as they are basically factual, should cause us no

particular difficulty. I have in fact asked if I could

see the individual papers before they are presented,

which will help me to keep track of the points put to

the Enquiry on behalf of the Government.

I believe there is a need, uowever, for a further paper,
rather less factual, giving some indication of the

reasons why we have set up this Enquiry, and some

pointers to the directions which we would like the Enquiry
to take. We must obviously avoid being too tendentious,
and we do not indeed have definitive views to offer. I
have had the attached draft prepared, which I think gives
the right kind of steer, without pre-empting discussion
which the members of the Enquiry team must themselves

/pursue .
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RESTRICTED

pursue. I understand that your officials have some
hesitation about the desirability of putting in a
paper of this kind at all, and that they feel that
the emphasis is in some respects misplaced. I hope
you will agree with me that the draft does reasonably
reflect the direction of enquiry we are looking for
and that we should submit it.

I am copying this letter and enclosure to the Prime
Minister. I have not felt it necessary to draw in
a wider group of colleagues and would be glad to know
whether the Prime Minister feels that we should do so.

GEOFFREY HOWE




BACKGROUND TO THE ENQUIRY

The Government's decision to set up this enquiry reflects

deep concern, shared by Parliament and much public opinion,

over the cost and value of fully inflation-proofed pensions,

after the experience of several years of very rapid inflation.

The problem is particularly troublesome because full inflation-

proofing has been for some years applied generally - and

in some important cases statutorily undertaken - for public

sector employees; but it has been very rare - and perhaps

never guaranteed - in private sector schemes. The differences

are underlined by the fact that many public sector schemes
~are not funded, and where funded have in a few cases been

financially assisted hy the Government; whereas private

sector schemes have to be commercially operated, may be subsidised

in case of difficulty by parent employers, but are more

plainly exposed to financial limitations and constraints.

This paper sets out the background to the Enquiry, and the

reasons which led the Government to set it up, without

expressing views on the subject matter of the Enquiry.

Information about Pension Schemes

There is a very wide variety of pension schemes, not only
in the private sector, but also in the public sector. The

great majority, in both public and private sectors, conform
to a broad pattern in which a full working career is
recognised by the award of a pension of a value around two-
thirds salary at or around the close of the career (typically
paid in a mixture of immediate lump sum gratuity and
subsequent regular pension payments). The many detailed
variations of career qualification, method of calculation

of the pension in relation to salary, special death, family
or other provisions and contribution arrangements reflecting
these differences, although important in themselves and in
making comparisons, are unlikely to be germane to the object
of the enquiry. In general, there are recognised actuarial
methods for evaluating such matters and there are no

/particular




particular differences of technique or approach between

public and private sectors. Similarly, it may well be
unnecessary for the purposes of the enguiry to explore in
detail the wide variety of contribution and financial
management arrangements, again with much variety in the public
sector as well as in the private sector, where such details

do not bear on the objects of the enquiry.

A good deal of information could readily be supplied about
the many public sector schemes, covering some 5 - 6 million
present employees (and many of their predecessors, now

. pensioners) in direct Government service, or employed by
local authorities, nationalised industries and other

public bodies. It is estimated that some 6 - 7 million
employees (and their predecessors, now pensioners) are
members of private sector pension schemes. The Government
has less comprehensive information about them.

The History of Inflation-Proofing

In the decades before 1970, the practice of awarding pensions
in relation to final salary became widespread, with the
majority of private pension schemes adopting this principle
which had in general already developed in the public sector.
It was, however, rare for any systematic provision to be made
to maintain the value of persions after retirement.

Nevertheless, the main groups of pensions of employees in
direct Government service, and some other public sector
pensioners, enjoyed periodic adjustments through special
Pensions Increase Acts. Adjustments tended to reflect
increases in the cost of living at a time when inflation
was persistent, but at a fairly modest annual rate.

/In 1971.




In 1971, the first major step was taken towards systematic
arrangements. Provision was made, in relation to a major
group of public service pensions (including civil servants,
ministers and members of parliament, the judiciary, police
and firemen, teachers, health service employees, local
authority employees and some others) for a regular 2-yearly
review and adjustment to reflect a substantial intervening
increase in the cost of living. These initial arrangements
were developed in stages to the present system, which is
built into the Social Security Act of 1975 and the Social
Security Pensions Act of 1975, and requires that official
pensions be increased by the same percentage as the increase
.of the additional earnings-related pension, which in turn
has to be increased annually at least in line with prices.

Other pension schemes in the public sector are not directly
governed by this legislation, but the same or similar provisions
have in practice been adopted by all under the varying
legislation, agreements, pension fund rules, etc., with which
they operate. The ability of funded public sector schemes,

of which there are many, to meet the commitments involved
depends on the management of funds, the willingness and

ability of the industry or authority concerned to give any
necessary financial support, and in a few cases on assistance

from Government.

The practice in private pension schemes varies a great deal.
As already mentioned, full inflation-proofing has been rare
during the past few years of rapid inflation; and guarantees
which could be regarded as the equivalent of the statutory
commitment in relation to some parts of the public sector

are unknown. Nevertheless, many private pension schemes have
recognised the problems of declining value of pensions and
have adopted one, or often a combination, of two approaches:

a guaranteed regular annual enhancement of pensions,
typically of the order of 3 per cent per annum; =and

/- discretionary




discretionary enhancement at annual or less frequent
intervals, depending on experience of inflation, on
the state of the pension funds and frequently on

the willingness of the parent employer to provide
financial support to strengthen the funds.

Relevance of State Pension Schemes

Present State Pension Scheme arrangements go back to the
Social Security Pensions Act 1975 and the Social Security
Act 1975, which have an important bearing on the subject,
particularly for the future. This legislation provides

' for a flat-rate basic State pension and, for employees, an
earnings-related additional pension. The earnings-related
additional pension is related to an individual's earnings up
to a limit - about one and a half times average earnings -
in each tax year from 1978-79. The amount payable by way

of additional pensionunder the State schemes will be based
on the best 20 years of earnings in a person's working life
from 1978-79, revalued in-line with the historic movement

of average earnings over the period. The amounts awarded

by way of additional pension will initially be relatively
small but will build up over the first 20 years of the scheme.

Employers with occupational pension schemes which provide
pensions at least as good as the State earnings-related
additional pension can contract out of the scheme. Public
service pensioners generally are contracted out. People
contracted-out of the State scheme receive the State

basic pension however.

The Social Security Acts provide for the basic and earnings-
related additional State pensions to be increased annually
at least in line with prices. (Prior to 1980, the basic
pension had to be increased in line with earnings or prices,
whichever was the more advantageous.) Other nccupational

schemes are not required to inflation prodf their pensions

/but the State




but the State pension payable to people who have been
contracted-out is increased to inflation-proof that part of
the occupational pension which corresponds to the earnings--
related additional State pension which would have been payable
if the employee has not been contracted-out. This means

that in just under 20 years, basic State pensions and, as

far as employees are concerned, an additional earnings-
related pension either from the State or from an occupational
pension scheme will effectively be guaranteed on an inflation-
proofed basis throughout the community. The inflation-proofing
of occupational pensions other than public service pensions
»will however only be guaranteed up to a certain level as
indicated above. In the case of a married man on average
earnings these prbvisions will provide inflation-proofed
pensions for him and his wife totalling about half-pay.

The Impact of Recent Devleopments

Provisions in private pension schemes of the kinds described
immediately above were introduced against the background

of persistent inflation at a rate of a very few percentage
points annually, in line with experience before the nast
decade. They might well have been adequate to secure
maintenance of value of pensions during retirement. It is
indeed likely that the implicit expectation of this underlay
the general public acceptance and all-Party support in
Parliament when the 1971 provisions for regular inflation-
proofing of many public service pensions were enacted.

A totally different situation arose with the very rapid
inflation of the 1970's accompanied by a persistent decline
in rates of return on investment in real terms. Many private
pension funds needed to call on parent employing companies
to augment their financial resources on actuarial advice.
Within the limits of such financial strengthening as could
be obtained, full maintenance cof value of pensions after
retirement was rarely possible and the cumulative effect

of several years of unfavourable experience has resulted in

v
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very large discrepancies between the intial and current
value of a high proportion of pensions under private schemes.
This has in turn meant that the discrepancy in treatment
of pensioners from public and private employment has grown
rapidly, and that public attention and criticism has
focussed on this sharply. Criticism is addressed to the
problems of: the hidden cost of inflation-proofing of
public sector pensions; the special value of security of
pensions value enjoyed by public sector pensioners; and
the question whether these costs and values are adequately
reflected in employee contributions and overall remuneration
in the public sector. These points are dealt with in the
. following sections of this note.

The Problem of Cost

it seems'unlikely to be fruitful to attempt to establish

the cost of inflation-proofing by examining actual experience
in public sector schemes which operate it. Apart from the
confusion of evidence from different financing arrangements,
current pension payments merely reflect developments over

one particular period in respect of a population in most
cases very different from the present working population;
where pension funds are used, valuations and revaluations

in response to changing circumstances may vary.

The one case in which a systematic attempt at costing has
been made in the public sector is the work over several
years of the Government Actuary in relation to the notional
pension contribution (applied in the form of a notional
deduction from salary) for the non-industrial Civil Service.
(During the past year or so, a similar concept has been
applied to certain other publier service employees.)

Separate notes are being submitted: by the Civil Service
Department explaining the principle of comparison which is
the basis for determining overall remuneration of the non-
industrial Civil Service; and by the Government Actuary

explaining how he makes the pension calculations which are

/then incorporated
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then incorporated in Civil Service pay determination.

The methods adopted by the Government Actuary - indeed the
whole process - have come under criticism. There was
discussion of this, now in some respects out of date, in
Chapter VI of the Eleventh Report from the Expenditure
Committee of the House of Commons, published 25 July 1977.

The enquiry team will want to examine carefully the approach
adopted by the Government Actuary, who will be able personally
to supplement the published information already available

in the sequence of reports he has made in relation to

" Buccessive Civil Service pay settlements.

The Problem of Value

In principle, the approach enshrined in the arrangements for
handling Civil Service pay aims to cost the net additional
benefits of Civil Sercice pensions on an appropriate comparison,
and then charge the employees in the Civil Service a
corresponding contribution (through notional deduction from
salary), so that the total package of remuneration for the
civil servant and for the outside employee with whom he is
compared is the same, taking career service and pension

into account together. Ttmust be for consideration, however,
whether this concept, however accurately the costing is done,
adequately incorporates the value to the recipient of an
inflation-proofed pension. The essence of %he problem is

one of security. Where inflation-proofing is guaranteed,

the pensioner has no worry on this score, whatever the
contribution he may have paid during his working life, and
whatever adverse developments may take place in the rate of
inflation or the return on investments during his life-time.
Many members of private pension schemes might be eager to
obtain such security, by the payment of a higher pension
contribution during their working careers, if the opportunity
were available to them: in practice it is not so available
because, although many private schemes have accepted inflation-

v
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proofing up to retirement, by linking pension awards to
final salary, post-retirement inflation-proofing is not offered.
The important question is whether the security conferred

by full inflation-proofing should be regarded as having a

value to the potential beneficiaries over and above any

average actuarial cost.

Conclusion

It seems that neither the attempt to establish an actuarial
relative cost of inflation-proofing, nor the appraisal of
any additional value to the potential beneficiary of the
.security of inflation-proofing, can be carried out by
straightforward objective calculation. Both are areas

in which judgment is needed, and this enquiry has been
established in the hope of obtaining such judgment.

Attention has been focussed in this note on tlie non-industrial
Civil Service, solely because that is an area in which an
explicit attempt has been made, at least partially, to tackle
the problem of the cost and value of inflation-proofing.

In other areas of the public sector, there is a wide

variety of contributory and non-contributory arrangements,
with or without further notional account taken of pension
values in determining pay, and in most of these other areas
the present arrangements go back in history some years and
have not been adjusted during the last few years. It is

the Government's intention, in the light of the findings of
this enquiry, to reconsider present arrangements for public
sector pensions generally. It cannot be clear in advance
whether extensive changes will be thought appropriate, or
whether such changes would be more appropriately made in the
structures of pension schemes, contribution arrangements, or
pay determination, or through different methods in different
cases. Any future proposals on these lines will of course
be matters for careful discussion, and where appropriate
negotiation, by the managements and staff associations and
unions concerned.

.

/The close




The close connection between pay and pensions as part of
overall remuneration is obvious. To the extent that any
changes may be desirable, the Government would like to be
in a position to embark on them as soon as possible, and has

asked that the enquiry should be completed within a short

space of time so that its findings can be available well
in advance of the major public sector pay negotiations
of 1981.







THE PRIME MINISTER - .11 June 1980
o
Dear Nicholas

Thank you for your letters of 21 May to Paul Channon and me
enclosing one, which I now return, from your constituent Mr P G

Taylor of 7 Badger Road, Prestbury about the inquiry into the

value of pensions.

I announced the inquiry's membership and terms of reference
by Written Answer to Robert Dunn on .22 May and I enclose a copy of
the Hansard_report. As Mr Taylor will see, the inquiry is intended
to consider the extent to which the value of pensions is taken into
account in setting the levels of public sector pay. It is, of course,
for the inquiry to decide what specific points they wish to examine.
The terms of reference are, however, concerned with the valuation
of the inflation-proofing of pensions in the public sector and the
contributions paid for this benefit by existing employees. The inquiry
is not specifically concerned with the pensions paic to particusar
groups of current pensioners.

Mr Taylor's letter does not enable me to say with any certainty
what are the precise reasons for the depressed value of his basic
pension. Thkis may have been due to a staged pay award, or it may have
been a residual effect of the final stages of the last Government's
incomes policy. It is not, of course, unusual fqr people to have to
retire shortly before a méjor pay award, so that their pensiona“le pay
is lower than it might have been had they stayed on for a iew more
months. This effect was, however, particulirly acute towards t.e end
of the last incomes policy.




After very careful and sympathetic consideration the Government

have concluded with regret that we could not make a general improvement
to the position of fhose affected in this way by incomes policy -
primarily because of the formidable cost of any remedial measures.

We have estimated, for example, that the cost of one limited form of
improvement would be of the order of £100 million a year. Nevertheless,
Mr Taylor may be interested to know that the Government have indicated
that, in the case of some staged pay awards, they would not object to
the retrospective promulgation of notional rates of pay for pension
purposes. I cannot say whether Mr Taylor would be likely to benefit
from this, and I should not like to raise his hopes prematurely. But

I would suggest that he makes enquiries of his former employers to
find out whether they are contemplating such measures and, if so, what
his own position is likely to be.

Nicholas Winterton,




Treasury Chambers, Parliament Street, SWIP 3AG
O1-233 3000

29 May 1980

The Rt Hon Lionel Murray OBE
General Secretary JK1A4

Trades Union Congress @0 .
Congress House S e =
Great Russell Street C4O/C 2
London WC1B 3LS

.

PUBLIC SERVICE PENSIONS

Thank you for your letter of 22 May. You will perhaps
have seen thet details of the proposed enquiry were
announced on the day on which you wrote to me. I attach
a copy of the text of the announcement made by the

Prime Minister in answer to a question in the House of
Commons , giving the full terms of reference and the
membership of the enquiry team.

As you will recognise, the subject is one of very wide
interest, to the Government, Parliament and the public
generally, as well as to managements and unicas involved
in pensicn arrangements which offer inflation-proofing.
Given the nature of the enquiry, the Government did not
think it necessary to consult particular interests at
this stage. Any interested parties will now have the
opportunity of making representations, and you will
note that the findings which result from the enquiry
will need in due course to be considered, and any
consequent proposals discussed or negotiated, by the
managements and unions or staff associations concerned.

GEOFFREY HOWE




Published Papers

The following published paper(s) enclosed on this file have been
removed and destroyed. Copies may be found elsewhere in The
National Archives.

House of Commons Hansard 22 May 1980
Public Sector Employees (Pay) Columns 285-288

Signed W/MW Date 4 Mard 2oto

PREM Records Team
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YOUR REFERENCE
Rt Hon Sir Geoffrey Howe QC MP
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Dear Sir Geoffrey 1'SiR D. wWASS '

;_S__l n. Agﬂ_b?«\'xw.dé&':\— Y2 U
; ; i M BAILET
Public Service Pe 51ong ML AP
At their recent meeting the Public Services Committee
of the TUC considered the subject of public service
pensions in the light of the reference you made in
your Budgct speech to setting up an inquiry into index
linking of pensiowns throughout the sector.

This is clearly a matter of direct concern and consider-
able importance to all unions with membership in the
public services, but there appears to be no evidence of
any consultation with unions on the establishment,

terms of reference or composition of such an inquiry.

The Committee therefore decided that they should, on
behalf of public service unions, seek consultation on
the terms of reference of the inquiry and, if it is to
proceed, adequate representation on it. I am writing

to inform you of the Committee's views, and look forward
to a constructive response.

Yours sincerely

C>Z4/<)L\L/SL VVLA/”A“ﬂfL/‘)

General Secretary .

GENERAL SECRETARY: RT. HON. LIONEL MURRAY OBE DEPUTY GENERAL SECRETARY: NORMAN WILLIS
ASSISTANT GENERAL SECRETARIES: KENNETH GRAHAM OBE AND DAVID LEA OBE







CONFIDENTIAL

Treasury Chambers, Parliament Street, SWIP 3AG

01-233 3000
19th May, 1980

T.P. Lankester, Esq., CL‘LM lkzﬂ‘b'
Private Secretary,
10, Downing Street

Do Tim
‘ csDd b

ENQUIRY INTO VALUE OF PENSIONS (R Q;E—|-~ e Tt
The arrangements for setting up this enquiry, which was

briefly foreshadowed in the Chancellor's Budget Speech,

have now been settled, and, as we agreed, details are to 77L
be announced by Prime Minister's arranged Answer.and No.lO - «
Press Notice, on the afternoon of Thursday, 22nd May.

—
I am copying this letter to the Private Secretaries of all QAWB
Members of Cabinet, and of the Minister of Transport,
Minister of State (CSD), and the Secretary of the Cabinet,
and am enclosing with their copies a set of the papers we
have prepared for the announcement: the Parliamentary
Question and Reply, Terms of Reference, Draft Press Notice,
Background Brief for Press Offices, and Brief Notes on the
five members of the enquiry team.

Given that the announcement will be made from No.1lO, and
reference is made to the Secretary at the Treasury address,

I imagine that most immediate press questioning and public
enquiries will come to you or to us. But there is likely to
be a good deal of interest in the enquiry on the part of
managements and unions of all kinds of public sector bodies
whose normal contacts will be in other departments and who

may therefore put questions to their usual contacts. The
Private Secretaries to whom I am copying this letter may
theréfore like to pass the contents on immediately, both to
their own Press Offices, and to officials who would be the
natural point of contact for any outside bodies which normally
approach Government through them. Indeed, in a few cases
where officials know that the bodies concerned are particularly
interested in the subject, they may like to have discretion

to give very brief advance notice to them.

/In handling

CONFIDENTIAL




CONFIDENTTIAL

In handling any questions, particularly from managements
and unions in the public sector, it will be important to
emphasise the limited subject of the enquiry (see general
comment in Background Brief) and®she point emphasised in
both Parliamentary Answer and Notes for Editors, that

any proposals which the Government and other public sector
authorities may decide to put forward when the present
enquiry has been completed and its findings considered wiil
be a matter for discussion between managements and unions .
and staff associations concerned. ‘

I am also sending copies of the enclosures, on a personal
basis, to members of the Inquiry.

o

w

M.A. HALL

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

lngay 1980

L

T. Lankester, Esq., \
No.1l0, Downing Street t1 (/

N

J
INDEPENDENT ENQUIRY ON INDEX-LINKED PENSIONS

As promised, I enclose the remaining two
biographical notes to be annexed to the
background briefing.

I am copying this letter, with enclosures
to Richard Dykes and Geoffrey Green.

T

e

M.A. HALL




GAVIN LAIRD

Born 14 March 1933
Joined Amalgamated Engineering Union at age of 16

Shop Steward then Convenor with Singer Manufacturing (UK)

1973=75 General Council STUC

Lo N= Executive Councilman for Scotland and North West England
1976-79 General Purposes Committee, TUC

LG9 = Elected Member of TUC General Council

1974-79 Scottish Industries Development Advisory Board Member
1979 - Member of IDAB

1873=T75 Member, Scottish 0il Development Council

1974-75  Member HIDB

1976 = Part time Director BNOC

1976 - Member BBC Consultative Group on Industrial and
economic affairs

1979 = Member, Iron and Steel TrainirngBoard




SIR BERNARD SCOTT, Kt

Born: 1914

FEng, FIMechE, FBIM, FRSA

Served 1939-45 War (despatches 1944); Belgian Croix de
Guerre 1945. 1931 joined Joseph Lucas Limited as
apprentice. Held various managerial posts in Lucas
companies at home and abroad.

1969-73% Deputy Chairman Lucas Industries Limited

1973-T74 Managing Director

1974-80 Chairman

1974 CBE

Director Lloyds Bank Ltd., Lloyds Bank International,

Boots, Thomas Tilling.

Member: CBI Council 1974-76
British Overseas Trade Board 1973-77
Vice President: SMM & T 1976 -
Hon LLD Birmingham, 1977
Hon DSC Aston, 1979




10 DOWNING STREET

From the Private Secretary 14 May 1980

Enguiry into the Value of Pensions

Thank you for your letter of 13 May.
The Prime Minister is content to go ahead
on the basis proposed, except that she
has decided it would be best to announce
the enquiry on Thursday 22 May, which 1S
the day the PRU Board report and the
Government Actuary's report will be published.

I am sending copies of this letter to
Richard Dykes (Department of Employment )
and Geoffrey Green (Civil Service Department).

' 1" AN ' - o7 R
ﬂu Pry LJ"\I'\\A\LA} | = %

Martin Hall, Esq.,
HM Treasury




APPOINTMENTS IN CONFIDENCE

Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000
13th May, 1980

v AV/L"LM’ Pans, ek
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T. Lankester, Esq., Poniion  enguany be
Private Secretary,

10, Downing Street ANNVoun Ceel yﬁﬁr'77w~ndqb
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ENQUIRY INTO THE VALUE OF PENSIONS QDVVWWqu Amh“’Du P

As I told you on the telephone, we now have a full team,
including Gayin Laird. I enclose fair copies of the proposed
draft written question and answer, which we agreed could
appropriately be tabled for a reply on Thursday. Also
attached are the draft press notice, background brief, and
short biographical notes on some of the members of the
enquiry. I will forward the remaining biographical notes

in time for your press release.

As soon as you can confirm the final texts, and that the
announcement will definitely be made on Thursday, I should
like to write to the Private Secretaries to other members

of the Cabinet, and to the members of the enquiry themselves,
with copies of the proposed reply and press notice.

I am copying this letter to Richard Dykes and Geoffrey Green.

M.A. HALL




Question: To ask the Prime Minister if she is satisfied that the

value of index-linked pensions for public sector employees is

adequately taken into account in contributions and levels of pay.

Draft Reply: Arrangements in different parts of the public
sector vary widely and I am not satisfied that the difficult
problem of the value of index-linked pensions has been adequately

considered in all of them.

I am therefore setting up an independent enquiry to consider

and advise on how such pensions might be valued. Sir Bernard Scott

has agreed to be Chairman. Other members will be Sir Alex Jarratt,

Professor Harold Rose, Mr Robert E Macdonald and Mr Gavin Laird.

S

It is my hope that the enquiry can be completed within three or

four months. I am sure it will want to consider representations
both from those directly concerned and from others. It would then
be for the Government and other public sector authorities to

decide, in the light of the advice given, whether and what changes
in present arrangements would be desirable. Any such changes would
of course have to be considered by the managements and unions and

staff associations concerned.

The full terms of reference will be as follows:

[Take in text of terms of reference].




TERIS OF REFERENCE

Having regard to the need to ensure that full account is taken in
all areas of the public sector, whether by contributions or salary
abatement, of the value of inflation-proofing of occupational
pensions, and of relative job security, taking due account of

arrangements in the private sector:

(a) to consider the assumptions and metnods used by the
Government Actuary where he assesses the value of

differences in inflation-proofing of occupational pensions;
to consider the relative degree of security in the full
inflation-proofing enjoyed by public sector employees

compared with those in the private sector, and the

additional value to be placed upon it;

to consider how to assess the relative job security

enjoyed by employees in the private and public sectors;

to report their findings and suggest what valuations or
methods of valuation would be appropriate to take account
of these factors in determining pay and other conditions

of service.




DRAFT PRESS NOTICE
ENQUIRY INTO VALUE OF PENSIONS

The Prime Minister gave the following reply today to a
Parliamentary Question about the value of index-linked pensions
for public sector employees:

"[Take in text of replyl".

Any correspondence about the enguiry should be addressed to The

Secretary, Enquiry into Value of Pensions, c/o H.ll. Treasury,
Parliament Street, SWLP 3AG.

NOTES FOR EDITORS

This is the enguiry which was also mentioned in the Chancellor's
Budget Speech.

2. The Government is concerned about the arrangements for index-
linked occupational pensions almost throﬁghout the public sector,
which are not matched by occupational pensions in the private sector.
The difference of pension treatment and its cost has become important
as a result of several years of high rates of inflation, and has
attracted strong criticism. The Government is dedicated to the
objective of reducing inflation, and success in that will diminish
the problems arising from difference kinds of pension treatment.

3, But widespread doubts have been expressed about the valuation
of the benefit of index-linking and the Government wishes to
explore thoroughly the question whether the additional advantages
of index-linked pensions can be adequately valued, and their
additional value translated into an appropriate level of
contributions or reflected in the settlement of pay. The purpose
of the proposed enquiry is to seek advice on the problem of
valuation. It would then be for the Government and other public
sector authorities to decide, in the light of the advice given,
whether and how changes in present arrangements should be made,
in consultation with unions and staff assoclations.




L. The terms of reference specify two particular elements
in valuation which seem to be worth attention: filrst, one which

arises only where (as in the case of the non-industrial Civil

Service and some other public service groups) a deliberate attempt
is made to cost the effect of inflation-proofing for future years;
the other an attempt to get at the elusive problem of valuing

security in an uncertain world.

5. The terms of reference also refer to the problem of relative
job security. This is of course separate from the pensions
valuation problem, but could involve some similar considerations.
It has been included in the hope that the enguiry might, in the
course of considering security of pensions value, develop ideas
which could help in considering job security also.




BACKGROUND BRIEF

General Comment

It is importunt to emphasise that the enguiry is addressed to the
general issue of valuation. It is not being asked to examine in
detail the precise arrangements and coumitments of existing pension
schemes, far less to set out any blue-print of how such schemes
might be changed.

For this reason, it should not be necessary for the enguiry to take
extensive and detailed evidence in respect of the whole range of
public sector pension schemes, which have many important differences
of history, statutory or other basis, financial structure and details
of calculation of benefits, and contributions.

Continuation of Index-Linking

The enguiry is concerned with the valuation of index-linking,
not with the appropriateness of index-linking itself. Pension
schemes and the benefits attached to them involve long-run

expectations and commitments which should not lightly be interfered

with. The Government is conscious of the obligations it has
inherited towards its own direct employeeé and other employees

in the public sector. Nevertheless, any Government must ultimately
reserve the right to reconsider the arrangements for full inflation-
proofing of public sector occupational pensions against the background
of national economic and social considerations.

Representations

The Chairman of the Enquiry will no doubt publicise soon his
proposals to receive any representations. Meanwhile any comments
addressed to The Secretary, Enquiry into Value of Pensions,

c/o H.M. Treasury, Parliament Street, London, SW1P 3AG, will be
acknowledged and forwarded to the Chairman.

What Public Sector Pension Schemes are Index-Linked?

Nearly all, which makes a very long list, including Civil Service,
Ministers, Members of Parliament, Judiciary, Armed Forces, Police,
Nurses, Doctors, Teachers and other local authority and nationalised
industry employees. In total, some 5% million present employees

in the public sector are covered by index-linked pension schemes.

a

‘0
/Details




Details of
Details vary, and enquiries should be referred to the managements

of the particular public sector groups concerned.

Basis of Present Index-Linking

A large collection of "official pensions", mainly but not
exclusively central and local government employees, are covered

by the 1971 Pensions (Increase) Act, read in conjunction with

other pensions legislation, notably the Social Security Pensions

Act 1975. Official pensions are increased in line with forecast
movements of the retail price index, at the same time and by the
same amount as the additional component of long-term socilal security
benefits (the State Scheme). Other public sector schemes provide
similar inflation-proofing, but rest on different legislation or

agreements.

Membership

Brief notes on the members of the enquiry are attached. They
are in no sense "representatives" but collectively offter great
depth of experience and authority in a wide range of management

and financial matters.

Cost

Global figures are not available (there are no central statistics
of the costs of a large number of schemes under different
managements). Figures of current and past pension payments can
no doubt be obtained from individual managements (e.g. CSD for

Civil Service and some other groups of employees), But to identify




costs of *index-linking' requires assumptions about an alternative

basis with which to compare current and past costs, or a series

of assumptions about future developments.




R. E. MACDONALD, M.A., F.F.A,

General Manager & Actuary and also Director
The Scottish Mutual Assurance Society

1942-1946
1950
1962-1969

1969

1197651978

1977-1979

8th May, 1980

M.A. (Hons. Mathematics and Natural Philosophy),
Glasgow University.

War Service (Fl.Lt. R.A.F. (Signals)).

Fellow of The Faculty of Actuaries,

Pensions Manager, The Scottish Mutual Assurance Society.

General Manager & Actuary, The Scottish Mutual Assurance
Society.

Chairman, Associated Scottish Life Offices.

President of The Faculty of Actuaries.




"HAROLD ‘B ROSE

H B Rose is Group Economic Adviser to Barclays Bank and

Esmee Fairbairn Visiting Professor of Finance at the London
Business School. He has recently served on the Research

Panel of the Wilson Committee on the Functioning of Financial
Institutions and is a Special Adviser to the Treasury and Civil
Service Committee of the House of Commons ,




Sir Alex Jarratt CB

Date of Birth : January 19th, 1924

Education : Royal Liberty Grammar School, Essex
University Birmingham

Qualifications 5 Bachelor of Commerce (First Class Honours)

Decorations - Companion of the Order of the Bath, 1968.
Knight Bachelor, 1979.

Honorary Degrees 5 Doctor of Science, Cranfield Institute
of Technology, May 1973.
Doctor of the University, Brunel University
1979

Family Wife - Philomena. Three grown-up children:
Helen, Ruth and Andrew

Address Fryerning, Essex

Military Service : Fleet Air Arm

Career

1949 Ministry of Power - Assistant Principal.
Promoted to Principal, 1953.

1954 =55 Treasury

11915 551519 Recalled to Ministry of Fuel and Power as
Principal Private Secretary to Minister.

1959=63 Assistant Secretary, Ministry of Fuel and
Power (Oil Division)

1963-64 Under-Secretary, Ministry of Fuel and Power
(Gas Division).

1964-65 Undexr-Secretary Cabinet Office.

1965-68 First Secretary to the National Board for
Prices and Incomes.

1196:8=50 Deputy Under-Secretary of State at the
Department of Employment and Productivity.

1970 (June) Deputy Secretary, Ministry of Agriculture.




Resigned from Civil Service.

Became Managing Director of IPC
and was appointed to Boards of IPC
and Reed International Limited.

Appointed Chairman of IPC and IPC
Newapapers (now known as Mirror
Group Newspapers).

Appointed Chairman & Chief Executive
of Reed International Limited.

Non-Executive Directorships

Imperial Chemical Industries Limited
Midland Bank Limited

Supervisory Board of Thyssen-Bornemisza

Outside Activities

Chairman of Administrative Staff College, Henley

Governor of the London Business School

Governor of Ashridge Management College

Member of Court of Cranfield Institute of Technology

Member of the Council of the Industrial Society (Chairman 1975-79)

Member of the President's Committee of the Confederation of
British Industry

Member of the National Economic Development Council
President of the Advertising Association

Vice-President of the Periodical Publishers Association Limited

April 1980




Treasury Chambers, Parliament Street, SWIP 3AG
@I=-2338 8OO@

2nd May 1980

Sir Bernard Scott, KBE Vx?
C/o Miss Newland, 714
27, Berkeley Street, 41

—

LONDON. W1X 5HH by

Do S5t

PENSIONS INQUIRY

You may find it helpful to have a progress report. There

are also a few points on which we would be grateful for
guidance.

First, membership. Sir Alex Jarratt, Professor Rose and
Mr. Robert Macdonald, FFA, of the Scottish Mutual
Assurance Society have agreed to serve as members. An
invitation to serve on the Inquiry has been sent to

Mr. Gavin Laird of the AUEW. If he is not prepared to
take this on, Ministers have agreed that the Inquiry will
proceed without a trade union member.

We have also arranged to provide you with a Secretary,

Mr. P.J. (Peter) Farmer, a Principal who has been working
in the Treasury recently, who will be available from

27th May to begin preparations, handle correspondence, etec.,
and who will look forward to meeting you as soon as you
find it convenient thereafter. We shall also arrange for
there to be a reference point in the Treasury to handle
any written or telephone requests and representations. We
must expect a great deal of public interest, and that many
individuals and representatives of unions and other
organisations will want to know about your arrangements to
take evidence or want to seek an opportunity to put views
to you.

I should be very grateful to know what line you would like
us to take at this stage. It will of course be reasonable
for you to defer decisions on what evidence you propose

to take, from whom and in what form, and we could fend off

/enquiries




enquiries by saying simply that you and your colleagues
will be considering how best to proceed and will make

public your proposals later. We feel, however, that this
might seem a little too negative. Hence the proposals
incorporated in the attached documents for the announcement,
in particular:-

- the sentence in the Parliamentary Answer:
"I am sure it will want to consider representations
both from those directly concerned and from others",
which we think will give some reassurance;

the address given in the draft press notice for
any correspondence about the Inquiry;

the paragraph in the background brief about
'representations'

We shall publish details of the Inquiry as soon as the
question of Gavin Laird's membership is settled. Given
the longish gap before the Inquiry starts it work, over-
shooting our self-imposed target of 30th April will do
no harm. :

\%m fﬁl‘W(-,/

Jill

M.A. HALL
Private Secretary




Question: To ask the Prime Minister if she is satisfied that the
value of index-linked pensions for publie sector employees is
adequately taken into account in contributions and levels of pay.

Draft Reply: Arrangements in different parts of the public

sector vary widely and I am not satisfied that the difficult
problem of the value of index-linked pensions has been adequately

considered in all of them.

it am therefore setting ﬁp an independent enquiry to consider

and advise on how such pensions might be valued. Sir Bernard Scott

has agreed to be Chairman. Other members will be Sir Alex Jarratt,

Mr Aobert € Mecotanst [ Mr Gonis Lo ]

Professor Harold Rose’

It is my hope that the enquiry can be cpﬁpleted within three or
four months. I am sure it will want to consider representations
both from those directly concerned and from others. It would then
be for the Government and other public sector authorities to
decide, in the light of the advice given, whether and what changes
in present arrangements would be desirable. Any such changes would
of course have to be considered by the managements and unions and

staff associations concerned.

The full terms of reference will be as follows:

[Take in text of terms of reference].




TERIIS OF REFERENCE

Having regard to the need to ensure that full account is taken in
all .areas of the public sector, whether by contributions or salary
abatement, of the value of inflation-proofing of occupational
pensions, and of relative job security, taking due account of

arrangements in the private sector:

(a) to consider the assumptions and methods used by the
Government Actuary where he assesses the value of

differences in inflation-proofing of occupational pensions;

to consider the relative degree of security in the full
inflation-proofing enjoyed by public sector employees

compared with those in the private sector, and the

additional value to be placed upon it;

to consider how to assess the relative job security

enjoyed by employees in the private and public sectors;

to report their findings and suggest what valuations or
methods of valuation would be appropriate to take account
of these factors in determining pay and other conditions

of ‘service.




DRAFT PRESS NOTICE
ENQUIRY INTO VALUE OF PENSIONS

The Prime Minister gave the following reply today to a
Parliamentary Question about the value of index—linked pensions

for public sector employees:
"[Take in text of replyl]".
Any correspondence about the enguiry should be addressed to The

Secretary, Enquiry into Value of Pensions, ¢/o H.M. Treasury,
Parliament Street, SWL1P 3AG.

NOTES FOR EDITORS

This is the enquiry which was also mentioned in the Chancellor's

Budget Speech.

2. The Government is concerned about the arrangements for index-
linked occupational pensions almost® throﬁghout the public sector,
which are not matched by occupational pensions in the private sector.
The difference of pension treatment and its cost has become important
as a result of several years of high rates of inflation, and has
attracted strong criticism. The Government is dedicated to the
objective of reducing inflation, and success in that will diminish
the problems arising from difference kinds of pension treatment.

3. But widespread doubts have been expressed about the valuation
of the benefit of index—linking and the Government wishes to
explore thoroughly the question whether the additional advantages
of index—linked pensions can be adequately valued, and their
additional value translated into an appropriate level of
contributions or reflected in the settlement of pay. The purpose
of the proposed enguiry is to seek advice on the problem of
valuation. It would then be for the Government and other public
sector authorities to decide, in the light of the advice given,
whether and how changes in present arrangements should be made,

in consultation with unions and staff associations.




L. The terms of reference specify two particular elements

. in valuation which seem to be worth attention: first, one which

arises only where (as in the case of the non-industrial Civil
Service and some other public service groups) a deliberate attenpt
is made to cost the effect of inflation-proofing for future years;
the other an attempt to get at the elusive problem of valuing

security in an uncertain world.

5. The terms of reference also refer to the problem of relative
job security. This is of course separate from the pensions
valuation problem, but could involve some similar considerations.
It has been included in the hope that the enquiry might, in the
course of considering security of pensions value, develop ideas

which could help in considering job security a1ise




BACKGROUND BRIEF

General Comment

It is importunt to emphasise that the enquiry is addressed to the
general issue of valuation. It is not being asked to examine in
detail the precise arrangements and commitments of existing pension
schemes, far less to set out any blue-print of how such schemes

might be changed.

For this reason, it should not be necessary for the enguiry to take

extensive and detailed evidence in respect of the whole range of

public sector pension schemes, which have many impoftéht differences

of history, statutory or other basis, financial structure and details

of calculation of benefits, and contributions.

Continuation of Index-Linking

The enquiry is concerned with the valuation of index-linking,

not with the appropriateness of index-linking itself. Pension
schemes and the benefits attached to them involve long—-run
expectations and commitments which should not lightly be interfered
with. The Government is conscious of the obligations it has

inherited towards its own direct employeeé and other employees

in the public sector. Nevertheless, any Government must ultimately
reserve the right to reconsider the arrangements for full inflation-
proofing of public sector occupational pensions against the background

of national economic and social considerations.

Representations

The Chairman of the Enquiry will no doubt publicise soon his
proposals to receive any representations. Meanwhile any comments
addressed to The Secretary, Enguiry into Value of Pensions,

¢/o H.M. Treasury, Parliament Street, London, SW1P 3AG, will be
acknowledged and forwarded to the Chairman.

What Public Sector Pension Schemes are Index-Linked?

Nearly all, which makes a very long list, including Civil Service,
Ministers, Members of Parliament, Judiciary, Armed Forces, Police,
Nurses, Doctors, Teachers and other local authority and nationalised
industry employees. In total, some 5% million present employees

in the public sector are covered by index-linked pension schemes.

&

/Details




Details of Schemes

Details vary, and enquiries should be referred to the managements

of the particular public sector groups concerned.

Basis of Present Index-Linking

A large collection of "official pensions", mainly but not
exclusively central and local government employees, are covered

by the 1971 Pensions (Increase) Act, read in conjunction with

other pensions legislation, notably the Social Security Pensions

Act 1975. Official pensions are increased in line with forecast
movements of the retail price index, at the same time and by the
same amount as the additional component of long-term social security
benefits (the State Scheme). Other public sector schemes provide
similar inflation-proofing, but rest on different legislation or

agreements.

Membership

Brief notes on the members of the enquiry are attached. They
are in no sense "representatives" but collectively offer great
depth of experience and authority in a'wide range of management
and financial matters.

C?f asked why there is no trade union member, comment that there

is no public service management member either: it should be
emphasised that any future changes in existing public sector
occupational pension arrangements will need to be fully discussed
and negotiated between the managements and-the unions and staff
associations concerned;]

Cost

Global figures are not available (there are no central statistics
of the costs of a large number of schemes under different
managements). Figures of current and past pension payments can

no doubt be obtained from individual managements (Gesg. CSD for
Civil Service and some other groups of employees). But to identify
costs of 'index-linking' requires assumptions about an alternative
basis with which to compare current and past costs, or a series

of assumptions about future developments.

~




- 6 MAY 1950 #

w2y
0 %
9%ee 3

o

&

(=3
ENY -




APPOINTMENTS IN CONFIDENCE

30 April 1980

Pensions Enquiry

The Prime Minister has now read your letter of 25 April
on the above subject. She has also seen your letter of 24
April to Richard Dykes and Andrew Hardman's reply of 28 April.

The Prime Minister is content for you to approech either
Mr Bob Macdonald or Mr Ron Peat, or Mr R S Skerman. As for Trade
Union representation, she believes Mr Gawin Laird would be a good
choice if he were prepared to serve; but if not, she agrees with
the Chancellor that the idea of a Trade Union member should be
dropped.

I am sending copies of this letter to Andrew Hardman, (Department
of Employment), Geoffrey Green (CSD) and David Wright (Cabinet Office).

Martin A Hall, Esq MVO
HM Treasury




APPOINTMENTS - IN CONF LDENCE

Caxton House Tothill Street London SW1H 9NA '

Telephone Direct Line 01-213....6 .4 00 ol
Switchboard 01-213 3000

M A Hall Esqg
Private Secretary to the
Chancellor of the Exchequer
Treasury
Great George Street
LONDON SW1P 3AG 2 April 1980

e

PENSIONS ENQUIRY: TRADE UNION REPRESENTATION

You wrote to me on 24 April seeking views on the Chancellor's latest
reflections.

My Secretary of State agrees that the inclusion of Frank Chapple would
not carry much persuasive weight with other unions, and he shares the
Prime Minister's doubts about the suitability of Geoffrey Drain for

this particular enquiry. For his part he would have nro obiections to
Gavin Laird of the AUEW, but doubts whether his inclusion would take any
trick with those unions which have a major direct interest in the subject.

Reflecting on all of the difficulties my Secretary of. State is, on
balance, inclined to agree with the Chancellor that it might be better
after all to do without a trade union member. We must expect souue
criticism, but it ought to be possible to limit this by careful
presentation of the enquiry as a study by a team with relevant knowledge
and experience whose report will be entirely open to discussion and, as
appropriate, negotiations between the relevant managements and unions.

I am copying this letter to Tim Lankester.

Yt

ANDREW HARDMAN
Private Secretary







APPOINTMENTS IN CONFIDENCE

Treasury Chambers, Parliament Street, SWIP 3AG
O1Z28383006

25th April, 1980 Pﬂwn‘\:‘"t
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I am sorry to trouble you with a further letter &bout the
membership of this group. The fact is, however, that
Mr. R.E. Holland, after giving the invitation careful 71‘
thought, has decided against acceptance. He felt that as
an Actuary, even a non-practising one, he would find it
difficult to avoid the appearance of being in professional
dispute with the Government Actuary. I was unable to
convince him that he would not be expected to make strictly
Actuarial judgements, and that he was being invited as a
prominent member of the insurance/pensions profession,
rather than for his Actuarial qualifications. A second
reason he gave for not wanting to accept the appointment
was his feeling that this would be to some extent in
conflict with his membership of the PRU.

T. Lankester, Esq.,

Apart from Gordon Bailey and Mr. Holland, the Chancellor's
minute of 6th March to the Prime Minister mentioned two
other possibilities, Bob Macdonald of the Scottish Provident,
and Ron Peat, General Manager *of Legal and General. A

third possibility, recommended to me by Mr. Holland, is

Mr. R.S. Skerman, CBE, who has just retired as Chief
Actuary of the Prudential Assurance Company Limited.

I have not yet put Skerman's name to the Chancellor, who
is abroad. But it would be helpful to have the Prime
Minister's agreement to all these three names, so that
(I hope!) we can avoid troubling you on this again.

I am copying this to Andrew Hardman, Geoffrey Green and
David Wright.

o o
M

M.A. HALL
Private Secretary

APPOINTMENTS IN CONFIDENCE







APPOINTMENTS IN CONFIDENCE

Treasury Chambers, Parliament Street, SWI1P 3AG
O1-233 3000

24th April 1980

R. Dykes Esq.
Private Secretary to the
Secretary of State for Employment

), bt

PENSIONS ENQUIRY: TRADE UNION REPRESENTATION

As I mentioned to you on the telephone, the Chancellor has
been having second thoughts about approaching Leif Mills.
BIFU have, as you know, very recently been involved in the
strike by Westminster Bank messengers, and dfficult
negotiations about the pay of other bank staff are now in
prospect. The Chancellor thinks his inclusion would carry
too high a risk of embarrassing the Government. He hao
considered various possible alternatives following
discussion between Geoff Littler here and Douglas Smith

in the DE.

The Chancellor does not favour an approach to David Lea,
whom we identified in the earlier exercise as a second
possibility. He feels that, however able, Lea is too much
a part of the TUC establishment, and would feel obliged

to act more as a representative of the TUC than as an
independent member.

He then considered other possibilities, which can be
summarised as follows:-

(1) Frank Chapple. The Chancellor recognises that
he would be a co-operative member, if he agreed to
serve, but doubts whether his membership would carry
much weight in pursuading trade unions and their
membership to accept the inquiry's conclusions,
given his position on the spectrum of trade union
opinion.

/(ii)
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APPOINTMENTS IN CONFIDENCE

(ii) Gavin Laird. He was identified by officials as
a rising and moderate trade union leader (he is

a member of the Auew executive). He is not, however,
known personally to the Chancellor.

(iii) Geoffrey Drain. The Chancellor would certainly
not wish to press Drain's membership, and recognises
the strength of the arguments the Prime Minister

has put forward against it. He personally, however,
would still see Drain as an outside possibility.

(iv) No trade union member at all.

With some reluctance, the Chancellor thinks that (iv) may
be the most prudent course. We would be left with a
sensible group of four with relevant experience and
capacity for looking at a problem which does not split
between management and unions, but rather between public
and private sectors. If it were decided to drop a trade
union member, however, we should need to look again at the
presentation of the enquiry, to make it clear that any
recommendations arising from it would, before being applied,
naturally be a matter for negotiation between the relevant
managements and unions.

The Chancellor would very much like to hear the views of
the Secretary of State for Employment on this, before a
final decision is taken.

I am copying this letter to Tim Lankester.

e,

W
M.A. HALL
Private Secretary

APPOINTMENTS IN CONFIDENCE
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10 DOWNING STREET

From the Private Secretary 23 April 1980

Thank you for your letter of 21 April,
about the team to conduct a business inquiry
under Sir Bernard Scott's Chairmanship.

I confirm that the Prime Minister is con-
tent that Mr. Holland should now be approached.

I am sending copies of this letter to
Andrew Hardman (Department of Employment),
Geoffrey Green (CSD) and David Wright (Cabinet
Office).

Martin Hall, Esq., MVO,
H.M. Treasury.

APPOINTMENTS IN CONFIDENCE
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01-233 3000
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M Patterson Esq

No 10 Downing Street [ April 1980
London SW1
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N Mik,

PENSIONS INQUIRY

John Wiggins wrote to Tim Lankester on 11 April giving a
final list of people we intended to approach with invitations
to serve on the proposed independent inquiry under Sir
Bernard Scott's Chairmanship. So far, Alex Jarratt and
Harold Rose have agreed to serve. Gordon Balley, however,

has reluctantly declined, om the (understandable) grounds
that the Wilson Committee proved to be a very much larger
investment in time than he had expected, and that his
Company and family commitments must now take precedence.
Our second name in the insurance field was E_Holland,

Chief General Manager of Pearl (see Annex A of the
Chancellors minute of 6 March). I should be grateful for
your confirmation that the Prime Minister is content that
I should now approach Mr Holland.

We have not yet written to Leif Mills.

I am copying this letter to Andrew Hardman, Geoffrey Green
and David Wright.

j.., arer

meE

M A HALL
Private Secretary
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10 DOWNING STREET

From the Principal Private Secretary 17 April 1980

When the Chancellor of the Exchequer called upon the Prime
Minister at 0900 this morning the following were the main points
which arose in discussion.

IRAN

The Chancellor of the Exchequer said that he had let the
Governor of the Bank of England know the conclusions which OD had
reached at its meeting on 15 April. The Governor was very
concerned that there should be no discussion at the forthcoming
meeting of the Foreign Affairs Council of the possibility of taking
legislation to provide for mandatory action on Iranian loans, deposits
and credits.

The Prime Minister said that OD had agreed that it would be
preferable to take action on this point by means of persuasion rather
than by legislation. The Chancellor should minute other members of
OD explaining the Governor's concern and asking for their agreement
that the Foreign and Commonwealth Secretary should not mention the
possibility of legislation for this purpose at next week's meeting
with the other Foreign Ministers of the Nine.

PUBLIC SECTOR PENSIONS

The Prime Minister said that she remained of the view that
Mr. Drain should not be invited to become a member of Sir Bernard
Scott's group on index linked pensions in the public sector. Mr. Drain
was the leader of a union whose members now enjoyed inflation proof
pensions and as such he would find it impossible to make a proper
contribution to the enquiry.

The Chancellor of the Exchequer said that he would arrange for
Mr., Leif Mills to be invited instead.

PUBLIC SECTOR PAY

The Chancellor said that he hoped to bring forward quickly the
work which he already had in hand on public sector pay. In the mean-
time it was important to correct the wrong impressions which had
resulted from his appearance before the Select Committee on the
Treasury and Civil Service earlier in the week. There was now a belief

/that the
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that the going rate for public sector pay in the present year was
25%. He was proposing to issue a statement either today or tomorrow
which would make clear that the figures which he had quoted to the
Select Committee embraced a good deal of catching up pay awards of
the Clegg kind and that they were fully consistent with approved
cash limits.

More generally, the future level of pay settlements was critical
to the attempt to reduce the money supply. It looked as though the
money supply figures for this month would come out satisfactorily,
though inter bank lending was still running at too high a level. The
new tap stock looked as though it would go well. But the fact was
that because pay settlements were still at very high levels, they
were putting up borrowing and helping to keep up interest rates.

The Prime Minister said that she would consider including some-
thing about the level of public sector pay increases in the speech
she was due to give in Birmingham on Monday of next week. Looking
further ahead to the next pay round, she believed that it was
important to have an assessment of our ability to withstand a national
rail strike. This meant essentially forming a view on whether the
power stations could keep going during such a strike. She proposed to
have a meeting with the Home ‘Secretary, the Chancellor, the Secretary
of State for Energy and the Minister of Transport to con51der what
work needed to be set in hand on this.

SELECT COMMITTEE ON THE TREASURY AND CIVIIL SERVICE

The Chancellor said that his appearance before the Select
Committee had shown that its members were determined, regardless of
Party, to attack the Government wherever they could. Mr. du Cann
wanted to maintain the unity of his Committee and not to let it divide
on Party lines. The Chancellor added that he was due to appear before
the Select Committee again in the near future and he expected that one
of the principad areas of questioning would be unemployment. The
Committee would be bound to press him for the Government's assumptions
and predictions for future trends in unemployment, but he proposed to
tell them that there were many areas where the Government could not
hazard forecasts.

\Th AORE

c AW

A.J. Wiggins, Esq.,
HM Treasury.
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Ir Priestley -
Cabinet Office

Mr Gaffin
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EFFICIENCY: PUBLICITY
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Mr Priestley kindly copied to me his minute of 10 April.

You and I will certainly need to keep in touch zbout publicity for
any Cabinet decisions on menpower and efficiency which are m2de in
the near future. Iy lMinister of State envisages thet eny decisions
would be announced more yfless immediately they are teken, and we &re
essuming here that it is likely to be CSD who will be making the
announcement.

We also need to keep in touch about what line should be taken with
the press if the fact that there is to be a Cabinet meeting on this
subject leasks out. ' 5

Following the article in this week's Sunday Telegraph, the C3D is

o ~A A
(

dealing appropriately with the Fetional Stafl Sice.

Perhaps I may teke this opportunity of commenting on Iir Desmond
Quigley's request for an interview with Sir Derek neyner. Sir Derg!
will of course have his own views about this, but lir Priestley uay
1like to know that "Financial Weelkly" have recently made a conscious
decision (we have been explicitly told this) to change their previous
policy of giving reasonzably fair treatment to Civil Service affairs
to one of hostility to the Service. This is illustrated by the
attached cutting from the edition of 4 April, with its wholly
unfounded attack on Sir Ian Bancroft and Sir John Herbecq, which
was largely the work of Iir Quigley. As far as the CSD is concerne
therefore, lir Quigley does not now rate highly on our list of peoD
to whom we are willing to give facilities.

&

J S Beastall
Information Services

6l
le

16 April 1980
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WOULD SIR lan Bancrofl
and Sir John Huhccq please
come forward znd take a bow
before their 7.2m fans?

Sir. lan,. Permanent
Secretary at the Civil Scrvice
Department and Head of the
Home Civil Service, and his
No 2 Sir John, who are both
57, have managed to frustrate
the p‘nwon desires of the
Prime Minister.

Margaret Thatcher wanted
to abolish public sector index-
linked pensions. So did
Chancellor Sir Geoffrey Howe
and a few other Cabinet col-
Jeagues. But Bancroft and
Herbecq were not happy with
the idca, nor were same other

~Cabinet mcmbers. Other
Ministers were on the sidelines
until the Bezncroft/Herbecq
team got 10 ».ork
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Bancroft and Herbecq, of
course, know what they are
talking about. In their time
they ha\e both headed the
Civil Scrvice s inuation
division, And nr.‘wcq was the
architect of the Pensions
(Increase) Act 1971 which put
index linking for civil servants
on a permanent basis. So who

better to tell their peers in other-

Departments the advice to be

:given 1o their Minjsters sitting

on Cabinet Commiitee E —
the committee dcaling with the
pensions question.

The upshot was that
Defence Secretary Francis
Pym, whose Permanent
Secretary, Siv Frank Cooper,
real Whitehall
hecavyweight, and Home
Secretary Willis Whitelaw sided
‘with  the well-known wets

7

on Committee E and watered
down the a]ready weak:*
‘Cabinet decision on an inquiry.
4 Having lost the Cabinet bat-
tle to scrap index-linked pen-
sions, Thatcher is now faced
with an inquiry — forecast ex-
clusively in Financial 1¥'cekly a
month ago, and announced by
Howe in his Budget — which
has had its tecth drawn even

before itstaris,through circum-

scribe d terms ofrefc rence.
ad of fundamenially

g whether it s

eqit "Lh that one se ction of
:nity should have
the p.'i\i?.-ge of index-linking
while the rest does not, the in-
quiry will be required only to
consider what should be the
cost to public servants of hav-
ing their inflation proofing, a
figure which has anyway boen
picduced for years by the
Government  Actuary and
whichis actually garbage. (The

”n. ()

private pensions indusiry says

it is actuarily impossible to
produce a correctly funded
inflation-proof scheme.)

So Bancroft and Herloog
have saved the current 4.9n
public service workers and the
2.3m public service
sioners from having thei
sion arrangements be NS
ed around. The 2.3m pan-
sioners who include ex-
MPs, civil servants, gzsmen,
postmen and local authority
workers — are costine 429
10 heepindex-linked this ycar.

Niezanwhile the hunt for the
cheirmen of the five-man in-
quiry goes on.

Those on the Civil Scivice
Department’s list of the .
“Great and the Good™ are
proving remarkably reluciznt
totakeonthe job.

g




PRIME MINISTER

Meeting with the Chancellor of the Exchequer
at 0900 Thursday, 17 April 1980

I am not aware of any specific subjects which you need
to raise with the Chancellor of the Exchequer when you see him

at 0900 tomorrow morning.
The only item he is likely to bring up is the question of

[m—— r——— -
group on index linked pensions. You will remember that you
remain unhappy about the proposal to invite Mr. Geoffrey Drain

to join the group. I attach the most recent papers on this.

It is also possible that the Chancellor will want a general
word with you about our contribution to the Community Budget and

the run up to the meeting of the Buropean Council.

KAWL -

16 April 1980




APPOINTMENTS IN CONIIDENCE

SICNAN\

- 10 DOWNING STREET

From the Private Secretary . 15 April 1980

We spoke yesterday about the composition of Sir Bernard
Scott's pensions enquiry team, about which you wrote to Tim

Lankester on 11 April.

The Prime Minister has taken another look at the proposal
to approach Geoffrey Drain as the first preference for the fourth
slot. She is, however, still of the view that it would be a ‘
mistake to make the trade unionist the one member of the team
linked to inflaticn-proofed pension interests. As I told you
yesterday, she is also concerned about the risk of stimulating

a minority report in this way.

I am sending copies of this letter to David Edmonds
(Department of the Environment), Andrew Hardman (Department of
Employment ), Geoffrey Green (Civil Service Department) and
David Wright (Cabinet Office).

A.J. Wiggins, Esq.,
H.M. Treasury.




PRIME MINISTER

You queried Geoffrey Drain, on the basis
GhaitS Chisiiis e reciggﬁfgfmﬁmminority report.

Sir Bernard Scott is essentially arguing
that his Group's credibility will be much
strengthened by having a representative of
some of the staff who benefit from inflation-
proofed pensions. He recognises the TSk
but argues that it is worth taking for the
chance of producing a report carrying some
real weight. The Chancellor accepts
Sir Bernard's view, and he feels that Drain
is a sufficiently independent character to

bring some objectivity to the task.

Would you still prefer to avoid bringing
in a fourth member of the team who comes from

the "inflation-proofed'" camp?

14 April 1980
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Treasury Chambers, Parliament Street, SWIP 3AG
Q1=233 . 3000

11th April 1980

T.P. Lankester Esq.
No. 10 Downing Street

London | Pty

SW1

(.'mFQ\, W

PENSIONS ENQUIRY

Ui @
We have now had comments from Sir Bernard Scott on the
suggested members of the team under his Chairmanship.
Subject to one point which the Chancellor would like you to
mention to the Prime Minister, I think we are clear to go
ahead and try to recruit.

As regards three of the four names, Sir Bernard Scott's
thoughts fit what we had in mind:

- Gordon Bailey as somebody experienced in the
Insurance Industry.
Alex Jarratt or Alan Lord (in that order of
preference) as a candidate with mixed public sector
and industry experience.
Harold Rose or Andrew Bain as an economist (in
that order in the light of Scott's very high
opinion of Harold Rose). The only possible
impediment if that Rose is known as an occasional
adviser to the Industry Secretary and has recently
been included in the list of advisers recruited
by the Treasury and Civil Service Committee of the
House of Commons. If selected for the pensions
enquiry, he might feel that he must let these other
functions lapse for a period, but we do not think
they constitute an objection to choosing him.

/The remaining




The remaining post is the one for which we need a trade
unionist, and you will remember that we had in mind either
Leif Mills or David Lea. Without rejecting these names, Scott
has suggested that there would be advantage in having

somebody more "operational" who would carry authority among
public sector employees, and he has very strongly recommended
Geoffrey Drain of NALGO, with David Basnett of GMWU as a
possible alternative. On reflection, and having a good
opinion of Drain's ability and constructiveness, the Chancellor
is inclined to support Scott's proposal. There can be

no doubt that a satisfactory recommendation carrying

Drain's support would be helpful as far as public sector
unions were concerned. Given the balance of membership

as a whole, the Chancellor does not feel that the inclusion
of Drain would lead to any accusations of bias.

Perhaps you could let me know whether the Prime Minister
would be content to try Drain in preference to the other
names we had previously agreed. I am also copying this
letter to David Edmonds (Environment), Andrew Hardman
(Employment) and Geoffrey Green (CSD), in case their
Ministers have any quick comments, and to David Wright
(Cabinet Office).

ﬁc WA §
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A.J. WIGGINS
Private Secretary







ELIZABETH HOUSE,
YORK ROAD,
LONDON SE1 7PH
o1-928 9222

FROM THE SECRETARY OF STATE
M A Hall Esq :
Private Secretary to the
Chancellor of the Exchequer
Treasury Chambers
Parliament Street
TONDON SWA fo  April 1980

A

Nl s

INDEPENDENT INQUIRY INTO THE VALUE OF PENSIONS

We have only one comment of substance on the set of drafls you senl
Tim Lankester on 1 April.

The sixth line of paragraph % of the notes for editors speaks of
"an appropriate level of employee contributions". As there can
presumably be no reason for pre-judging that any change that the
Inquiry thought appropriate should apply only to employees' and not
to employers' contributions, it might be better to delete the word
"employee".

We expect you have already deleted "today" from the opening sentence
of the notes for editors. And in the third line of the third
sub-paragraph of the background brief, accuracy requires "....teachers

and other Loecal authoTitY e e e oo

I am copying this letter to the recipients of yours.
/L
(]
e

r el

P A SHAW
Private Secretary







MINISTRY OF DEFENCE
MAIN BUILDING WHITEHALL LONDON SW1

Telephone 01-$CRRXOZX 218 2111/3

MO 20/17/6 8th April 1980

SR

Thank you for letting us see the drafts you sent to
Tim Lankester concerning the independent enquiry into the value of
public sector pensions. The Ministry of Defence has two comments -
both relatively minor - which may already have been made by others.

Paragraph 3 of the draft press notice refers to '"an appropriate
level of employee contributions'". As Civil Service, and, I believe,
other public sector, pensions are non-contributory, it might be
helpful to press home the point that both contributory and non-
contributory schemes are being reviewed. This might be done
conveniently by adding a passage such as: or reflected at
an appropriate level in the settlement of pay"

The drafts do not refer to consultation with the representatives
of the public sector employees concerned and, indeed, decisions may
net have been taken on how this would be done. Assuming, however,
that there will be such discussion at a suitable point, it might be
helpful presentationally to touch on this. It could be done by
expandlng the final sentence of the second paragraph of the Prime
Minister's reply to read: "....... of the adv1ce glven and after

appropriate consultation, whether and how

o
I have copied tth to Tim Lankester (No 10), Geoffrey Green (CSD),
and David Wright (Cabinet Office).

éLJ

Private Secretary

(D B OMAND







10 DOWNING STREET

From the Private Sccretary 8 April 1980

Independent Inquiry into the Value
on Pensions

The Prime Minister has now considered
your letter of 1 April and the draft Terms of
Reference, etc., which you enclosed with it.
She has asked me to say that she is content
with these drafts.

I am sending copies of this letter to
the Private Secretaries to the members of
the Cabinet, to Geoffrey Green (Civil Service
Department) and David Wright (Cabinet Office).

T. P. LANKESTER

MeSATSHE LIS RS gin ML Va0l
II.M. Treasury.
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10 DOWNING STREET
3 April 1980

From the Private Secretary

The Chancellor had a word with the Prime Minister this

. morning about the Chairmanship of the proposed enquiry into the
value of indexed linked pensions. He told the Prime Minister that,
as she had agreed, he had approached Sir Bernard Scott to see if

he would be willing to take on the Chairmanship. Sir Bernard had
said that he would, but would only be able to start work in July.
The Chancellor's inclination was to confirm the appointment on
those terms - since it would be difficult to find a suitable
alternative name, and the Committee would still be able to complete
its work in plenty of time before next year's Civil Service pay
negotiations.

The Prime Minister said that she was content for the Chancellor
to proceed on this basis. He should confirm Sir Bernard's appointment
with him and consult with him on the other members of the Committee.
with a view to an announcement, if possible, by the end of April.

Martin A Hall, Esq MVO
HM Treasury ;




With the Compliments

of the
Chancellor of the Exchequer’s

Private Secretary

Treasury Chambers,
Parliament Street,
S.W.1.




Treasury Chambers, Parliament Street, SWIP 3AG

01=233 8000
3rd April, 1980

Sir Bernard Scott, Kt., CBE., TD.,
Lucas Industries Limited, 91

l6, Park Street,
LONDON ,
W.1.

Do i loment,

INDEPENDENT INQUIRY INTO THE VALUE OF PUBLIC SERVICE INDEX
LINKED PENSIONS

I am writing to follow up your discussion this morning with
the Chancellor of the Exchequer. Sir Geoffrey was very
grateful for your agreement to take up the Chairmanship of
the Independent Inquiry outlined in his Budget Speech, but
felt that he should consult the Prime Minister given that

you will not be available until the end of June or the
beginning of July. I can now confirm that the Prime Minister
has approved the appointment, on the basis that you will
start then. The Prime Minister and the Chancellor do
however very much hope that you will be able to find somne
little time between your return to this country and your stay
in hospital to discuss further the programme and working
methods of the Inquiry. No doubt we can make arrangements
through your office in London.

The Government proposes to announce the establishment of

the Inquiry along the lines of the enclosed Parliamentary
Question{press notice. Announcement will be deferred until
the membership of the Inquiry has been established; but the
Government's strong hope is that this can be done before the
end of this month. Also enclosed are the proposed terms

of reference of the Inquiry. .

The Chancellor promised to consult you about membership.
We have not yet approached' anyone, but the names which
Ministers favour are as follows.

On the trade union side, the two front runners have been
Leif Mills and David Lea. On balance, the Chancellor is
inclined towards Mills, and you were of the same view. It
was thought helpful to have someone from the insurance

- = /industry




industry, and here the preferred candidate is Gordon Bailey,
of the National Provident, a past president of the Institute
of Actuaries, and a member of the Wilson Committee. Among
professional economists, Andrew Bain of Edinburgh University
is the preferred choice, though Harold Rose is another
possibility. There are several possibile candidates with i
mixed public and private sector experience. Here, Ministers
preference is for Alan Lord, though Alex Jarratt would be
another strong possibility. I should emphasise that although
Ministers have already given a good deal of thought to
membership, the options are not necessarily closed off by

. this list of names, and your own suggestions would be very
welcome.

I look forward to hearing from you.

With many .thanks again on the Chancellor's behalf, and
best wishes for a very successful farewell tour.

r}mﬁlur/{—z

e

M Kall

M.A. HALL
Private Secretary




Question: To ask the Prime Minister if she is satigfied th:
value of index-linked pensions for public sector employees
adequately taken into account in contributions and levels o

‘Draft Reply: Arrangements in different parts of the public

sector vary widely and I am not satisfied that the difficult
problem of the value of index-lirnked pensions has been adeguately

considered in all of them.

I am therefore setting up an independent enguiry to consider

and z2dvise on how such pensions might be valued. [.vvveveenesennenn.
has agreed to be Chairman. Names of other members of the enguiry
team will be announced later. It is my hope that the enguiry

can be completed within three or four months. It would then

be for the Government and other public sector authorities to

decide, in the light of the advice given, whether and how

changes in present arrangements should be made.

The full terms of reference will be as follows:

[Take in text of terms of referencel.




. TERMS

Having regard to the need to ensure that full account is taken in
" all areas of the public sector, whether by contributions or salary
abatement, of the value of inflation-proofing of occupational
pensions, and of relative job security, taking due account of

arrangements in the private sector:

(a) to consider the assumptions and methods used by the
Government Actuary where he assesses the value of

differences in inflation-proofing;

to consider the relative degree of security in the full
inflation-proofing enjoyed by public sector employees
compared with those in the private sector, and the

additional value to be placed upon it;
to consider how to assess the relative job security
enjoyed by employees in the private and public sectors;

to report their conclusions and suggest what valuations
or methods of valuation would be appropriate to take account

of them in determining pay and other conditions of service.




DRAFT PRESS NODICE

ENQUIKY INTO VALUE OF IENSIONS

The Prime Minister gave the following reply today to a Parliamentar
Question about the value of index-linked pensions for public sector
employees:

"[Take in text of replyl".

NOTES FOR EDITORS

Thie is the enguiry which was also mentioned in the Chancellor's
Budget Speech <bodsmes.

2., The Government is concerned about the arrangements for index-
linked occupational pensions almost throughout the public sector,
which are not matched by occupational pensions in the private sector.
The difference of pension treatment 2nd its cost have become
important as a result of several years of high rates of inflation,
‘and has attracted strong criticism. The Government is dedicated to the
objective of reducing inflation, and success in *hat will diminish
the problems arising from different kinds of peasiou treatment.
Nevertheless, those problems do.at present exist, and need urgent
consideration. |

%, Pension schemes and the benefits attached to them involve
long-run expectations and commitments which should not lightly be

interfered with. The Government is conscious of the obligations

it has inherited towards its own direct employees and other employees

in the public sector. Nevertheless, any Government must ultimately
1

reserve the right to reconsider the arrangements for full inflation-

proofing of public sector occupational pensions against the

background of national economic and social considerations.




the Government wishes to explore more
tnoroughly the guestion whether the additional advantages of index-
linked pensions can be adeguately valued, and their additional value
‘translated into an eppropriaz.z level of employee contributions.
The purpose of the proposed enguiry is to seek advice on the
problem of valuation. -It would then be for the Government and other
publict sector authorities to decide, in the light of the.advice

given, whether and how changes in present arrangements should be made.

Ske Ihe terms of reference specify two particular elements in
valuation which seem to be worth attention: firét, one which arises
only where (as in the case of the non-indusirial Civil Service

and some other public sector groups) a deliberate attempt is made

to cost the effect of inflation-proofing for future years; the
other an attempt to get at the elusive problem of valuing security

in an uncertain world.

6. The terms of reference also refer to the problem of relative

job security. This is of course separate from the pensions

valuation problem, but could involve some similar considerations.
I+ has been included in the hope that the enguiry might, in the
course of considering security of pensions value, develop ideas

which could help in considering job security also.




BACKGROUND BRIZZ

Memberchip
A further announcement will be made when the team for the proposed
enjuiry has been completed. It is envisaged that the team will
consist of some four people in addition to the Chairman, representinz

a range of experience.

Representations

The Chairmen of the Enguiry will no doubt publicise soon his

proposals to receive any representations. Meanwhile any comments

addressed to "Enquiry into Value of Pensions", c¢/o H.M. Treasury,

Parliament Street, London, SW1P 3AG, will be acknowledged and
forwarded to the Chairman.

What Public Sector Pension Schemes are Index-Linked?

Nearly all, which makes a very long list, including Civil Service,
Ministers, Members of Parliament, Judiciary, Armed Forces, Police,
Nurses, Doctors, Teachers, and local authority and nationalised
industry employees. In total, some 5% million present employees
in the public sector are covered by index-linked pension schemes.

\

Details of Schemes

Details vary, and enguiries should be referred to the managements
of the particular public sector groups concerned.

Basis of Present Index-Linking

A large collection of "official pensions', mainly but not
exclusively central and local government employees, are covered

by the 1971 Pensions (Increase) Act, read in conjunction with

other pensions legislation, notably the Socia} Security Pensions

Act 1975. Official pensions are increased in line with forecast
movements of the retail price index, at the sdme time and by the
same amount as the additional component of long-term social security
benefits (the State Scheme). Other public sector schemes provide
similar inflation—proofing, but rest on different legislation or

agreements.




Cost

Global figures are not available (there are no central statistics
of the costs of a large number of schemes under different
managements) . Figures of current end past pension payments can
no doubt be obtzined from individual managements (e.g. CSD for
Civil Service and some other groups of employees). But to identify
costs of "index-linking" reguires assunmptions about an alternative:
basis with which to compare current and past costs, or a series

of assumptions about future developments.

General Comment

It is important to emphasise that the enquiry is addressed to the

important general issue of valuation. It is not being asked to
examine in detail the precise arrangements and commitments of
existing pension schemes, far less to set out any blue-print of

how such schemes might be changed.

For this reason, it should not be necessary for the enquiry to

toke extensive and detailed evidence in respect of the whole range of
public sector pension schemes, which have many important

differences of history, statutory or other basis, financial structure
and details of calculation of benefits, and contributions.
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INDEPENDENT INQUIRY INTO THE VALUE OF PENSIONS

In my letter to you of 25/ﬁarch reporting that we had not
yet found a Chairman for the Inquiry and would therefore
be deferring the formal announcement, I mentioned that
this would give us time to settle one or two drafting
points on the Press Notice, Background Briefing, etc.

I now enclose a slightly revised set of papers, consisting
()]

Draft for an arranged Question and Answer by the
Prime Minister;

=" Draferilermse o Reflerencies

- Draft Press Notice and Notes for Editors;

- Draft Background Briefing;

The amendments incorporated in these slightly revised
drafts reflect one or two second thoughts and comments by
particular Ministers. Perhaps the most important comment
made, by both the Transport Minister and the Minister of
State for the Civil Service, was that they did not like
the sentence in paragraph 3 of the Notes for Editors which
pointed to the possibility of future Government consider-
ation of the basic index=1inking arrangements. This is
met to the extent of removing the point from the Notes

for Editors - now much shorter in any case - but retaining
it in background briefing for answering questions. I

hope this will be acceptable.

I am copying this letter and the enclosures to the

Private Secretaries to other members of the Cabinet, to
Geoffrey Green and to David Wright. I would be grateful
if any further comments which their Ministers wish to make
could be conveyed to me by close of play on Wednesday 9
April.

——

,CIJU |

M

M A HALL
Private Secretary




Question: To ask the Prime linister if she is satisfied that the
value of index-linked pensions for public sector employees is

4

adequately taken into account in contributions and levels of pay.

Draft Réoll: Arrangemente in different parts of the public

sector vary widely and I am not satisfied that the difficult

problem of the value of index-linked pensions has been adeguately

considered in all of them.

1

|
I am therefore setting up an independent enquiry to consider
and advise on how such pensions might be valued. [....c.cvvvevnn.
has agreed to be Chairman. Names of other members of the enguiry
team will be announced later. It is my hope that the enguiry
can be co;pleted within three or four months. It would then
be for the Government and other public sector authorities %
decide, in the light of the advice given, whethef and how

changes in present arrangements should be made.

The full terms of reference will be as follows:

[Take in text of terms of referencel.




TERMS OF REFERENCE

Having regard to the need to ensure that full account is taken in
" all areas of the public sector, whether by contributions or salary
abatement, of the value of inflation-proofing of occupational
pensions, and of relative job security, taking due account of

arrangements in the private sector:

(a) to consider the assumptions and methods used by the
|
Government Actuary where he assesses the value of

differences in inflation-proofing;

to consider the relative degree of security in the full

infljtion—proofing enjoyed by public sector employees

compared with those in the private sector, and the

additional value to be placed upon it;
to consider how to assess the relative job security
enjoyed by employees in the private and public sectors;

to report their conclusions dnd'suggest what valuations
or methods of wvaluation would be appropriate to take account

of them in determining pay and other conditions of service.




DRAFT PRESS NOTICE
ENQUIRY INTO VALUE OF PENSIONS

The Prime Minister gave the following reply today to a
Parliamentary Question about the value of index-linked

pensions for public sector employees:

"[Take in text of reply]".

NOTES FOR EDITORS
This is the enquiry which was also mentioned in the

Chancellor's Budget Speech today.

25 The Government is concerned about the arrangements for

index-1linked occupational pensions almost throughout the

public sector, which are not matched by occupational

pensions in the private sector. The difference of pension
treatmgnt and its cost has become important as a result of
several years of high rates of inflation, and has attracted
strong criticism. The Government is dedicated to the objective
of reducing inflation, and success in that will diminish the

problems arising from different kinds of pension treatment.

5: But widespread doubts have been expressed about the
valuation of the benefit of index-linking and the Government
wishes to explore thoroughly the question whether the
additional advantages of index-linked pensions can be
adequately valued, and their additional value translated into
an appropriate level of employee contributions. The purpose
of the proposed enquiry is to seek advice on the problem of
valuation. it would then be for the Government and other
public sector authorities to decide, in the light of the
advice given, whether and how changes in present arrangements
should be made.

b, The terms of reference specify two particular elements
in valuation which seem to be worth attention: first, one
which arises only where (as in the case of the non-industrial
Civil Service and some other public sector groups) a
/deliberate




deliberate attempt is made to cost the effedt of inflation-

proofing for future years; the other an attempt to get at
the elusive problem of valuing security in an uncertain world.

515 The terms of reference also refer to the problem of
relative job security. This is of course separate from

the pensions valuation problem, but could involve some
similar consideratidns. It has been included in the hope
that the enquiry might, in the course of considering security
of pensions value, develop ideas which could help in
considering job security also.




BACKGROUND BRIEF

Mempership

A further announcement will be made when the team for the proposed
enguiry has been completed. It is envisaged that the team will
consist of some four people in addition to the Chairman, representing

a range of experience.

Revresentations

The Chairmzn of the Enguiry will no doubt publicise soon his
proposals to receive any representations. Meanwhile any comments
addressed to "Enquiry into Value of Pensions", c¢/o H.M. Treasury,
Parliament Street, London, SWLP 3AG, will be acknowledged and
forwarded to the Chairman. :

What Public Sector Pension Schemes are Index-Linked?

Nearly all, Mhich makes a very long list, including Civil Service,
Ministers, M%mbers of Parliament, Judiciary, Armed Forces, Police,
Nurses, Doctors, Teachers, and local authority and nationalised
industry employees. In total, some 5% million present employees
in the public sector are covered by index-linked pension schemes.

Details of Schemes

Details vary, and enguiries should be referred to the managements

of the particular public sector groups concerned.

Basis of Present Index-Linking

A large collection of "official pensions", mainly but not
exclusively central and local government employees, are covered

by the 1971 Pensions (Increase) Act, read in conjunction with

other pensions legislation, notably the Socia} Security Pensions

Act 1975. Official pensions are increased in line with forecast
movements of the retail price index, at the sdme time and by the
same amount as the additional component of long-term social security
benefits (the State Scheme). Other public sector schemes provide
similar inflation—proofing, but rest on different legislation or
agreements.




Cost

Global figures are not available (there are no central
statistics of the costs of a large number of schemes under
different managements). Figures of current and past

pension payments can no doubt be obtained from individual
managements (eg CSD for Civil Service and some other groups
of employees). But to identify costs of 'index-linking'
requires assumptions about an alternative basis with which

to compare current and past costs, or a series of assumptions
about future developments.

General Comment

It is important to emphasise that the enquiry is addressed

to the important general issue of valuation. It is not

being asked to examine in detail the precise arrangements and
commitments of existing pension schemes, far less to set

out any blue-print of how such schemes might be changed.

For this reason, it should not be necessary for the enquiry
to take extensive and detailed evidence in respect of the
whole range of public sector pension schemes, which have
many important differences of history, statutory or other
basis, financial structure and details of calculation of

benefits, and contributions.

Continuation of Index-Linking

The enquiry is concerned with the valuation of index-linking,
not with the appropriateness of index-linking itself. Pension

schemes and the benefits attached to them involve long-run

expectations and commitments which should not lightly be

interfered with. The Government is conscious of the
obligations it has inherited towards its own direct employees
and other employees in the public sector. Nevertheless, any
Government must ultimately reserve the right to reconsider

the arrangements for full inflation-proofing of public

sector occupational pensions againstthe background of national

economic and social considerations.







10 DOWNING STREET

From the Principal Private Secretary 1 April 1980

Vews Y

INDEPENDENT INQUIRY INTO THE VALUE OF PENSIONS

The Prime Minister and the Chancellor of
the Exchequer had a further word this morning
about possible candidates to chair this proposed
Inquiry. The Prime Minister agreed that the
Chancellor should approach Sir Bernard Scott
who is to retire shortly from his present
post as Chairman of Lucas.

I am sending copies of this letter to the
Private Secretaries to other members of the
Cabinet, Geoffrey Green (CSD) and to David Wright
(Cabinet Office).

\IM W\

MM‘-:' W\-wv- .

John Wiggins, Esq.,
H. M., Treasury.

CONFIDENTIAL
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Treasury Chambers, Parliament Street, SWIP 3AG
@223 QOO

T Lankester Esq 25 March 1980
Private Secretary to the

Prime Minister
No 10 Downing Street

T

.
/

INDEPENDENT INQUIRY INTO THE VALUE OF PENSIONS

As you know, we have not yet managed to obtain the services
of a suitable independent Chairman for this proposed inquiry.
I reported yesterday that neither Sir Rowland Wright nor Sir
Alastair Pilkington felt they could spare the time to do
justlice to the Jjob.

In these circumstances, the Chancellor thinks it would be a
mistake to make a formal announcement about the inquiry, and
has therefore dropped the idea of issulng a press notice and
tabling an arranged PQ tomorrow. He will, however make a
prief allusion to the problem during his Budget Speech, and
will state the Government's intention of setting up an
inquiry. As soon as the Budget is out of the way, we shall
need to revert to the question of the chairmanship, before
assembling a team and making the detailed announcement as
soon as possible. This would incidentally also give a little
more time in which to settle one or two late comments from
other Ministers about the draft press notice and the back-
ground briefing.

I am copying this letter to the Private Secretaries to other
members of the Cabinet, to Geoffrey Green, and to David

y L)
M/

M A HALL

Private Secretary







i
C—

U LS oadh Comn Baike
on Sutt A lvww"4“\ basckfual -

(T wodd b vy geen e

PRIME MINISTER CodaA  Aanowiin U bfniq W

(Av" W wwlbwr ‘-4"“? [

CAt T - ke

The Inquiry into Civil Service Y1¢M¢hﬁ
Pensions oi. Ity i<w¢J

I

Rowland Wright has turned down the
Chairmanship of the pension inquiry. 5t|?
As you know, the Chancellor intends to
announce the inquiry in his Budget speech,
and therefore ideally we would like to
have at least a chairman by then. He
would now like to approach Bernard Scott,
the Chairman of Lucas. He is retiring
shortly, and could well be available to

take this on. Would you be content?

24 March 1980




with compliments

MINISTER OF STATE

CIVIL SERVICE DEPARTMENT
Whitehall London SW1A 2AZ

Telephone 01-273 5563/4086
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Civil Service Department
Whitehall London SW1A 2AZ
Telephone 01-273 3000

Minister of State

M A Hall Esq MVO

Private Secretary (\J
Chancellor of the Exchequer \ “

HM Treasury &
Treasury Chambers

Parliament Street

LONDON SW1P 3AG 24 March 1980

Doas Masha,

INDEX-LINKED OCCUPATIONAL "PENSIONS

The Minister of State has asked me to let you have comments on the
draft Press Notice and briefing attached to your letter of
20 March to Tim Lankester at No 10.

2% The Minister of State would like to see an amendment to the
third sentence in paragraph 3 of the draft Notes to Editors. He
believes that if this sentence was repated by the Press, it would
acutely alarm large numbers of public service pensioners, while
doing nothing to convince private sector critics of the existing
arrangements. We would suggest as an alternative:

"It believes, however, that where full inflation-proofing
is provided, public servants should pay a fair contribution
towards the cost, taking into account what is available in
the private sector. It is essential that this contribution
should be accepted as fair by the public generally".

The following paragraph would then begin:
"The Government therefore wishes

Sh Our other points are on the background brief and are purely
factual. First, the word "many" should be deleted from the second
paragraph. We do not know of any local authority or nationalised
industry pensions which are not index-linked. Second, the fourth
paragraph might better read:

"A large collection of "official pensions", mainly but not
exclusively central and local government employees, are
covered by the 1971 Pensions (Increase) Act, read in
conjunction with other pensions legislation, notably the
Social Security Pensions Act 1975. Official pensions are
increased in 1line with forecast movements of the retail
price index, at the same time and by the same amount as the

CONFENTAL
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additional component of long term social security benefits
(the State Scheme). Other public sector schemes provide
similar inflation-proofing, but rest on different
legislation or agreements".

i The Minister of State has also seen the letter of 20 March
from the Minister of Transport to the Chancellor. He believes
that the Government could not defend an inquiry which excluded

the nationalised industries, whose employees form a large
proportion of prospective beneficiaries of index-linked pensions.
As they stand, the terms of reference are not unduly resitrictive
and the inguiry would not be precluded from considering the

effect of present practice on nationalised industry prices:

indeed, they might be expected to take this point at an early
stage of their work. Questions about how adequately contributions
reflect the security provided by inflation-proofing would seem to
apply with equal force to the nationalised industries and the
public services, because they go beyond strict actuarial valuation.
The Minister of State thinks however that a small ambiguity in sub-
paragraph (a) of the terms of reference could usefully be removed
by the substitution of "where he assesses" for "in his assessment
of", to make it clear that the Government Actuary is not
responsible for valuing all public sector schemes.

e I am sending copies of this letter to Tim Lankester, Don
Brereton, Ian Ellison and Richard Dykes.

you & 20 Cﬁ\i\xﬁ

G D ROGERS
Assistant Private Secretary

CONFIDENTIAL
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Chief Secretary

Financial Secretary

Minister of State (C)

Minister of State (L)

Sir Douglas Wass

Sir Anthony Rawlinson
LITTLER Mr. Ryrie

Mr. Bailey

Mr. F. Jones

Mr. Dixon

Mr. Kemp

Mr. Unwin

Mr. Rayner

NeENFrance

Mr. Cropper

Mr. Ridley

Mr. Cardo

PS/Primd Minister”

INDEX-LINKED OCCUPATIONAL PENSIONS - v$\7

As agreed|when the Chancellor saw him on 19 March, I telephoned
Sir Rowlapd Wright on Sunday evening to learn of his decision.
Sir Rowland said that with the utmost reluctance he had to report
that his present burden of work made it impossible for him to
give to this task the serious attention it clearly deserved.
Tempted though he was, therefore, he felt he must decline. He
did however suggest that either Alex Jarratt or Lord Plowden
would be excellent candidates. He did not think that the fact
that they had both been public servants was an adverse factor.
On the contrary, it made them familiar with both sides of the
argument. Either could be relied upon to be totally objective.
He had taken the liberty of sounding out Lord Plowden in very
general terms. The latter had shown considerable keenness to
take on the job, particularly as many of his present commitments
were drawing to an end.

20 Since neither of these possibilities particularly attracted
either the Chancellor or the Prime Minister, the Chancellor
considered the list in your minute of 21 March. He thought

Sir Bernard Scott would be a good candidate, but the Prime
Minister's preferred list, in order;was Sir Alastair Pilkington,
Sir Adrian Cadbury, and Campbell Fraser. On the Chancellor's
instructions I put the idea to Sir Alastair Pilkington on the
telephone. He was categorical in saying that he had at present
too many commitments to be able to consider taking the job on.

CONFIDENTIAL /He was




CONFIDENTIAL

He was Executive Chairman of Pilkingtons until September, and
also a non-executive Director of Chloride, a post he intended
to retain after September. It was, however, clear that his

view might well be different if the post were to be offered to
him in the autumn.

o I am now consulting the Chancellor about how to proceed.
It looks, however, as though we shall be unable to name the
Chairman in the Budget Speech, particularly in view of late
complications raised by other Ministers.

(M.A. HALL)
24th March 1980

CONFIDENTIAL
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CONFIDENTIAL

PRIME MINISTER

INDEX LINKED OCCUPATIONAL PENSIONS

I have a few comments on the proposed independent inquiry into
the value of index-linked pensions in the public sector.

So far as the members are concerned I agree that of the people
from the insurance industry Mr Gordon Bailey would be a very
good choice. If he was unable to serve I regard Mr R E Holland
as the next best. The Secretary of State for Industry's
suggestion of Mr Harold Rose also has attractions, but if we
are to show that the inquiry is independent we should perhaps
avoid both known opponents and likely supporters of the present
arrangements.

My main concern springs from my responsibility for the NHS in
which the staff, including the doctors and dentists receive
index-linked pensions. The inquiry might well be expected in
the Civil Service, which has been the main object of public
criticism of index-linking, but it will come as a surprise to
NHS staff and may cause some trouble. It might help if, in
announcing the inquiry, assurances could be given that staff
interests will be able to submit evidence to the committee and
that there will be consultations with staff interests before
the committee's recommendations are implemented.

Turning to the proposed terms of reference I am not sure that
the special position of the Doctors and Dentists Review Body is

sufficiently recognised in sub-paragraph (d). As you know, the

Review Body makes recommendations to you, and there are no
negotiations as there are, for example, in the Civil Service
following the reports of the Pay Research Unit. Perhaps the
point could be met by amending the sub-paragraph to read:

/1
CONFIDENTIAL




CONFIDENTIAL

to report their conclusions and suggest what
valuations or methods of valuation would be

appropriate to take/account/of them in con-

siderations of public sector pay and other
conditions of service."

This would also take account of the general point that the
conclusions might point towards changes in superannuation
contributions rather than in pay.

I also feel that the inclusion in the terms of reference of
relative job security seems odd. I am not clear whether this
inquiry is to consider the weight to be given to job security
in considering pay or in the value of index-linked pensions.

If the intention is to cover the former I wonder whether we
would be wise to complicate the Committee's work of examining
the value of index-linked pensions, in itself difficult enough,
with another issue which, at first sight, is not crucial to the
Committee's main task? In any event we would, I think, need to
explain the purpose of this part of the terms of reference more
fully than in the draft explanatory note (Annex C to the
Chancellor's minute).

I am copying this minute to the recipients of the Chancellor's
minute.

24 March 1980

CONFIDENTIAL
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The Rt Hon Sir Geoffrey Howe MP 1/§')3
Chancellor of the Exchequer

Treasury

Treasury Chambers »
Parliament Street DA
LONDON SWwq
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INDEX LINKED OCCUPATIONAL PENSIONS

March 1980

Your minute to the Prime Minister of arch invited
comments on the proposed membership and Terms of Reference
of the inquiry into index linked occupational pensions in
the public sector. My only comment on the proposed membership
of the inquiry is that I too think it would be wise to have
at most one member who is or may be a recipient of an index
linked pension, The terms of reference and explanatory notes
seem, however, to have been written with an inquiry confined
to public service pensions in mind rather than one ranging also
over the whole of the public sector including the nationalised
industries. This is perhaps because our discussions in E on
20 February centred round the narrower rather than the wider
Tlends

I do not think an inquiry with the terms of reference
proposed would help us in dealing with nationalised industry
pensions. The industries in general have funded pension
schemes, The rules, which in many cases provide directly for
indexation of one sort of another, are administered by
trustees. The adeguacy or otherwise of contributions is a
matter for the trustees to assess on the advice of their
actuaries. Only in a minority of cases is the Government
Actuary retained for this work. The schemes, like private-
sector occupational pension schemes, are subject to the
general supervision of the Occupational Pensions Board., It is
a nice question how far the pension funds and their trustees
can be regarded as operating in the public sector. Our

Co DENT
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denationalisation measures will leave beneficiaries under the
schemes in the industries affected with the same rights as
now. On this account also the boundary between public and
private sector in this area i1s blurred.

A clear public sector interest arises only if
contributions are Judged inadequate or funds are mismanaged
so0 that a nationalised industry has to make up deficiencies
out of its revenues., In that case there may be a downward
pressure on pension benefits or pay., Alternatively, there
may be an effect on the industry's prices or its borrowing
requirement. In an extreme case the industry may turn to
the Government for specific help. None of the sub-paragraphs
in the terms of reference proposed seem to bear on a situation
of this kind,

The choice seems to me to lie between extending the
terms of reference in some suitable way - for example by
asking the inquiry to look at the effect of current
practices on nationalised industry prices - or excluding the
industries, initially at least, from the ambit of the inquiry.
Because of the extra complexities involved there seems to me
to be a good deal to be said for the latter course,

One sentence in the Explanatory Note as it stands gives
me particular cause for concern, As you know, the Transport
Bill, which has Just completed ite Committee Stage in the
Commons, proposes, inter-alia, new arrangements for Government
support for the BRB and NFC pension funds, As I said in my
letter of 31 January some concern has been expressed that if
the Government decided to stop indexation of public service
pensions the new support system would make it easler to stop
supporting the indexation of railway and NFC pensions. The
reference in paragraph 3 of the draft Explanatory Note that
the Government '"reserves for future consideration whether it
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is right to continue present arrangements ...." could
therefore cause problems during the remaining stages of the
Bill and I would much prefer to see it either dropped or
amended to make it clear that interference with the rights of
beneficiaries under existing trusts are not contemplated.

I am sending a copy of this letter to the recipients of
yours,

e

NORMAN FOWLER
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Treasury Chambers, Parliament Street, SWIP 3AG
0Ol1-233 3000

T Lankester Esq 20 March 1980
Private Secretary to the

Prime Minister
No 10 Downing Street

, It

INDEX-LINKED OCCUPATIONAL PENSIONS

Further to your letter of 18 March, the Chancellor met Sir
Rowland Wright yesterday, offering him the job of Chairman.
Sir Rowland was obviously attracted by the possibility,

but said that there were heavy and exceptional demands on
his time at the moment because his firm - Blue Circle
Cement - had just been referred to the Monopolies and
Mergers Commission. He would however think the matter
over and let us know by the end of the week-end. I

will report further.

Meanwhile, the Treasury have drafted the enclosed Press
Notice, with which the Chancellor is content, including
the passage in the notes to editors in square brackets.
The intention would be that this would be released by
No 10, and would be referred to in the Budget Speech.
We should welcome your early reactions.

I am copying this letter to Den Brereton, Ian Ellison,
Richard Dykes and Geoffrey Green.

A . /
I/
Wi
A HALL
Private Secretary







/. DRAFT PRESS NOTICE

ENQUIRY INTO VALUE OF PENSIONS

The Prime Minister has appointed as Chairman

of an independent enquiry to consider the value of index-linked

occupational pensions which are widely provided in the public sector.
The names of other members of the enguiry team will be announced
later. It is hoped that the enguiry can be completed within

3 or L4 months. The terms of reference are attached.

NOTES TO EDITORS

This is the engquiry referred to in the Chancellor's Budget Speech today.

2k The Government is concerned about the arrangements for index-
linked occupational pensions almost throughout the public sector,
which are not matched by occupational pensions in the private sector.
The difference of pension treatment and its cost have become important
as a result of several years of high rates of inflation, and has
attracted strong criticism. The Government is dedicated to the
objective of reducing inflation, and success in that will diminish
the problems arising from different kinds of pension treatment.
Nevertheless, those problems do at present exist, and need urgent

consideration.

5 Pension schemes and the benefits attached to them involve

long-run expectations and commitments which should not lightly be
interfered with. The Government is conscious of the obligations

it has inherited towards its own direct employees and other employees

in the public sector. The Goverument nevertheless reserves ILEAD

future consideration whether it is right to continue present arrangements
for full inflation-proofing of most public sector occupational

pensions against the background of national ecounomic and social

considerations.

/.




I.h. First, however, the Government wishes to explore more

thoroughly the question whether the additional advantages of index-
linked pensions can be adequately valued, and their additional wvalue
translated into an appropriate level of employee contributions.

This is the purpose of the proposed enquiry.

Bl [The terms of reference specify two particular elements in
valuation which seem to be worth attention: first, one which arises
only where (as in the case of the non-industrial Civil Service

and some other public sector groups) a deliberate attempt is made

to cost the effect of inflation~proofing for future years; the
other an attempt to get at the elusive problem of valuing security
in an uncertain world. The opportunity is taken to invite those
conducting the enguiry to consider also the problem which is in

some ways parallel, that of relative job security.]




TERIS OF REFERENCE

Raving regard to tﬁe need to ensure that full account is taken in
all areas of the public sector, whether by contributions or salary
abatement, of the value of inflation-proofing of occupational
pensions, and of relative Job security, taking due account of

arrangements in the private sector:

(a) to consider the assumptions and methods used by the
Government Actuary in his assessment of the value of

differences in inflation-proofing;

(b) to consider the relative degree of secﬁrity in the full
inflation-proofing enjoyed by public sector employees
compared with those in the private sector, and the

additional value to be placed upon it;

(¢) to consider how to assess the relative job security

enjoyed by employees in the private and public sectors;

(d) to report their conclusions and suggest what valuations
or methods of valuation would be appropriate to take account

of them in pay negotiations.




BACKGROUND BRIER

Representations

A further announcement will be made when the team for the proposed
enquiry has been completed. That announcement will indicate arrange-
ments to receive representations.

What Public Sector Pension Schemes are Index-Linked?

Nearly all, which makes a very long list, including Civil Service,

Ministers, Members of Parliament, Judiciary, Armed Forces, Police,

Nurses, Doctors, Teachers, and many local authority and nationalised
al.

industry employees. In total, some 55 million present employees
P I b

&
e

in the public sector are covered by index-linked pension schemes.

Details of Schemes

Details vary, and enguiries should be referred to the managements

of the particular public sector groups concerned.

Basis of Present Index-Linking

A large collection of "official pensions", mainly but not exclusively
central government employees, are covered by the 1975 Pensions
Increase Act, read in conjunction with other pensions legislation.
These provide a link to the Retail Price Index, calculated annually.
Other public sector schemes operate similar linkages, but rest on

different legislation or agreements.

Cost

No figures can be given. (Global figures are not available because

there is no central knowledge of the costs of a large number of

schemes under different managements within the public sector. Even
for any particular scheme, the definition of cost can only be given
in relation to some alternative system; there are also problems in

interpreting the cost in any particular year.)
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af/frime Minister?ﬁYj

and a copy of her Private Secretary's reply of 18 March to yours.

I have seen a copy of your minute of 17

I believe Rowland Wright would be an excellent choice as Chairman
if he can be persuaded to take the job on.

As between Andrew Bain and Harold Rose, my preference would be Bain.
The Committee's enquiry must clearly be searching if it is to carry
conviction with the private sector. On the other hand, we must
ensure too that it commands confidence among millions of people in
the public sector who are beneficiaries of the present arrangements.
I do not think we should have people who are known to be strongly
opposed to the existing system, any more than we should have people
who are biased in its favour. It must be seen to be clearly
impartial.

I would marginally prefer Alex Jarratt to Alan Lord - mainly because
his Civil Service experience is more remote. It is only a short
time since Alan Lord left the Treasury and he would still be very
closely identified with the Civil Service. But I would be happy
with either.

I am copying this to the others who received your minute of 6 March.

PAUL CHANNON
)0 March 1980
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From the Private Secretary 18 March 1980 18(/)TRANS

Index-Linked Occupational Pensions

The Prime Minister has read the Chancellor's further minute
of 17 March on the above subject, and agrees that he should
approach Sir Roland Wright to see if he would be willing to be
Chairman. As regards the choice of someone with mixed public and
private sector experience, the Prime Minister is neutral as between
Sir Alex Jarratt and Mr. Alan Lord.

I am sending copies of this letter to the Private Secretaries
to the members of E, Tan Maxwell (Lord Chancellor's Office),
Brian Norbury (Ministry of Defence), Godfrey Robson (Scottish Office), |
Don Brereton (Department of Health and Social Security), Peter Shaw
(Department of Education and Science), Richard Prescott (Paymaster
General's Office), Geoffrey Green (Civil Service Department),
Genie Flanagan (Department of Transport) and David Wright (Cabinet
Office).

L. P. LANKESTER

Martin Hall, Esq.,
HM Treasury.
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INDEX-LINKED OCCUPATIONAL PENSTIONS

Your own and other comments on my minute to you ofVGQL March '3/3
on this subject have raised one difficult question on the 1list of
candidates: the question of including or not people who might
have a personal interest through their own past public service

and pension entitlements from it.

2 Like Paul Channon, I do not think this need debar us from
including somebody with such experience as a member, but I agree
on reflection that it might be wise to avoid this in the Chairman.
The name of Rowland Wright has been suggested to me as a possible

Chairman without any public sector background, and I think he

would indeed be a good choice.

5 If we were able to get Rowland Wright as Chairman, your

F%.)a( preferences for Andrew Bain (or indeed Keith Joseph's suggestion
of Harold Rose), Leif Mills and Gordon Bailey would make excellent
first choices under those headings. None of these four would be
directly connected with the public sector, which would leave us
free to bring in some mixed public and private sector experience for
the last member. I would be well content with your preference of
Alan Lord. It would not, I think, be appropriate to ask

ey

Lord Plowden to serve as a member, but I wonder whether you would

RT" | see Alex Jarratt as preferable to Alan Lord, if available, on the
——— B | s . <
rJv“ round of a rather more equal balance between his public and

private sector experience. I had given some thought to the
possibility of someone from either local government or a nationalised
/industry
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industry, who would be an alternative to Lord or Jarratt. Good
candidates from these fields are certainly not obvious, and I
could not think of any who would contribute more or make for a
better balance.

I, It would obviously be an advantage to have settled at least
the Chairmanship before we announced the enquiry. If you are
attracted by the idea of Rowland Wright, would you like me to

sound him? —

S I am copying this to others who received my original minute
to you.

Ay

(G.H.)
_[/¥ March, 1980
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My ref:

Your ref:

|3 March 1980
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D OCCUPATIONAL PENSIONS

I am copying this letter as before.

oy LG

\
| 2
i

L

MICHAEL HESELTINE

\

he Rt Hon Sir Geoffrey Howe MP
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PRIME MINISTER

INDEX-LINKED OCCUPATIONAL PENSIONS

I should like to comment briefly on the Chancellor of the

Exchequer's letter and enclosure ofté/Méfch about the proposed

inquiry.

On the immediate question of names, I suggest that one really needs

to include an iconoclast if the public are to be reassured of our

determination to take a hard look at this subject. Harold Rose
ettt

would be an obvious choice as he could combine authority with

a known antipathy towards the existing pensions system. Ralph

Harris would be a suitable alternative. Similarly I fear that

the inquiry team would risk losing some credibility if it included

members with a significant Whitehall background. In this respect

I share the Chancellor's doubts about Alan Lord but even Alex

Jarratt, with a Civil Service career spanning 24 years, might

not escape criticism nor indeed would Edwin Plowden.

On presentation, you will recall E Committee's agreement that the
inquiry should cover the whole of the public sector and we shall
need to brief the inquiry team, and get across publicly, that we
see this as extending to MPs pensions. Given the sensitivity

of the House, the issue will need to be handled with some care
and the Chancellor will be able to advise how best this can be
achieved. One possibility would be for the Statement to say

that the Report of the inquiry team will be submitted to the House

/by the ...
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by the Government so that it can be taken into account in future

reviews of MPs pay and pensions.

T am sending copies of this minute to theose colleagues listed

in paragraph 7 of the Chancellor's letter.

g

K J

v2 March 1980

Department of Industry
Ashdown House

12% Victoria Street
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PRIME MINISTER

INDEX-LINKED OCCUPATIONAL PENSIONS

I have seen the Chancellor of the Exchequer's minute of 6 March «~W

to you on this subject, the comments in Jim Prior's minute of @S-,
10 March, and your own, as recorded in Mr Lankester's minute of

10 March.

I agree with the Chancellor's proposed terms of reference. I
also agree with him that we should not approach the Select
Committee formally, but rather leave the initiative with them
once the inquiry has been announced.

On the proposed membership of the inquiry, I think it would be
best to limit cross-membership with the Pay Research Unit Board
to one. Of the two candidates who are members of PRUB, my
preference would be for Holland rather than Mills, unless, as I
would myself consider, the latter is regarded as the most
promising trade union candidate.

We must ensure that this Committee is not seen by the public

to be a whitewash. Therefore I am worried about having too
many people on the Committee who are prospective recipients of
index-linked pensions. In particular, would it be wise to have
a Chairman in this situation? Sir Alex Jarratt is a prospective
recipient, and Lord Plowden is actually receiving an index-
linked pension at the moment for his services as Chairman of
the Atomic Energy Authority.

Mr Alan Lord, who left the Civil Service only three years ago
after 27 years service, is also a prospective recipient of such

a pension.

We must also bear in mind that academic economists have index-
linked pensions, as do present and former MPs, including

CONFIDENTIAL
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Lord Diamond. I do not suggest that all these should necessarily
be excluded, but I would have thought that we ought to have on
the Committee no more than one person who is personally affected
in this way - and, in my opinion, he should not be the Chairman.
Otherwise, I am afraid that we will run the risk of the inquiry
getting off on the wrong foot.

I am copying this to the recipients of the Chancellor of the
Exchequer's minute.

e

PAUL, CHANNON
12 March 1980
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CHANCELLOR OF THE EXCHEQUER

INDEX-LINKED OCCUPATIONAL PENSIONS

I am content with all the names for the inqué&X suggested in the annex

to your minute to the Prime Minister of ﬁ_?brch and with the balanced

composition you propose.

I think it essential to have a trade union member and would prefer
David Lea to Leif Mills. The former is more able and could bhe
expected to provide a more representative view of employee interests.
I suspect that Leif Mills might have the interests of his members

in banking too much in mind.

If Alan Lord were thought to be disqualified, I would give preference

to Lord Diamond over Peter Gibson.
I am also content with the terms of reference proposed.

As for the time the inquiry might take, it seems to me essential that

we give unions and other interests the opportunity of making representa-
tions. This could be critical to the reactions to its findings and their
implementation. I nevertheless share the hope that the inguiry could

be completed within a few months.

I am copying this minute to the Prime Minister and to the other

recipients of yours.

JUE
/¢ March







C.SEC.
LCO
MOD
SO

DHSS Geoon ¢\
PGO ok
CSD
ENG TRANS
10 DOWNING STREET Co

From the Private Secretary : 10 March 1980

Index-linked Occupational Pensions

The Prime Minister has read the Chancellor's minute of
6 March on the above subject. ©She has the following comnents
on the names for the inquiry suggested in annex A of the minute.

She doubts whether it would be right to appoint Sir Alex
Jarratt as Chairman., even though he would make an excellent one,
given that he is a former civil servant and therefore might not

be thought to be #: y impartial. She thinks Lord Plowden
would be a good choic

Of the other suggested members, she thinks Mr., Gordon Bailey
would be excellen uander the other three headings, her preference
would be for Mr. if Mills, Mr. Andrew Bain and Mr. Alan Lord.

The Prime Mimnister has also commented that perhaps the
Chancellor ought to consider including someone from either local
government or a nationalised industry since both hawve pensions
which are inflation-proofed.

I am sending copies of this letter to the Private Secretaries
to members of E Committee, to Ian Maxwell (Lord Chancellor's
Office), Brian Norbury (Ministry ol Defence), Godfrey Robson
(Scottish Office), Don Brereton (Department of Health and Social
Security), Richard Prescott (Paymaster General's Office),

Geoffrey Green (Civil Service Department), Genie Flanagan (Depart-
ment of Transport) and David Wright (Cabinet Office).

T. P LANKESTER

A.J. Wiggins, Esq.,
HM Treasury.
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I have seen the Chancellor of the Exchequer's minute of 6th\/March about
the proposed inquiry.

2% T have no doubt that Sir Alex Jarratt would be an admirable Chairman;

but I doubt whether we should appoint a former civil servant who might be thought

to be not wholly impartial on the subject. Although Lord Plowden is over 70, he

is in very good shape, and I should have thought that his public sector experience
is so far in the past as not to disqualify him.

5 There ought to be one former public servant on the body, I suggest; and
there could be nobody better than Mr. Alan Lord, who is one of those proposed as

e T
the possible fifth member.

ROBERT ARMSTRONG

w(,ucuu /L,U

7th March, 1980
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Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000

PRIME MINISTER

INDEX-LINKED OCCUPATIONAL PENSIONS

We agreed at the expanded meeting of E Committee on
20th February to go ahead with my proposal for an
independent ingquiry into the value of the right to

inflation-prooféd pensions in the public sector.

2l I suggest that we aim to announce the ingquiry
either on Budget Day or the day after (when Patrick
Jenkin will be announcing the detailed social security
payment changes). I think it would be right for the
inquiry to be set up and the members appointed formally
by you, and that the announcement should therefore come
from your Office. I will arrange for a draft to be

prepared a little nearer the time.

5 Meanwhile, the most urgent step is to decide upon,

and recruit, a team of people for the inquiry. I attach

at Annex A a note on the shape of a 5-man team and
suggestions of names. I would welcome any additions
or comments. Subject to that, you may like to leave it

to me to approach possible candidates.

CONFIDENTIAL
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b, I also attach, at Annexes B and C, a slightly revised
draft of the formal terms of reference which I would
suggest for the inquiry, and an explanatory note indicating
the line which should be adopted in explaining the purpose
of the inquiry to candidates, and I envisage that we

would draw on some of this material for explanations in

our public announcement.

55 You will remember that, as regards publicity, we also
talked at E Committee about the possibility of bringing

in a Parliamentary Committee, not confined to the question
of valuation for contributions, but on the subject of
inflation-proofed pensions more widely. The appropriate
Committee must, I think, be the Treasury and Civil Service
Committee (we would of course need to make it particularly
clear to them that we were not just concerned with the
Civil Service). On reflection, however, I doubt the
wisdom of our putting the question formally to the
Committee: to do so might make it difficult for us to
avoid taking a position on the merits of "inflation-
proofing". We cannot avoid some awkward questions in any
case, but I conclude that our best course would be to
ensure that our decision to set up an inquiry is brought
to the attention of the Committee, and to encourage the
Committee discreetly to take the initiative itself in
pursuing the subject. If you agree, this could readily

be arranged through our normal contacts with the Committee,

at the time.

7il5i To conclude, I
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6. To conclude, I would be grateful for early comments on
the suggested names for the inquiry, and to know whether

you would like me to approach them. Any comments on the

proposed terms of reference and public presentation can be

taken at more leisure.

s I am copying this letter and the enclosures to other
Members of E Committee, other colleagues who were present
at the discussion on 20 February, (the Lord Chancellor,
the Secretaries of State for Defence, Scotland, Social
Services and Education, the Paymaster General, Minister
of State, Civil Service Department, and the Minister of

Transport), and to Sir Robert Armstrong.

(G.H.)
é March 1980
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ANNEX A
MEMBERSHIP

It is thought desirable to have a chairman plus four members, with
distinction and collective breadth of experience. The chairman

might best be an industrialist with varied past experience; a
reasonable balance might be achieved if he were supported by another
man with wide management experience, a leading figure in the

insurance industry, an economist and a trade unionist. The idea of

one member being a public service employer is attractive, but such

a man is likely to be a beneficiary himself of a substantial inflation-
proofed pension of the kind under discussion. It is also desirable

to have some cross-membersaip with the Pay Research Unit Board,

and/or the Clegg Commission and/or Review Bodies.

2 Some spare names will be needed for the list of candidates to be
approached. The following is a suggested list.

Chairman

Alex Jarratt (Chairman of Reed International, formerly National Board
for Prices and Incomes and a civil servant, a respected
leading member of the CBI).

v’ﬁLord Plowden (a good mixture of public and private sector experience,
an experienced chairman and currently a member of the
Top Salaries Review Body).
—-—/’—_—__—'

Members

i From the.insurance industry, we do not want a professional
adtuary but a leading figure in the industry (most of whom, as it
happens, have been ‘actuaries). The following four names are suggested:

"R.E. Holland (Chief General Manager of Pearl and a prospective
member of the PRUB).

v//Gordon Bailey (National Provident, past® President of Institute of
Actuaries, member of Wilson Committee and well-known and
highly respected in the City).

Bob Macdonald (Scottish Provident, former President of Faculty of

Actuaries).
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Ron Peat (General Manager of Legal and General).

\

Trade Union Member

L. The two names suggested are:

»//ieif Mills (NUBE and a Member who has worked reasonably effectively
on the PRUB). '

David Lea (Deputy Secretary General of the TUC).
Economist
S Two academic economists who have shown particular interest
in pensions from various points of view are:
y/lndrew Bain (Edinburgh, Member of Wilson Committee).

Michael P Fogarty (Centre for Studies in Social Policy, London).

An alternative would be to seek an older general economist of high
reputation, such as Sir Alec Cairncross.

Other Member
6. Possibilities might include:

Peter Gibson (formerly BP, a Member of the Clegg Commission
suggested for that by the CBI).

Lord Diamond

v/’Alan Lord (Dunlop, formerly Treasury, who might be disqualified by
his own pension position, but could be expected to make

a vigorous contribution to discussion).




DRAFT TERMS OF' REFERENCE

Having regafd to the need to ensure that full account is taken in
all areas of the public sector, whether by contributions or salary
.abatement, of the value of inflation-proofing of occupational
pensions, and of relative job security, taking due account of

arrangements in the private sector:

(a) to consider the assumptions and methods used by the

Government Actuary in his assessment of the value of

differences in inflation-proofing;

(b) to consider the relative degree of secﬁrity in the full
inflation-proofing enjoyed by public sector employees
compared with those in the private sector, and the

additional value to be placed upon it;

(c) to consider how to assess the relative job security

enjoyed by employees in the private and public sectors;

(d) to report their conclusions and suggest what valuations
or methods of valuation would be appropriate to take accopnt

of them in pay negotiations.




EXPLANATORY NOLE

The Government is concerned about the arrangements for inflation-
proofed occupational pensions almost throughout the public sector,
which are not matched by occupational pensions in the private sector.
The difference of pension treatment which might have attracted little
attention or criticism in other circumstances has become large and.
important as a result of several years of very high rates of inflation.
The Government is dedicated to the objective of reducing inflation,

and success in that will diminish the problems arising from different
kinds of pension treatment. Nevertheless, those problems do at present
exist, and need urgent consideration.

20 There are two sides to the arrangements for occupational pensions:
the scale of benefits provided and the scale of contributions,
particularly those made by employees, towards the value of their
future pensions. Equity could be sought by bringing benefits more
closely into line with each other, but could also be obtained,

although in different form, with differing expectations of benefit
matched by different employee contributions. There is indeed already
an element of differential contribution in some public service schemes,
explicitly but perhaps not adequately taking account of benefits to

be expected, especially the benefits of full inflation-proofing.

S Pension schemes and the benefits attached to them involve
long-run expectations and commitments which should not be 1ightly
interfered with. The Government is conscious of the obligations

it has inherited towards its own direct employees and other employees
in the public sector. The Government nevertheless reserves for future
consideration whether it is right to continue present arrangements
against the background of national economic and social considerations.
First, however, the Government wishes to explore more thoroughly the
question whether the additional advantages of the kind of inflation-

'proofed pension enjoyed in the public sector can be adequately valued

and that value translated into an appropriate level of employee
contributions. This is the purpose of the proposed enguiry.
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L. The terms of reference specify two particular elements in
valuation which seem to be worth attention: first, one which arises
only wﬁere (as in the case of the non-industrial Civil Service and
some other public sector groups) a deliberate attempt is made to
cost the effect of inflation-proofing for future years; the other
an attempt to get at the elusive problem of valuing security in

an uncertain world. The opportunity is taken to invite those
conducting the enquiry to consider also the problem which is in

some ways parallel, that of relative job security.

oF It is hoped that the enquiry can be completed within a few
months.
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19 February 1980

The Rt Hon Sir Geoffrey Howe QC MP
The Treasury

Whitehall

SW1

(Dz«mi@%qﬁ@

I have studied your paper\E(80)16 containing proposals
for a possible modification of pensions increase to give full increase
on the first £1000 of pension and a lower percentage on the
balance.

As my Office (PGO) are the biggest payers of occupatlonal pensions
(about a million by the time the next pensions increase is due)

I feel I should draw colleagues' attention to the administrative
difficulties which this suggestion would create.

2 The problem arises where two or more pensions are payable
to the same person. In such circumstances there are two possible
courses open:-

(a) full increase could be permitted on the first £1000
of each pension

(b) full increase could be permitted on the first £1000
of the combined pensions.

3 There are numerous instances of pensioners having multiple
pensions, eg:

Scottish and English teachers' pensions;

Forces pensioners with subsequent employment, eg as Civil
Servant, Teacher or National Health Service;

Forces and police or fire brigage;

Civil Servants who after retiring with a frozen pension
return to the Civil Service and elect to have a second pension;

and several others.

In the National Health Service, former Consultants to several
hospitals often draw a separate pension for each Consultancy.

4 IF COURSE (a) IS ADOPTED

(i) In all these groups the pensioner will receive full
increase on £1000 for each pension thus benefitting
compared with the person with the single pension.

(ii) The final example of the NHS would be the most
difficult to defend and to deal with. The
Consultant may have 5 or 6 separate pensions each

/of
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of which will qualify for full increase on the first
£1000. Under the present Pensions Increase Scheme,
where a standard percentage applies throughout,

the PGO computers hold only the total figure payable
without details of its make up. A pension of £6000
might be a single pensioh qualifying for full increase
on £1000 or a % part pension qualifying for increase
on £3000 or a 3 part pension qualifying for increase
on £2970 because 1 part is only &£790 a year.
Considerable research into old records would be
necessary to determine the make up of every pension
in payment and to ensure that proper entitlement is
paid. In view of the case of Colonel Ottway this
research could not be skimped.

IF ALTERNATIVE (b) IS ADOPTED

G

The main difficulty of this course i1s the problem of
finding out if pensioners have more than one increasable
pension. In some double pension cases both parts would
be paid by the PGO perhaps from different Votes (eg
Forces and Civil Service), but the computer records

are not cross-referenced. In many cases different
authorities may pay the two parts (eg Teachers and

Local Authorities, Forces and Firemen).

The only possible method of determining what pensions
each pensioner is recéiving is to send out an enquiry
to all the 1,000,000 people on PGO's books.

For every reply showing multiple pensions it will be
necessary to write to the other Paying Authority to
agree what increase is due and how it is to be
apportioned. Only then can the increase be calculated.

The existing computer programs which, on a single run,
award increase automatically to all cases with
entitlement could not be used. Extensive reprogramming
would be needed which with the limited resources
available could not be completed in time for the
1980 increase.

(iii) A similar problem arose when the Pensions (Increase)

Act 1952 awarded a flat rate increase which had to be
apportioned over all the pensions payable. It took

nearly a year to pay the increases to all pensioners

and that would not now be acceptable.

6 CONCLUSION

Course (a) would mean recruiting a substantial number of clerks
and training them to undertake the research into the make up of
each pension so that the further increase on multiple pensions

/could
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could be paid manually.

Course (b) would involve computer programs which could not be
prepared in time, or an increase in clerical staff which
could neither be recruited nor trained in time. The problem
would, of course, not be confined to the PGO; all pension
paying bodies within the public sector would be similarly
affected.

" It is clear that either course would involve injustice to
some pensioners and considerable administrative difficulty
and expense.

I conclude that your first proposal is, from my Department's
point of view, impractical.

I am copying this to members of E Committee, and Patrick Jenkin,
Francis Pym, George Younger, Mark Carlisle, Norman Fowler,
Paul Channon and Sir Robert Armstrong.

oy sy

ANGUS MAUDE

e E——
(Approved by the Paymaster General
and signed in his absence)
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Ref. A01475

PRIME MINISTER

Inflation-proofed Pensions

(E(80) 16 and 18)

BACKGROUND «0).9x d Mba Ner
At the last discussion on 23rd January (E(80) lst Meeting, Item 5) the

Committee considered a proposal by the Chancellor of tﬁe Excheciuer that a group
of ""wise men'' should be asked:-

(a) To comment on the economic assumptions used by the Government

Actuary in valuing public service pensions.
(b) To set a subjective price on the ''guarantee'' of in<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>