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. CONFI1DENT LAL
FRIME MINISTER

MEETING OF E(A) ON THURSDAY 30 JUNE

You have already seen the papers for the meeting over the
waekend (under cover of my minute immediately below). I
assume from your comments on the papers on excheguer

contributions to BR and NFC pension funds that vou ses major

difficulties with Mr. Channon's propesals for legislation. If

80, you may want to take this item first (although it is
formally the second item on the Eﬁenﬂai and then move gquickly

an to the Severn crossing issue. That will be a difficult

N . : cy A0 S
declslion, and any solution will need to T&Eﬂﬂﬂll&ﬁﬂﬂﬂfll:tlng
interaats of tha Welsh Office, Department of Transport and the
Treasury .
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CONFIDENTIAL

PRIME MINISTER

MEETING OF E(A), THURSDAY 30 JUNE

Tou may like to take a first lock at the papers for naxt
Thursday's EBEl(A] over the weekend.

Two items are planned:

(1) Excheguer contributions to BR and NFC pension funds.

(Papers in divider 1.)

(2] Severn Crossing. (Papars in dividar 2.)

BR and HNFC Penszion Funds

There is a single papar from Mr. Channon together with a
Cabinet Difice brief. Papers on this issue ware circulated
earlier this spring.

On merits, there is a clear case for taking action to reduce
Excheguer contribotions to the pension funds, and s secure

worthwhile public expenditure savings aE-Elﬂ—dn million. But
in 1980, the Transport Ministers of the day, Mr, Fowler and

Mr. Clarke, gave pratty clear undertakings that the
arrangemants then introduced would not be changed. 8o the key

H 5 " - —— e — 4
issue is balancing the prospect of public expendifure savings
against what was said in 1980.

Severn Crossing

You will recall that there was not time to discuss this item
at the last meeting of E(A). You have already studied the
papers on that occasion, but may like to flick through them
again., It is a difficalt issue and will be contentious. My

attempt to suggest a compromise way through is in the note on
the top of the papers.

/7 EAUL GRAY fu@ ek

24 June 1988




CONFIDENTIAL

PRIME MINISTER 29 June 1988

REDUCTION IN FUNDING TO
BR AND HFC FPENSION SCHEMES

Now is not the time to upset the applecart!

Although the Excheqguer is paying €£30m—£40m a year more than
is needed into certain NFC and BR pension funds, the savings
gained by making the nacesssary changes wia legislation
would be far outwelighed by potential losses from industrial
action, not to mention the loss of goodwill.

Faul Channon in his paper says "We would almost certainly be
accuged of breaking our word:; ....". That accusation would
be used by the anti-privatisation lobby and interpreted as:

"The Government is only looking at returns to the
Excheguer. It does not care about what happens to the
peaple after privatization®™.

Rall privatisation, which will eventually be promoted by
D/Tp, is far too great a prigze to lose at the first hurdle.
Tha proposed actions would build that hurdle.

acommandations

l. Do nothing at presant.

If NFC szeek assurances from the Government for conbtinued
contributions post their propesed flotation, negotiate
at that time. Let them make the first move.

Leava the BR pension funds well alone. If privatisation
of BR eventually becomes a stated cbjective, there will
ba planty of time to conaider restructuring the pension
schemes in the lead up ta the :?fal privatisation
Bills.

T "
GHEG BOURNE

CONFIDENTIAL
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PRIME MINISTER
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EXCHEQUER CONTRIBUOTIONS TO BR AND NFC FENSION FUNDS
E(A)(8BB)31
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DECTSTIONS
1. Mr Channon seeks agreement in principle that the Government
should legislate to reduce its contributions to the pension funds
of British Rail (BR) and the National Freight Corporation (NFC).
This would be controvaersial, not least becaunze of commitments which
Ministers gave during the passage of the Transport Act 1980. Mr

Fowler in particular is concerned on this peoint. You will wish to

reach a decisgion in principle on whether Exchequer contributions

shonld be reduced despite the commitments.

2. If this is agreed, the handling will need carsful considera-
tion. Tegislation would not be possible until 1989-90 at the
earliest. An early announcement ﬁéﬁid méreik_gfsz-af.and NFC, and
the unions, a chance to mount a campaign to get the decision
reversed. On the other hand, the Government will need to make its
poaition clear before the NFC's publie flotation around the turn of
the year. Mr Chanmon therefare proposes to open confidential
discussions with NFC to try and do a deal, whila saying Aothing
about the pﬂsitiﬂn-gg_ﬁﬁ_fur Ehe Eime being. He would then consult
colleagues further about announcements on both BR and NFC. You

will wish to decide whether this iz the best approach.

BACKGROOND

3. In 1974 the Labour Government decided that BR would be unable
to finanece a pension deficit of some E800 million, and the
Exchequer should pay it off over ten years. Similar assistance was
given to WFC for employees transferred to it From BR. Following




criticism by the Publie Accounts Committes that those payments were
in advance of naed, the Government decided in 1980 to change its
contribution onto a pay-as=regunlired basis.

q. At the time of the 1980 Transport Act, Mr Fowler as Minister
for Transport made clear in Parliament, and to BR and the rail
unions, that the Government regarded the basis of contributions
EEEEpliEhEd by that Act to be a nnce—anﬂ—fnr—a11 gattlement. He

Aid so at a time when the chance of a substantial surplus was
regarded as negligible, whilst great importance was attached to
protecting the Government from an open ended commitment to fund BR

and NFC pensions, whatever the performance of their fund MANAgers.
The junior Minister responsible for the 1980 Act (Mr Clarke) said
in Committee "I accept that if the funded proportion outperforms

the obligation under the unfunded proportion, there will be a

gurplus which does not go to the Treasury but would probably go to

the improvement of benefits™. By the time of NFC's privatisation

in 1982, statements abouf Gontinuing the payments to NFC wera mads,
but of a8 more guarded natore {(eg: it is our present intention ...).

I The amounts pavable by Government under the 13980 Act wars
fixed by actuarial wvaluation. In the case of BR, which has two
main pension funds Eius nine minor onas, the Government currently

contributes £89 million per annunto its schemes. This ameunt is
[ S———

expected to inorease in the period up to 2000 and then tail off

gradually, perhaps coming to an end around 2050. Mr Channon's

preferred option is for Government to continuoe contributing £37

million to certain closed pension schemes relating te pre-1875

gervice which are unfunded, and to transfer regsponsibility for the

remainder to BR. This would produce a publiec expenditure saving of

£31 million on schemes which are now in surplus.

6. In the case of the NFC, the Government contributes £6 million
a year to three schemes under the 1980 Act. This was left
nnchanged when the NFC was privatised in 1982, the only privatisa-




tion to date in which the Government has accepted a continuing
commitment to fund pension scheme deficiencigs. The contribution

falls into two parts.

- £4.5 million into two schemes which are now in surplus [the
latest estimate of this surplus is £190 million). Although

funding ceased, they wonld be unable to benefit from a
penﬁinﬁg Hnliday to the extent of the reduced Government
funding. Government withdrawal could therefore affect their
profit and leoss account to the same extent as if they were

required to continue paying the £4.5 milliong

L —==

- £1.5 million to a largely unfunded scheme, which ia still in

deficit. Mr Channon proposes that the Government might agree
to continne this contribution. NFC would need to take it over

if the Govarnment payment ceased.

In additioen, under separate legislation Mr Channon has discretion
to refund to NFC the cost of rail and tube concessicns for
employaes tranaferred to NFC from BR. This ecarrently costs 82
million per year. Mr Channon proposes to ineclude travel con-

cesgiong in his negotiations with NFC.

Ta Taking all Mr Channon's proposals together, the gaving in
public expenditure might be £30-40 millioan a wyear.

[5EUES
8. The first issue is whether the Sub-Committee agqrees in

principle that the Government should reduce its contributions to

these pension funds. The principal arguments for reducing the

Gcovernment's ocontribation are:

a. the E30-40 million of public expenditure cannot now be
justified on pansion schemes which are now in surplus. The
original justification for the expenditure has entirely

disappearead;




b. circumstances have changed. It is guite reasonable to

review commitments made 8 years ago, in the light of the
substantial growth in the value of pension funds over this
period. Wo one could have foreseen the aenormous improvement

in the pension funds which have taken place since 1980;

4 action on WFC is justified, given its current fipnancial

strength. HAction on BR is justified, given the need to put

its operations on a normal commercial basis.

q9. The main arguments for retaining the present lewvels of
contribution are:

——

a;,ffglear commitments were gliven by the Government in T980.

VTE will not be easy to go back on thage, particularly when

Lxﬁ;ivate shareholders in WPFC would be disadvantaged. Mr Fowlar

Expfﬁésed concern about going back on the 1980 commitment in &

letter to Mr Channon of O March. He specifically regquested a
discussion at E(A). By contrast, wa understand that Mr Clarke

isg relatively relaxaed, and believes that the issues shounld be

addressed on thair current merits.

b thare could be an impact on future privatisations out of

nraportion to the £€6.5 million per annum savings from NFC, if
e ale . i
notential investors came to believe that Government assurancas

given in privatisation prospectuses are of little value. Mr
Ridley made thig peint in a letter of 15 March to Mr Channon.

e local avtharities could claim that such an action by the

Government gave them a precedent for evading some of their own
pension obligations. Mr Ridley mads this point too in his
letter of 15 March;

10. The second issue is whether Mr Channon's proposal to open

contidential negotiations with NFC is the best way of taking the

decision forward (if approved). Mr Channon envisages that a deal

with NFC might take the form of Government continuaing to contribute




to non-funded schemes (£1.5m per annum) but stopping its contri-
butions to funded schemes (£4.5m per annum). The Chief Secretary
may suggest that any continued contribution could be commuted into
a lump sum, to end Government involvement. Mr Channon may he
concerned that this would mean payving in advance of neads IF the
proposal for confidential negotiations is approved, you may wish to

ask Mr Channon and the Chief Secretary to pursue this bhilateraily.

You might alsoc wish to ask Mr Channon what he would say if news of
the negotiations with NFC were to leak.

HANDLING

11. You may wish to ask the Secretary of State for Transport to

introduce his Memorandum. The Chief Secretary, Treasury could be

asked to comment first. The Secretary of State for Employment,

followed by the Chancellor of the Duchy of Lancaster, as the

Ministers involved in the 1980 settliement, may wish to comment
next. The Secretary of State for the Environment may suggest that

there are consequences for the future privatisation programme, and
for local authorities. You may wish to ask the Lord President of

the Council, the Lord Privy Seal or the Parliamentary Secretary,

Treasury whethar they would expect any significant difficulty in
passing the necessary legislation through Parliament.

R,

R T J WILSON
Cabinet Office

24 June 1988




CONFIDERTIAL

10 DOWNING STREET
LONDON SWIA TAA
From the Private Secretary 23 June 19B6

Do fockat |

PUBLIC SECTOR PENSIONS: REALISTIC
CONTRIEBUTIONS

The Frime Minister has seen the
Chancellor's minute (undated) about employee
contributions to public sector pensions and
the Chancellor of the Duchy's letter of 11 June.
The Prime Minister agrees, subject to the views
of colleagues, that no further action should
be taken now to increase employee contributions
and that the Government should not go out of
its way toc make an announcement.

1 am copying this letter to the Private
Secretaries to Members of the Cabinet.

=
L !

David Norgrove

Mra Rach=sl Lomax

HM Treasury CONFIDENTIAL




CONFIDENTIAL

PM n'»« o |
bty (L Tabdek Lo
.l' Ea'r.._Lu_,La.uLLi_-gr' o L‘_ﬁ*ﬁ-

£

lreasury Uhambers, Farhament Street, SWIF GAL
ﬂ' . Ol o a5 )
PRIME MINISTER par Lhowelen iLWfr-—Jw .
fodp ik b g~ i
?}Ji_JF
rlnl/Ll

PUBLIC SECTOR PENSIONS: REALISTIC CONTRIBUTIONS

¥You will recall our commitment in the 1983 Manifesto that, "In the
next Parliament, we shall continue to protect retirement pensions
««« against rising prices. Public sector pensioners will also

continue ko be protected on the basis of realistic contributions".

After considering a report by officials in 1984, E(PSP) concluded
that any move to increase employees’ cuntrlﬁutiuns, if combined

with offsetting pay increases, risked misunderstanding and

controversy for no financial benefit:; and not to concede offsetting

pay increases would encounter strong employee resistance at a time
when the pay climate was already difficult. We therefore decided
ko awaik the conclusions of Norman FPowler's review of retirement

e ——————S—

provision before making any final decision, and I minaoted you to

e T

thias effect on 21k13}3*1934.

With the introduction of Norman's Social Security Bill, I have
looked again at the guestion of realistic contributions, and
congulted colleagues responsible for public sector schemes. Having
examined the options fully we are all agreed that we should not

take [further action now to increase employee contributions.

————

Developments in the past few wvears in both the level of inflation
and pay and pensions for public sector employees have transformed
the scene. The main sources of the concern which lay behind the
Manifesto statement were the open-endedness of the commitment to
indexation and the belief that the emploveesa' share of the cost of
this was insufficient. These issues are much less pressing today.
Action has already been taken, between 1981 and 1984, to increase
employees' contributions to the police, firemen, and MPs' schemes,
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and the allowance for effective pension contributions made by the
Review Body in setting armed forces' pay was also increased in
1981. Differences between public and private sector schemes in the
extent of protection offered against inflation have narrowed.

More fundamentally, our success in establishing sustained lower
rates of inflation has reduced the apparent benefits of indexation.

We have been pretty successful in controlling public sector pay, at
least so far as EE.IEE—E‘:L Government i{s concerned, and we must
clearly not let up. Taking into account all relevant factors,
including superannuation benefits, the ‘'overall remuneration
package' is generally appropriate to the need to recrult, retain

| “‘
and motivate the necessary gtaff. Provided our pay negotiakions

take proper account of the value to the employee of index-linked
pension benefits, I do not believe we need to proceed further down
the wvery difficult path of seeking actually to increase employee
contributions. The aim is to ensure that the overall remuneration
package represents value for money for the taxpayer, in relation to

the services provided.

Subject to your views on the substance, we also need to consider
handling. There is always liable to be interest in a Manifesto

commitment. But my own view is that we should not go out of our way
— =

= e
to make an announcement. If pressed, we can emphaszise that the
o

Government have, in the light o©of the Manifesto, always taken
agcount of the wvalue of pensions, and aimed at an appropriate
overall package.

The approach I suggest is not affected by my proposals, announced

in the Budget, for the treatment of pension fund surpluses. There
are, however; related gquestions to be considered about the
financing of some public service schemes and the treatment of
surpluses, and I have asked John MacGregor to pursue these with
colleagues. But none o©of these affects the line I propese on

employee contributions.




CONFIDENTIAL

NIGEL LAWSON







CONFIDENTIAL

CABINET OFFICE,
WHITEHALL, LONDON SW1A 2AS

Chanceliar af the Duchy of Famoscter

Tel Hao: 233 3299
Ta4TL
st

i) June 1986

The Rt Hon Nigel Lawson MP
chancellor of the Excheguer
HM Treasury

Farliament Street

LONDON

5W1l 3AG

D Ne,

PUBLIC SECTOR PENSIONS: REALISTIC CONTRIBUTIONS

Thank you for the copy of your minute to the Prime Minister.

1 agres with the approach you propoga, both in that we shoyld not
now re-open the questisn of the &xtent of employeea' contributions,
and that an announcement is not degirahle,

—

While the reduction in the rate of 1inflation has eased
substantially the difficulty in establishing realistic
contribution, it will also, if sustained, ease the inflationary
expactations which have played so strong a part in fashioning
public sarvants' allegiance to index-linking. At some point, after
a reazonably long period of low inflaticn, the whole issua of the
costs and value of index=-linked pensions might be able to be
re-considered.

I am sending a copy ©f this letter to the Prime Minister, to other
membars of Cabinet, and to Sir Robert Armstrong.

=

HORMAN TEBEBIT
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be. J. Redwood

10 DOWNING STREET

From the Private Secrelary
1 Aupgust, 1984

Public Sector Pensions

The Prime Minister has seen the Chancellor's minute of
27 July. She agrees that the best course is to await the
autcome of the Inguiry into the Provision for Retirement belore
taking decisions on the financing arrangements of public seclor
penslons schomes.

1 am sending coples of this letter to the Privata

Secretaries to the Members of E(PSP), John Graham (Scottish
Office}, and Hichard Hatfield (Cabinet Office).

Andrew Turnbull

Miss Margaret O'Mara,
HM Treasury.

CONFIDENTIAL
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From the Privale Secreiary
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PRIME MINIGTER 31 July 19B4

PUBLIC SECTOR PENSIONS

almost a year of deliberations have taken us no Eurther
forward. The options remain as they always were, and they
all boil down to whether anybody is prepared to bargain with
the empleovess in the health service, the education service,
and in the Civil Service, over the guestion of who should

pay for the realistic contribution towards pension costs.

If no-one is prepared to undertake this bargaining process
through the usual channels, then the whole exercise may as
well be abandoned forthwith. It is not a guestion of
neading more facts or of more deliberations concerning the
technical options. It all hinges on the polities of the pay

round.

The one suggestion I would make is that against the current
background of low inflation, it should be possible to
persuade the trade union side in all of these public sector
schemes that new recruits should be taken on without the

benefit of an inflation-proofing guarantasa. This would then

begin to limit the damage should any future Govarnment ever

allow a resurgence in the inflatienary spiral.

i
[

l | S

JOHN REDWOOD
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Treasury Chambers, Parliament Street, SWIH' SAG
Of-233 3000
PRIME MIMISTER
POBLIC SECTOR PENSIONS
Last year the Cabinet agreed that the financing arrangemants of

public sector pension schemes should be reformed to bring out
more clearly the +total costs of the benefits provided and how

they were split between employer and employee; and that all publie

‘service pension schemes should be reviewed to settle and introduce

—

appropriate realistic contribution rates. I was invited to arrange

for officials to undertake further werk on the detailed technical,

negotiating and 1é§lslatiue imPliﬂﬁ;innE (CC{83)27th) Conclusions,
Minute 4). As subsequently agreed, the work by officials has
bean ecarried out by the Official Sub-Committee on Public Service
Pengions (OP(PS)), The Sub-Committee's interim report was
congidered at the meeting of the Ministerial Sub-Committee on
Public Bector Pay {(E(PSFP)) under my chairmanship on 24 July.

2 The report by OF(PS) was confined to the four main public

e
gervice groups of teachers, +the WNational Health Service, local

avthorities and civil servants. At the moment, +the FEirst three
of those groups pay an overt contribution of 6 per cent, while

civil servants pay nve?%ly nothing, apart from a contribution
of lk per cent by men for widows' benefits. However, it can be
argued that the effect of past pay negotiatione is that overt
contributions do not represent the full effective contributions

—— —_—

that are paid.

i
3. OP(PS) agreed that, although there was no unique or objectively
right figure for the employees' contribution, it would be reasonakle
to take the figure of 8 per cent, envisaged by the Cabinet, as




a 'realistic'

CONFIDENTIAL

rate. ©On that basis, OFP(PS)} identified Ffour broad

cholces for Ministers.

Option A

Option B

Dption C

N0 change.

Increase contributions paid by civil servants undar

the Principal Civil Service Pension Scheme (PCSP5)
te 8 per cent either

(1) increasing gross pay to offset the effects

on net pay of the increase in contributions, but

amending +the terms of +the PCSPS to avoid any
improvement in pension benefits conseguential on
the increase in gross pay; or

(ii) accepting the increase in pension benefits,

——

but increasing gross pay by less than the amount
required fully to offset the effects on net pay
of going contributory in recognition of the increased
actuarial value of pension benefits.

There would be no immediate acktion on the other
three groupsy but later action would not be
precluded.

Increase employee contributions in the NHS, local
government and teachers' schemes to 8 per cent
on a puobliely stated basisa of maintaining the
existing actuarial wvalue of the pay and pension
package; move to a fully contributory PCSPS as
under Option B (i) or B (ii) abeve.
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Option D Increase employee contributions to 8 per cent as

pnder Option C; but with the objective of achieving
some net savings from all four groups through a

pay offset 1lesz than regquired +to maintain the
existing actuarial walue of the pay and pension

package,

a. A majority of OP(PS) recommended attempting Option D, while

recognising that the outcome might be nearer Option C. Thig
———S——

recommendation was endorsed 1in the memorandum by the Minister
cf State, Treasury,considered by E[(PSP).

5. E(PSF) agreed that we must rule out Option A. It would mean
abandoning ounr Manifestoa commitment to protect public sector
paenslions against rising prices on the hagis of realistie
contributions. However, E(P3P)] alsoc agreed that 1in precent
eireumstances +the other three options had little poelitical

attraction.

Option B would be attacked as a gratuitous improvement in

Civil Service pay, or pensions, or both.

L

= —
- e —

would, of its wvery mnature, allow us to achieve
no financial savings, but would no doubt involve
a4 great deal of effort, argument and misunderstanding.

might achieve socmething of substance; but it would
be bitterly resisted by the employees affected
and might well find 1little favour with the local
authority employers; given our current difficulties
en the pay front, E(PBP) were eclear that, at the
very least, now was not the time to embark on this
Option.

6. E(PSF) alse had in mind that the Inquiry into Provision for
Retirement, set up by the Secratary of State for SBocial Bervices,
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is expected to report within the next few months on a number of
issues which will be wvery relevant to the whole subject: the
relation between publie and private sector pensicn schemes; the
prospective economic burden of pensions; and the protection of

pensione against inflation after award.

T E(PSP) therefore agreed that we should awalt the outcome

of the Inquiry intc Provision for Retirement and then review oOUr

approach. Meanwhile, officials should do no more work on the

__-_._._ . & i
approach developed in the OP(PB) report, except in the context

of their work on preparing material for the Inquiry.

B. I am sending copies o©of this minute to the other members of
EL{BSP), to the Eecretary of State for Scotland, and to E8ir Robert
Armstrong. I eshould be grateful if all recipients would ensure
that copies are seen only by those with a clear need to know.

H.L.
27 July 1984




c.2. Mr. Owen
10 DOWNING STREET

Frams the Privale .'i'-'u'ru'rré.'_l'

19 September, 1

gir Robert Armstrong

Public_ﬁectﬁr Pcnsiun§

The Prime Minister waz grateful for your
minute of 168 September about the next steps on
public zector pensions:

The Prime Minister bhag agreed Tto tThe
procadure Yol propose. She has commented that
the subject of the fiurther work (described in
paragraph 2i. of vour minute) should be "the
detailed implications if the Primecipal Civil
Serviece Pension Scheme were to be made
contributory',

19 September, 1983,

CONFIDENTI AL
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Pn;i Hﬁuﬂkﬁ

Ref. AODB3/2643

PRIME MINISTER

Public Sector Fensions

IThe Cabinet agreed on 15 September (CC{E3) 27th Conclusions,
Minute 43 that further detailed work should be done by officials
on public sector pensions and that vou would arrange for further
consideration by Ministers when the results of the detailed work

by officials were available.

24 The further work falls under the following headings:
#
i. the detailed implications ni—m&héﬂELthe Principal
S : ; : uﬁnﬂhh@ P e
Livil Service Pension Ech&me[fnﬂtrLbutnry;
i

I 8 in respect of other public service schemes, the
detailed implications of bringing employees' pension
contributions more into line with benefits (the scope
for adjustments of benefits not to be ruled out entirely
but the Manifesto broad policy of proceeding by secking
realistic contributions to be borne ain mind):

1ii. 1in respect of the nationalised industry schemes,
how they could be required or encouraged to adopt a
similar pelicy to that eventuslly decided upon for the
public services.

X I proposce that the official work should be carried out in a

new Official Group in the MISC series under Treasury chairmanship.

As to further Ministerial comsideration, vou referred in the

Cabinet discussion to a Sub-Committee of the Ministerial Steering

Committee on Economic Strategy. The obvious forum would be the
s Tt

Ministerial Sub-Committee on Public Secter Pay (E(P5F)) which is

chaired by the Chancellor of the Exchegquer and comtains not only

the Secretaries ol State for Social Services and Employment, who
have a general policy interest in pensiens, but also the main

Ministers with respensibilities for the public services and the

CONFIDENTIAL




nationalised industries.

negotlatlions ol pensions and

well

Chancellor
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arising from the woerk of officisls before vou become involved

dgain. then want to chair a
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meeting yourseltf = either ad hoc or in

Depending on developments wou might

ES = hefore the matter came

back to the Cabinet.

-

anall

we proceed on these linesT

ROBERT ARMSTRONG

CONFIDENTIAL
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Ref.A083/72603

PRIME MINISTER

Pabkliic Sector Pensions
CL83) 30

BACKGROUND
This memorandum by the Chanceller of the Exchequer proposes

increases in public service pension contributions as the soclution

to the prnhlcm_EF Indui—liﬂking.

£ The Cabinet last discussed public sector pensions on

3 June 1982 on the basis of a paper (C(BZ) 14) by the then
Chancellor of the Exchequer (CC[(82Z) 31st Conclusions, Minute 4).
In essence, the basic structure of public service pension schemes
would be left larpely unchanged. Most public servants would pay
a basig ntribution of 6 per cent of salary, plus a "special

(L}

L= —
charge" related to the year-by-vear cost of index-linking; this

"special charge” was expected to be about :1& per cent, and would

vary in line with the cost of Index-linking. Public servants

with an especially early retirement age (mainly policemen,

firemen, and members of the Armed Forces) and therefore faster
than normal accrual of pension benefits would pay a rather
higher basic contribution, and & higher "special charge", Lo

reflect in part the significantly higher cost of their henefits.
Particularly in view of the difficulty of legislating in the
1982-83 Session, it was decided not to proceed further at the
time.

5 The pressnt Chancellor's propesals, in C(B3) 30, though also
involving an increase in emplovee contributions to around
'-_ e B i Al

8 per cent in normal accrual schemes, are significantly
ditrerent. In particular:

—

Fs He proposes extensive changes in the financing

arrangements of public¢ service pension schemes "'to bring

out more clearly the total costs of the benefits provided
and how they are split between employver and employee'.

1
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b Employees' pension contributions would not he split
' . - —- :
into two tiers and would be assessed on classical

L e ]

actuarial lines rather than, in part, by reference to

the year-bvy-vear cost of pensions increase as previocusly

propesed.
—
He proposes that officials sheould be instructed to prepare a

detailed programme of action on this basis.

4., As the Chancellor of the Exchequer points out, it would be
consistent with the proposals in C(83) 30 to make the Principal
Civil Service Pension Scheme contributery: there is separate

- “ s
correspondence on this aspect. It can, however, be left for

separate consideration in the light of the Cabinet's decisions
on the general questions raised in C(83) 30.

=45 The proposals apply 1.:!TL|=' te the public services. [he

Chancellor says that ir will be necessary to consider 'how to

make the nationalised industries follow the public seryiges'

lead', but gives no further details.

6. A brief description of the financing of the main public

service pension schemes is attached at Annex A.
—_——— = - ==

MATN ISSUES
4 The main issues before the Cabinet are as follows:

(1] Should the aim be to levy emplovee pepsion

contributions, in the generality ol public service
e A : '--_l %
schemes with normal rates of accrual of benefit, at a

significantly higher rate than now?

G B If so, is the approach underlying C(83) 30 is
the best one?

Higher contributions

B. To ask public servants for higher pension contributions
s i)
15 tully in accordance with the Eenerﬂl tenor of discussions in

Cabinet before the Geéneral Election, and has ample warrant im
the Election Manifesto. But it is possible that some Ministers

may have reservations. —_—

A
&
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[a) Allowing for differences in the timing and bases

- N - - H - .
of the Figures in Appendix 1 to the note by officials
attached to C(83) 30, thérﬁ?cﬁcnt pattern of contributions
seems’ falirly comnsistemt. The majority of services are

paving, in formal contributions, about 30 per cent of the
L . : . A ———
cost of their pensions. The exceptions are other ranks

o) T P e

in the Armed Forces, and MPs (both rather special cases),
——— e

and Ithe Civil Service. I understand that, on average,

employvees in the private sector pay contributions of some

4.3 per cent out of a total cost of some 15.3 per cent -
e —

around 28 per cent of the total cost. These figures do not

provide a convincing justification for & substantial

increase in employee contributions. In particular, staff

interests can be expected to argue that the increases in
contributions by the Armed Forces, police and {iremen hawve
brought them into linme with the ngeral pattern and do not

constitute a reason for incre in contributions paid

by other public servants.

(b} 1In those cases where the Government 1s seeking an
increased emplovee contribution to bring It to a realistic

level (le from 6 per cent to & per cent in many cases).
_—

The objective will be to secure savings for the taxpayer.

But these groups will no doubt press for their pay to be

increased to offset the increased contribution, arguing

that theilr existing pay must be assumed to take account
of their pensions, benefits and contributions. To the
extent that these claims gre pot resisted the savings

will be lost.
—
Hnthnﬁ

9. On the method to be adopted For securing increased
contributions, the Cahinet may wish to consider whether the
T —— i
Chancellor's new proposals are preferable to those discussed
e .

by the Cabinet last year. They avoid the concept of a new

"special charge" for index linking. They involve however
recasting the finances of most public service schemes which
may regulire lengthy negotlations with the staff and employers

affected; and complicated lagislation.
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Nationalised Industries

10. In previous discussions, the Cabinet has shown a preference
for extending decisions in this field to the nationalised

industries; but, given the lack of Ministerial control over

the terms of nationalised industry pension schemes, it has

proved impossible to devise any reliable way of doing this.
[t may be that the language of paragraph 6 of C(83) 30 will prove

too sanguine, and that exhortation is the most that will be
feasible.

Further work

11 If the Cabinet broadly approves the proposals in C[83) 30,

further work by officials will be needed, as the Chancellor says.

| suggest that this work should be overseen by the Ministerial
Sub-Committee on Public Sectox Pay [E(PSP)}), reporting its

conclusions to you as appropriate. This work could include the
position of the nationalised industries.

Announcements

12 s The Chancellor suggests that the Government's intention to

proceed 1n _the way he proposes should be announced to Parliament

when it returns. OGiven the desirtability of maintaining a

coherent line across the public services, there is much to be
said for a single announcement. But unless an announcement 15

full, it is likely to genergtea good deal of disquiet among staff.
It would probably be appropriate to ask officials, as an early

part of their work, to advise on its form and content.

HANDLING
j 0 You will wish te ask the Chancellor of the Exchequer to

introduce his memorandum. The Foreisn and Commonwealth Secretary,

the Home Secretary and the Secretaries of S5tate for Education

and Science, Northern Ireland, Hefen;é; Scotland, Environment

and Social Services will have views on the implications [or the

services [or which they are responsible. The Secretary of State

for Employment can advise on the likely implications for pay

negotiations. Ministers with sponsoring responsibilities for
—s
the nationalised industries may wish to comment on the prospects

for making the industries follow the lead of the public services.

4
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CONCLUSIONS

14

You will wish the Cabinet to reach conclusions on the

proposals in C(83) 30, 1e:

1. whether the [inancing arrangements of public service
schemes should be reformed to bring out more clearly

their costs and the split between employer and employee;

ii. whether all public service schemes should be reviewed,
in association with the Treasury, to settle and introduce

appropriate realistic contribution rates;

11i. whether B per cent should be the rTealistic

contribution rate for normal accrual schemos:

ii. whether officials should he asked to prepare a

detailed programme of action;

V. whether there should he a public announcement when

Parliament returns.

ROBERT ARMSTRONG

14 September 1983

=
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Financing of Public Service Penslon Schemes

There are three main methoeds of financing public service

pension schemes:

'"Pay as vou go' [PAYG)

2. The Civil Service, Armed Forces, Police and Fire schemes
are all financed by this method. The employer receives all
emplovee contributions and other forms of income (for example,
transfer values from other schemes) and takes them into his

generazl finances; he defrays all benefits and other outgoings,
———— i

including pensions increase, as thev arise, from his general

finances. There 1s no employver's contribution, as that phrase
is usually understood in the private sector: the employer sSimply
meets the difference between 1ncome and outgoings.

Wotional funds

LI The teachers' and National Health Service pension schemes

are notionally funded. Contributicons from employers and employees
[asseSsed on actuarial principles) and other forms of income

are deemed to be Invested In & fund, speinst which basic beneflits
and most other outgoings are deemed to be charged. But the fund

does not exist: it is5 essentially an accounting device, which

was originally intended to serve as a check on the adequacy of
employers' and employees' contributions and the equity of the
division beotwean them. The actual financial tranzactions are

essentially on a PAYG basis.

4, Pensions increase 1s not charged to the notlonal funds:

1% isr;nld by the Eiﬂhequmr. I'hits the taxpayer pays the full

e

¢ost of pensions increase for teachers, whether they are emploved

by local education authorities or by the private sector. If

emplovees' pension contributions were adjusted to take explicit
account of pensions increase, it would be logical to integrate

the financing of basic benefits and pensions increase. The

emplovers would ne doubt insist that any resulting changes should
not shift any part of the cost of pensions increase from the
Exchequer to them. Arrangements to achieve such a result might
well be complicated.

1
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Feal funds

s The schemes for local sutherity white cellar and manual

workers are pgenuinely funded: local authorities or groups of

local authorities maintain real funds, like most private Sector

! contributions

employers, into which employers' and employees
are paid. The contribution income and the return on the funds'
—

investments are used to pay basic benefits and most other

gutgolings.

e P . . 3 " .
6. Again, pensions increase is not charged to the fund: 1t

' - "W o R P g '
i5 financed by PAYG charges by empleyers on the rates. If

employees’ contributions were adjusted to take explicit account
of pensions lancrease, 1t would be logical to integrate the

financing of basic benefits and pensions increase. This would

appear to require substantial recasting of the existing system.

2
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10 DOWNING STREET

Fram the Private Secretary

SIR ROBERT ARMSTRONG

SOCIAL SECURITY AND PUBLIC SERVICE PENSIONS

The Prime Minister was grateful for your minute of 15 November,
in which vou recommended that a Ministerial Group on pensions
legislation be set up; and that there should be further
consideration later of a further Ministerial Group on sccial
Sefurity.

The Prime Minister has commented that presentational and other
issues are arising already. She would accordingly like both
0l Lhese groups Lo be sel up immedialely.

The Prime Minister would be gratefiul if vou would put the
necessary arrangements in hand.

18 Movember 1882
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10 DOWNING STREET

Fram the Private Secratary
18 November, 1532.

Ik%? ;lvfﬁ

The Prime Minister was grateful for your Secretary of
State's minute of 2 November about the follow-up to the Cabinet's
decigion earlier that day about social security and related
matters.

The Prime Minister his decided to sei up two Ministerial
Groups: one on presentational and other issues in rolation
ta the decisions and legislation required for recovery
of pensions over-provision: the second to consider Lhe policy
and legislative implications of the proposal to break the
exigting statutory link between the Increases in state
retirement pensions and 1lndex-linked public service pensions,

The Secretary of the Cabinet will be in touch further
with your Secreétary of State about the sarrangements.

1 am sending a copy of this letter to Richard Hatfield
(Cabinet OQffice),

Y sitertly

fUELA#l Jiholay

——

DT Clark. ‘EBg.,
Department of Health and Socigl Becurity.
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PRIME MINISTER
L .,'h'l l'h.l'}ft.ph} b

My Frelir 7

—

*“’tﬂqru fﬁ n““'”*””h ?

Social SBecurity and Public Service Pensions

-

-

[ 1y
Mr Scholar in his minute of Sth N#vember Iindicated that you
were content with the broad approach to following up the Cabhinet's
decigsions of 2nd November on social gecurity and pensions matters met
out 1n my minute of 8th Egrﬁhher (Ref: ADEI/0009). I undertook to

pliit forward detailed proposals.
Sonial security issues

2, On the pocial security issues the immediate work has now been
L i)

done. The Govermnment's intentiocn to recover some at least of the

over-provigion has been announced. On legiglation, I understand
—————— =

that the Minlsters most closely concerned are agreed that it would

not he desirable to include anyvthling about the over-provision In
T

the bill which is to be introduced shortly concerning the National

Insurance Surcharge, and that there will have to be a second bill

. - : ' e e )
SO0me CT1mé AeXt year, The remaining tasks are:

i. to take final decisions about the extent of recovery of
the over-provision and sny offsetting improvements in
gocial gecurity benefits;
to congider the content and timing of legislation required
for this purpose;

1ii, to consider the presentation of the final decisions.

3, Dne opticn would be Lo =6t up & group now to deal with these
matters (which might be called the Ministerial Group on Social
security Issues) with the following composition:

Chairman: Loird President of the Council

Members: secretary of State for Sopcial Services
Chief Secretary, Treasury
Becretary of State for Employment
Chancellor of the Duchy of Lancaster
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The Tord Privy 8eal and the Chief ¥Whip would receive the Group's

pr——
papers and would be invited To attend any meeting at which specific

Parliamentary aspects were to be discussed.
e —

4, It pow seems unlikely however that such 2 Group would have

mich to do in the next Llwo or three months. The Chancellor of the

Exchequer will probably want to consider the main decisions of
substance in the context of the next Budget, and it would be unusual
to discuss decisions of that kind in a Ministerial Group. You may

therefore prefer not to st up the Group at present but to keep

it in mind as a piece of machinery which may have to be activated
around the time of the Budpget when the main decisions have beoen

taken and further work is needed on the prescntational and
legislative implications.

Public service pensions issues

"

. The same considerations do not apply to the specific issuc of
whether to break the existing statutory link between increases in

the state retirement pension and index linked public serviee pensions,

It would be desirable to sot work in hand now both to consider the
policy and the legislative implications in good time before next
year's bill dealing with the over-provision. I therefore suggest

that you might set up now & Ministerial Group on Pension= Legislation
REE

with the following composition:
Chairman: Chancellor of the Exchequer
Members : Home Secretary
Lord Chancellor
becretary of State for Education and Sciepnce
Ssecretary of State for Defence
gecretary of State for the Environment
Lord President of the Council
decretary of State for Social Services
Lord Privy Seal
secretary of State for Employment
Minister of State, Treasury (Mr Havhoe)

CONFIDENTTAL
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f. The Group is Inewvitably a large one because the lssue arfecls
[ —

not only civil service pensions but also those of the police,

judicidgTy, teachers, armed services, local anthority employees and

National Heplth Service staff. As it 1s, the Group may need to

bring in from time Lo time other Minlsters such as the Foresign
and Commonweal (h Secretary, Lhe Secrelary of State for Scotland,
Lhe English and SBcollblish Law Officers and some of the nationalised
Iindustry spongsoring Ministers. Some Ninislers, such as. the
Home Secretary, may well prefer to be represented by junior
Hinsters.

7. I also propose that there should be an Officlal Group with
broadly =zimilar membership.

B. If wvou agree with these proposals I will put the necessary
arrangements 1n hand. I am alsc attaching a draft Private Secretary
réply to the minute of 2nd November from the Secretary of State for

social Services.

ROBERT ARMSTRONG

15th Novembar 1983
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DRAFT LETTER FOR P3/ND 10 TO SEND TO PS/SECRETARY OF STATE
FOR HOCTAL SERVICES

The Prime Minister was grateful for your Sedretary of State's
minute of 2Zpnd November about the follow=-up to the Cabinet's
decisions earlier that day relating to social security and

related matiers.

Az the immediate issues relating to presentation and legizsla-
tion have now been resolved by the Ministers most closely
concerned, the Prime Minister does not propose to set up a
Ministerial Group for thls purpose, althouph she will

keep the possibility in mind when further steps have toc be
taken next year. A Ministerial Group will however be set up
to conalder the specific issue of the existing statutory link
between increases in the state retirement pension and index

linked public serviee pensions.

The Sccretary of the Cabinet will be in touch further with

your Secretary of State about the arrangements.

I am sending a copy of this letter to Richard Hatfield

(Cabinet Qffice).

CONFIDENTIAL







10 DOWNING STREET

From the Private Secrefary 12 November, 1082

PUBLIC SECTOR PENSION ECHEMES

Many thanks for your letter of 10 November,

with the attached note and table,

I showed this to the Prime Minister, and she

was grateful for the work vou have had done.

Jd. Gieve, Esq.,
Chief Secretary's Office
HM Treasury
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Treasury Chambers, Parliament Street, SWIP 3AC

M ¢ Seholar Eag
10 Dewning Street
Lendon EWl 13 November 1982

Dw Meclual

rUBLIC SECTOR PENSION SCHEMES

Tou asked in your letbter of 25 . W Turther nots on
the penslons burden imposed on [ sector industries over
the past ten ¥ears.

I attachk some figures art?l 8 shqpg note, They show that no

V. | $ 3 T, 3
deficienclies have been "writifen ORf", But three industiTles in
particular - the Coal 5LhT“'I', the: Poat OUfflce (including British
Telecoms) and British Rail - face large historic deficliencles
3 = w Sk e A (L Lo R B i . w fi T e -
i thelr penglan funds. The Exchequer bBas been directly involved

the coet of some of thtse deliclencies. The olrecum=
[ ed are deseribed in

rth industry, itish Gas, has nol made formal deficiency
nts but the inﬂ:‘ELS:nE:-FJr'IJ-"rl of ‘emplovers’ contributlceos
gta they may have chosen to meet & similar problem by &8
erent route, ::

r:':-:[_llﬂr.ﬂ'_il;lrlr_'. underlying the larger scale deficlienciss are
ropted in historie factors - reflSfINE OEClSions taken ten or
more yoars ago. Jur primary corcern i3 o ensure we do nobt oadd
to thespe liabilities, To this =nd we are currently doing sone
work to clarifly how Tar the industries have freedom o replace
2xigting schemes with new ones; how far the industries
impiicitly the Exchegquer) stand behind the liabllities
pernsion Tfund: and whebher thers are any other factors
cregle "'“L.].ru;.ﬂ nt liabilities an the Excheguer.
secratary will be considering the impliecatione of
comp leba,

\{,-., _[:m;-*_j}
T_;‘I- f;-.‘:.lr

JOHN GIEVE

Frivate Eecretary
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PUBLIC SECTOR PERSION 3CHEMES

and B attached show contributlion lewvels and the extent of

payments by the maln publie secbor Industries since 1972-73

ahows in it cases a relatively stable pieture. Contribution
general have ] rige over the past ten years. This reflects

trend towards improved neion ““E“lElDE, marked particularly by the
.

irtroduetion of the new Stat: hem 197 S ;G
. Dne uxnﬁ;tlﬂn is British Gas where the regularly increasing level ol
employer augeeat there is an underlying problem with

deficiencies in the Tund which are being met by the employer.

Table B again showe a relatively stable piecture for most infustries.
number of Indus 25 have made or are making deficlency payments on a

modest seale., Thig nt anuslal by fnormal commernsial standarde. -_I.".'.I"'EE'

the Coal Board, the Post Offise (including
Eritish Telecoms) and British Rail. TIn each of f cased regular
deficiensy payments are being made and in some cases the Excheguer is

directly involved. The circumetances in sach case arve different.

5. The deficiencies in the Coal Board echemes stem from the rapid rundown
- r— TR,

ir manpowsr in the industry over Lwo decades gnd the decision in 1874

te inflation proof Ehe pengiong pald to existing pensiconers. The Govern=
ment meets that part of the deficiency in the minera' scheme thet relates
toc people who left the industry before April 1975. These deficieney
payments are additional to the LGovernment grants to the NOH to meetb early

retirement and redundancy coste.

B. The Post Office fund has =2 tobal det 3 E20L9 millian EE

e - - - —_ =
which £1712 million has kEeen atiributed f£o Britiszh LTelecom. ELZR0 il

;1

::f“_ the :c-ficicnm-ma E
Government Department and fund's investment was pleced noticnally in

lew interest bearing Government steock. The remainder of the deficiency
pallects later inadequate funding steck. The paymentes by the Post Office

and Britishn Telscome to ligulidste these desficiencissa gre due to coms Lo

end in 1892 —

COKFIDENTIAL
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The Excheguer does not contribute towards these deficiencies.
£45 million paid annually by the Excheguer to the Poat O0ffice
represente the transfer to the Post Office of the asseta of a
fund which existed prior to 1969 when the Corporation was s Govermment

Department. These payments will come to an end +this yesr.

7. 7In the case of British Rail no deficieng gde by the

industry but the Government is meeting the emerging cost of certain historic

deficiencies., These deliciencies arose 88 s result of inadeggg;g Tunding

in the past and because favourable transfer terms were offered to memters
of the old railway pension schemes when the modern funds were established,
By the early 19708 the deficiencies were reaching a point where the industry
wag unable to fund them and under the Halilway Act 1974 the then Government
undartonk to fund any unfunded obligations incurred up to 1 January 1975,
Onder the Transport Act 1980, the Goverrment changed the method of

fundinzs o meet only the emerging cost of the deficliencies. The BR funds

are currently fully funded by employer and employee contributions in
regpect of current service.

2
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10 DOWNING STREET

From the Privale Necrefary

S1R ROBERT ARMSTRONG

SOCIAL SECURITY: PRESENTATIONAL I8SUES

The Prime Minister was prateful for your
minute of B November (ref. AOBZ/0008).

The Prime Minister agrees with the broad
approach in yvour minute and would be grateful
if yvou would put forward more detailed
proposals, Presumably they would include,
or would be in the form of, a draft reply

to Mr. Fowler's minute of 2 November?

g November 18332
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Ref. ADB2Z/ 00049 |
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PRIME MINISTER 4
Ak X 0

gocial decurity: Presentatiotial Issues LS “fﬂ

The Cabinet decided on 2 November (hat i small group of Ministers
most closely concermed should conuider the presentational aspects of
the decision of principle Lo oTset at least part of the excess pro-
vigion for inflation 1im Lhe Kovember 1982 uprating; the group was
also to conslder Lhe possiblity of breaking the existing statutory
link between incresses in the State retirement pension and index-
linked penslons in the public services. T understand that you wish
the Lord President of the Counell to take the chair of such a4 group.

£. The minute of 2 Nove Eflt'f'raiiﬁ I.r:n-r. Secretary of Btale Tor Social
Jervices suggesls that the other members should be the apa;T_:T?‘“r

"--—l-l—- | L ]
dtate for Induslry, Lhe Chief Secretarv, Tressury, the Minister of
e

e = — 4 . =
Agriculture, Fisheries and Food or the Secretary of 8tate Tor
Employment, and himself.

L
4, 1 think thal there are three aspects Lo these igsues:
(a) TFirst, Lhere is the handling of Lhe necessary legislation.
m——y >
1 understand Lhat, in partienlar, the Treasury need a very
early decision on whether the legislation that thev are
——

preparing on the Natlonal Insurance Surcharge should include

powers to deal with the over-provision. The lLord President

is already discussing this with the Chief Seccretary, Treasury
and the Secretary of State for Bociil Services.

(b fwd]]{. there is the elaboration in the rather lonpger-—
term of Lhe Government's public justification of its decision

e olflfset the over-provision:; and the consideration of both

the subsltlance and the presentation of decizicns on the
balance between moderating the extent of recovery and making
lmprovemenls elsewhere in the sorisal security system.

{e) Thirdly, there is the possihility of bx:i:*ﬂking Lhe link

between increases in the State retirement pension and

increages in publiec serviece pensions.

SECRET
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4, T suggest that the Mipisters moslt copcerned with () and (b)Y are
- - . i F ] _
the Lord President, the dSecretary of State for Social serviees, Lhe

Chief Secretary, Treasury, the Seéretary of State for Emplovment, the

m—

Chancellor of the-ﬁachy ol Lancaster apd, when specific Parliasmeniary
aspects are invﬂlvﬁat-rhe Lord Privy Seal and the Chief Whip. 1 would
not have thought that the EPHrJT;:;“nf State for Tﬁﬁﬁklry or  the
Minigter of Agriculture, Fisheries and Food, both referred to in

Mr Fowler's minute, need to be involved, unleéss you would like to
include them for political reasons.

5. Separate lsspes are ralsed by (). It the 1link between increases
in the Btabte retirement pension and public service pensions is broken,

there will be no mechanism for increasing public service pensions.

The Government will then be obliged to =say what, 1T anything, it

propo=ses to put in place of the existing system. That will naturally

raise the issues discussed in the Scott Report, which the Cabinet has

-———q
g0 far found intractable. If they are to be pursued, it will be

necessary to lEEElvD the Ministers with responsibility for public
gervice pension schemes [(the Home Sccretary, and the Secretarie=s of
state for Defence, lodustry, the Environmenl, Social Services and
SBeotland), and perhaps Minlsters with sponsoring responsibilities
for the nationalised industries; as well az Treasury Ministers and
the Lord Priyy Sesnl.

6. This suggests that the right courss is for the Lord President to
be nomindted a8 the Chiairman of a group with & small permahent momber-
ship but with the opportunity to bring in other Ministers as reguired.
Its first task would be fo consider the urgent issues mentiohed At
parggraph 3 (a) above; and this is already in hand informally. It
could then go of to consider the issues mentioned at paragraph 3 {(b).
I think, however, that i1f the issues at paragraph 3 {(¢) are to be
adeguately considered - in effect, this mweans addresslng again zome of
the main Scott issues — it will be more coovenient to do this in a
separate forum.

i If wvou ggree with this broad approach, I will put forward more
detailed proposals.

ROBERT ARMSETRONG

& November 1982

g
SECRET




10 DOWNING STREET

Fram the Private Secretary 25 October, 1982

PUBLIC SECTOER PENSTON SCHEMES

Many thanks for your letter of 21 October with which
vou enclosed a note on the pensions burden imposed on the public
gector in terms of write-offs, subsidies and employers' contributions
to pension funds.

The Prime Minister has the impression that some large deficiencies
not mentioned in the note have been written off in the past by

legislation or by other arrangements. Please could we have a further
short note, stretching back say ten years?

Jg. Gleve, Eaq.,
Chief Secretary's Office
H.M. Treasury
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Your letter of 11 Ocgober recorded the Prime Minist

about the costs of peneion provisior in the publie

asked for a note on the burden imposed in terms of

gubsidies and employers' popntributions.” The enclose

out "tH1s information for the pationalised industries. Margaret
O'Mara wrote to you on 15 Qetcober about the position in the
publip sector more gerierally 1n the copntext of the line 1t 1s
proposed to take in the debate om Seott later this wesl,

5o far as the debate 1s concerned, the approach set out 1in
Margaret's earlier letter covers the nationalised industries as
well. The major difference between the natiornalised industry
fchemes and those elsewhere in the public sector iz that we have
no direct reaponsibility for pension arrangements in the industries

this letter to Private Secrefaries in the Departments
Environment , Industry, Traneport, the Scottish Office
Hatfield (Cabinet Office).
ﬂrfl"r-
LR R i T _.-'J

’,I;L é:t.ﬂ

JOHN GIEVE

Private Secretary




PUEBLIC BECTCR FERSION SUHENED

This note deals with the nationalised industries.

2. The attached teble shows for the main nationaliged industry

funds total expenditure on benefits and its financing. General-

igationg are difficult. Enmployee contribution levels range from

2.5% to 9.%3% of earnings (averaging shout &%), and between
—— ——

- ——,
17% and 50% of total comtributions. Employer contribumtions
— o

range from 7.6% to 29.7% of earnings (averaging sbout 11%).
Within some schemes contributicon rates differ between manual and
white-cellar workers. These disparities reflect the fact that

pengions are negotisted by each management aga part of a total

package of remunerastion and conditions of service.

2. 6 of the 12 industries make deficiency payments to their

—

pension schemese, ranging in 1981=-82 from £1.%m to £89.3m and
— - -

from D.0% = 3.%3% of total labour costs. In addition the

Govermment makes payments to the funds of three industries:

the Cogl Board, the Fogt Offiee gnd British Rail. Subventiona

o~ —_— : :E=’.
from industry and Government tofelled Z26U million in -1981-82.
--‘
f this total E54.11 million, in regpect of Britisgh Hail, reflected

a statutory cbligation to meet the emerging cost of certain
historic liabilities. This obligation was incurred when s general

capital recenstruction of British Rail in 1974 revealed that




CONFIDENTIAL

British Rail, as a contracting industry, could not meet pengion

obligations from its reveme account. 3Similarly contributions

from the shrinking workforce of the NCB are insufficient to meet
e —

pest pension obligetions. The Government sees an oversll financial

b - = NS
gEn£fit in contributing to the pensions fund and enabling

redundancy schemes for miners to go forward. Govermment
ceontributiens to the Pogt Office Staff Superannuation Fund

are on a different basis. When the Post Office became a

public corporation in TEEE_FEE national fund to which the

Fogt Cffice had been contributing was transferred to fund trustees
through a series of lump sum payments by the Government; which

will cease in “1982/3.

4. Comparisons of the burden of pension funding in the publie
and private sectors are difficult and have to he treated with
canticn. Comprehensive surveys distinguishing between publie
end private sector schemes are few, end tend not to separately
identify netionalised industries. What informatidn is gvailable
suggests that the total cost of pensiona tends to be somewhat

e

higher in the public zector industries than in the private sector;

but that the public sector employee pays & higher employee

contribution and meets a slightly larger proportion of total costs.

5. A survey by the Govermment Actuwary in 1979, for example, found

that total pension contributions aversged 15% of average earnings
——

in the private sector, btut 18% in the public sector. These

contributions on average were divided between employee znd employer

in the ratio 1:3; but smoeng the nationalised industries all but




£ T T T
i 19600 |
wiiin il LLAGIND ] iy

& (out of 15) schemes showed = higher proportion than this of
erployee confributions. A more recent survey by the Wationaml
Association of Fension Funds in 1981 ghowed an sverage employer's
contribution of 10.81% = exceeded by most nationalised industries -
but also showed that 42% of all employers made deficiency payments
into their funds. Deficiency payments in the nationalised

industries are not running at gignificantly higher levels.

6. The Government no longer has any direct involvement in or

powers 0over pension terms in the nationalised industries.
— e "
Arrangements are made however to monitor the funds' finances at

regular intervals to ensure that major deficits do not arise
{because in practice the Exchequer could find it hard to stand

back from the consegquences of such deficits): and to engure that

where defliecliencies do arise, proper congsiderastion is given to
[ - P |

meeting them (within the constraints of contractusl obligations
and the statutory independence of the Funds) by adjusting benefits
and emplcoyee contributions before the industry makes any payments

to the funds.

HM TREASURY
20 Qetober 1082




lumber af Total

Contribtution Iiates

IT'-e flclency payments

Tran employer

heno Ficlaris Expenditure
L'ﬁi}l:l:l on bonefita
: (im)

Enployee

Ennlayer

[Lm) A % of
total wape
coata

subestniionm
A
low b Ve

(£n)

Mationnl Conl Boprd: Staflf
Minurs
Eleetricity Supply Induatry
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Soheme not index linked

Twe tiared schocs

Information relates to 1900-81.

thet malaies £0 those persons who left the industry balfoms & Aprell 197%.
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e e Figurcs relate o galendar E9a0.

I'he Govermment meota the cmerging cost of cortain historiec,liablilities,
The Loverumont peinbursss to the NCH the soeta of eliminating that part of the doficiency in the Minsworkers Pension Schems

':,-5} Tnaluden deficianoy paymenta of ap to 10 i of anlexy.

[Far 1981-82 4hie amounted to E5dm out of total deficiency
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DEBATE ON THE SCOTT EEPORET

In my letter of 15 '::E_F'ti:-I.iJ-E'r. 1 promised to send you a copy of the deaft of
the opening speech“which Mr Hayhoe will be making in Friday's debate on
the Scott Report. This [ now enclose.

———

You will see that the draft remains silent on a j ‘ een
nctiﬁg.ﬂmmmnﬂ and the future of index linking, as the Prime Minister
requested. However, it seems hkely that gquestioms on this point will be
ralsed and we are considering how best to deal with them without giving
any commitment one way or the other.

I am copying this letter as belore.

MISE M O"MABRA
FPrivate Secretary




PENSIONS — DEBATE ON 22 OCTOZBER - OPENING SPEECH

I welcome this opportunity to discuss the whele guestion of indexed
linked pensions in the public sector in the light of the wvaluable
report by the Committee under the chairmanship of Sir Bernerd Scott
which was publicshed last year.

2. Since we last debated this subject in Februaery, the rate of
inflation has continued to show 2 welcome fall. At that time the
annual rate was 12 per cent. Last week it was announced that the
Septenber index bad asctuslly fallen for the first time in 12 years,
and the annual rete of increase of the Retail Price Index is down to
7.3 per cent, the lowest for 10 years. We fully expect the rate To
decline further over the next few months.

A More steble money reduces the disparity in pensions which has
caused such public concern in recent years. With pensions, &= in so

many fields, we sees thetremendous berefits of getting inflation under
control.

4, Mewbers will have noticed the Written Answer which I gave on
Tuesday which compared movements in the Retail Price Index, national
average earnings, and gross domestic product since =1970. As can be
zeery from the table, only occazsionelly have public sector pensicners
increacsed their income by a higher percentage than those in work.
But of course it is also true that during the last decade public
service pensiomers with index linking have generally fared better
+hen other occupationsl pensioners, The House will remember that
index-linking was established by the Pensicms (Increase) Act 1971.
Vhen the Bill was debeted in May of fhat vear, it was univergally
welcomed., The disperities that repid inflation was to cause were
not then foreseen. However,it iz worth recalling that before 1971
public sector pensione had been updated on an ad hoc basis — often
after much public cazpaigning by those concerned. By and large,
over time these irregpular increases kept pensioms in line with
movements in prices. The significance of the 1971 Act was that it
provided & regular system of uprating in place of the ad hoc and

scmewhat unsatisfactory errangements which had existed beforehand.




Sometimes when I listen to the present pensions debates it sounds
as though some commentators believe that the choice is between
index=linking and doing nothing. Of course this is wholly
unrealistic. The actual choice is between index-linking and some

other updating arrangements. Fensions are earned over periods of
up to 40 years, and then can be in payment for many years of a
person's retirement. Even with low infletion, therefore some method
of uprating is necessary and this is recopgnised in the private
sector as well as in the public sector.

5. Members will alsc have seen the other long Written Answer
which I gave on Tuesdsy which describes the main pension schemes
in the public sector whose benefits sre index-linked =nd gives &
great deal of information about the mumbers imvolved, the costs,
and the methods of financing. It is estimated that tThere are
nearly 2% million pensioners and 53 million members of pension
schemes whose benefitis are index-linked. That is roughly =& guarter
of the working populstion. As the tsbls shows, the average civil
service pension =t the moment is £32.40, .and the average in the
public services sector taken as a whole dis £36.20 a week. Increases
in line with those for the State Retirement pension &re due in
November, which will bring the Civil Service average to £35.80. 1
suppose it is inevitable that press comment ﬂﬂﬂEEnéfEtES upon the
increase going to Admirals, Judges, Permanent Secretaries and the
like, but there are of course not many of these. Moreover, there is
evidence that the public want to see the retirement incomes of
members of the armed fcrceé, policemen, doctors, murses, leachers
5o frro possi bl ;
and otners\protected =gainst price increases, and To Judge from my
own postbeg, much of the earlier uninformed and sometimes misleading
eriticisn has abated as the facts have become more widely known.

& Sg far I have been telking only of the public sector. The
situation in the privete sector is gquite different and perhaps even
more complicated. The Scott Report itself gives some interesting
information about the grest wvariety of schemes, and this can be

sunpnlenented Dy tne surveys which have been published since,
2 )




notably by the National Associaticn of Pension Funds. On the
whole, although it 1= very difficult to generalise in this erea, it
seeng clear that during recent yesrs privete sector schemes have
mede discretionary uprétings to their benefits which are well below
the rates of inflation. m the other hand, the effective rate of
employves contribution is usually lower in the private oceupational
schemes. Nevertheless,l recognise the continuing public concern

that private sector schemes are generally less good then those in
the public sector.

T At the moment there are almost no schemes available in the
private sector which can offer famalMinking. However the
Chancellor of the Exchequer announced ib the 41981 Budget that the
Bank of England would be issuing indexed gilt-edged stock as part
of our policy of diversified funding, and indexed gilts give fund
managers an important new financilzl instrument. Initially,purchase
of the stock wes restricted to pension funde and certain cther
institutions, but in the 1982 Budget the Chancellor ammounced the
removael of this restriction, and the Goverrment has issusd

£%% billion of indexed stock so far.

a. Indexed gilts sre not intended to provide the basis for
indexed pensioms throughout the economy, =2lthough individual
pension funds may wish to use them in devisging indexed schemes.
Rather, indexed gilts meke it possible for pension funds, as well
se for insurance compenies and individuael savers, to diversify

their portfolios so as to reduce their vulnerability to the risks
of inflation.

= The existence of indexed gilts traded freely on the stock
market 2lso helps us to see the price which the market is prepared
to pay for indexed assets, and this is useful in setting a value
on indexed pension schemes in the public sector.

10. TIn thie cormmection it is worth drawing attention to the work
o< the Govermment Actusry's Department. The response of the market




hes tended to confirm his department's assessments of the wvalue of
inflation-proofing of ocoapational pensions, a conclusion earlier

supported by the Scott Committee itself, and I am gled to have this
opportunity to thank the Government Actuary and his department for
the work they do.

41. Perhzps I should also refer to the long term prospects of all
our pension arrangements both state and private. Pensions are,
after all, a form of transfer of income between generations. And
we mugt recognise the danger of imposing upon the working
populaticn, now or at some future date, through contributions and
texes, 2 commitment to provide more for the retired population than
can be afforded. The Chancellor of the Exchequer drew attentiom to
this point in an importent speech to the National Assoclation of
Pension Funds in May of last year in Birmingham. The demographic
arithmetic 1s there for all to see and without a remewsl of growth
in the economy it Jjust will not be possible to protect the incomes
of a growing retired population without affecting the incomes ol
those in work. Obvicusly this is not the centr=l issue of our
debate today but I thought it right to draw attention to this more
gerneral problem which should never be ignored when we look at
pension matters.

12. I should like now To turn to the narrcwer question of pensions
in the Civil Service for which the Govermment has & direct
respensibility. Since our last Debate, we have had the report of
the Committee under the Chairmanship of Sir Jchn Megaw which
inguired into Civil Service pey. The report was published in July.
lthough primerily about methods of determining pay, the Megaw
Report devotes a chapter to non-pey benefits including especially
pensicns. The Scott Repoert remarked that the methods by which the
pay of civil servants was adjusted, under pay research, were complex
and cbscured the reality of what civlil servants comiribute for their
pension arrangements Scott suggested that it would be an advantage
if in future the pension element of the pay comperison were better
publicised. The Megaw Report goes further end reccmmends that:




"nrovided this cen be introduced at no additiconal cest to
public funds, the basis by which civil servanmts contribute
to their pensicns should be one vhersby & direct
contribution iz made from the pay actually recelved to
cover the whole of the employee’s share of pension costs.
Both thé employee's and the empleyer's share should be
publicly declared”.

13. Much of the earlier misapprehension sbout "eivil servante not
paying ‘for their pensions" has sbated as & result of the Scott and.
Megaw reports. These made it very clear that civil servants have
been making a sizeable effective contribution estimated by Scott at
some B per cent. Nevertheless misunderstandings are almost bound

+o0 contirue. The Goverrment is therefore attracted by the proposal
+o meke the Civil Service pension =scheme contributory. To co s0
would meke it much easier to see the link with pay and 1o compare

the position of civil servants with that of cther groups. There
would, of course, be no guestion of uncovenanmted benefits cor windfall
gainsgoing to civil servants as & result of & change to a contributory
scheme.

44, I should particularly welccocme the views of the House on this
suggestion. The idea has been put forward and considered from time
to time, and in the past the argument that the existing system is
simpler and more efficient has carried the day. But I must confess
that I have long seen ettraction in a contributory scheme which
_would _gyoid-ns sort of misupdergtepdine and misrepresentation
wnlch hag dogged the present arrangements.

-

15. Elsewhere in the public serwvices, the armed forces and the
police are now meking & more appropriate contribution towards their
pensions which are mere favourable than those of most of cther
groups because of the relstively early retirement age which is
required because of the physicelly demanding nature of their work,
The armed forces and - policemen now pay an 11 per cent pgnéiun
contribution. And the pension contributicn of firemen is=s under

consideration.




16. Much of the public concern sbout public sector pensions is
focussed upon the costs of index-linking and there is very under-
standable resentment at any additionsl burdens placed upon tax-
pavers &5 a result. Few would dissent from the propositicn that
public service pension schsmes sheuld be based upon fair comtributions
from those concernsd and that in this context we include the cost

of pensions increases not Just of the basic pension. It is also
well worth noting that action on contributions produces more

money more speedily, than sction to cut back the level of benefits.
The sums invelved sre substentisl. For example this year's 4 per
cent increasze in the contribution rstes of the police will save the
Excheguer some £47 millien in a full year. Over the public serwvices
as a whole it is worth noting that & 1 per cent increase in pension
contributions would amount to around £200m whereas a 1 per cent
reduction in the amount of pen=ion increase would amount to £30m.

17. Ancther important section of the Megaw Report relating to
Civil Service pensions reccnmended that the advanteges enjoyed by
civil servents in terms of betier pension rights on changing Jjobs
shewld be teken inte account in pay negotietions. Discussions
between the Goverrment and the CCSU are taking place and I.ﬁﬂ not
wish to comment upon the merits or substance of this recommendation
but it does illustrate one of the other main disparities between
the public and priwvate sector, nemely their treatment of early
leavers. 1t is comparatively easy for an employee to change his
job within the public secter since the schemes are similar, and he

cen either tske his pension rights with him or have them preserved
until retirement age. In much of the private sector on the other
hand, as the Occupaticnal Pensions Bocard has shewn, people who
change Jobs can be put at a severe disadvantage as far as their

acerued pension rights are concerned and this can be a disincentive
towards changing jobs at all., The Government believe that the
managers of pension funds should review their current practice
which is often both unfair snd & constraint on mobility end there-
fore on economic performance.




18. In recent years many suggestions have been put forward for
replacing the present system of index-linking - for example
returning to a system of discretionary upratings, including am
element of discretion to cut back the incresse if the index goes
up by more than e certazin filgure, reducing the increases Ior those
with the biggest pen=ions, end =o on. They all have advantages and
disadvantages and I am sure many will be referred to during the
course of today's debate. However the argurents ebb and flow and
whatever the economic Jjustification for che course or another, let
no one underestimete the wvery severe legislative and institutional
difficulties in making changes which apply to all index—linked
schemes. All told, there are about 130 schemes end the legislative
and contractual bases on which they are built differ considerably.
In the case of the Civil Service, the pensions Increases are
provided directly by statute under the terms of the Pensiong
(Increase) Act 1971, tc which I referred earlier, and the Social
Security Act 1975, Some of the other schemes in the public sector
at present use a notional fund, while others operate solely om &
pay as you go basis. In the case of most nationalised industries,
there are fully funded pension funds financed by employer and
empleoyee contributions which cover the cests of the henefité. It
is an immensely complex subject. I do not propeose te announce
firm Qoverrment conclusions today. We are making progress in
getting contributions right,and I am glad that the debate
providesan opportunity for Hon Members to express thelr wviews on

the complex and important issues involved.







10 DOWNING STREET

From the Privaie Secredary |8 October

DEBATE ON THE SCOTT REPORT

Thank you for your letter of 13 October about the
arrangements for handling the Debate on the Scott Report
22 October.

The Prime Minister was content with Lhese arrangoments,

but has commented that it will he impertant nol to give the

impression that the Govermment may yet be taking action about

benefits: she hopes that Mr, Havhoe may be able 1o say that
the Govermment's prime and for the moment exclusive concern
is to see that existing index-linking benefits are properly
paid for,

I would be grateful i1f you would ensure that we =see a

copy of the draft speech when it is ready.

I am sending copies of this letter to the Private
sapretaries to other members of Cabinet and to Richard Hat-
field [(Cabinet Office).

Miss Margaret O'Mara,
H.M, Treasury.

CORFIDENTIAL
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} The cutline, in the lelter of 15 October from the Chancellor'sg

DEBATE ON THE SCOTT REPORT

Private Office, of what Mr Hayhoe proposes to say in the debate
on 22 October iz perfectly consistent with the conclusions of

the Prime Minister's meeting on 15 June. If Mr Havhoeo succeeds

in fending off eriticism that the Govermment is prevariecating

'l_ -
over Scott, without making commitments which would adversely

gffect pay behaviour, he will do well.

But there is one point which I think needs to be considered
carefully. Cabinet did decide on 10 December 1981 not to change

the benefits, and instead to examine possible changes in contributions.

Yet the Chancellor proposes that Mr Hayhoe should say, if asked,

that metion on econtributions does pnot imply that nothing is teo be
done about benefits. I fear that that would be taken, guite

wrongly,; 85 an indication that the Government has not given up
hope of restricting the bemefits - which would provide public

service unions with an unnecessary argument in support of higher

pay claims. ©Of course, in order to avoild criticism that the

Government 1is doing nothing, Mr Havhoe will nmot be able to rule
e —

out action on benefits categorically; but I should have thought

it will be paégfﬁlﬂ for him to say that, for instance, the

Covernment's prime and for the moment exclusive concern is
e

to see that exlisting index linking benefits are properly paid for.
3

[r—

15 Octobhar 1982
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DEBATE ON THE SCOTT REPORT

I am writing to tell you about the intended arrangements for handling the Debate
on the Scott Report on 22 Octobers The Debate is on a Friday, on a Motion for
the Adjournment, and Mr Hayhoe will make both the opening and the winding up
speeches.

As factual background we are intending to publish information about the extent
of index-linking in the public sector and the way in which it is financed. Copies
of two PQs which we intend to put down for Written Answer on 19 Octobar are
attached. This is the [irst opportunity which members will have to see the
information in consolidated form, but almost all of it is available elsewhere, It
seems  preferable to wvolunteer it in advance rather than have it elicited
piecemeal by Cuestions,and it certainly shows how complex the issue is and helps
to explain the delay in responding to Scott.

The Prime Minister commented earlier that she thought the Debate should be a
low=-key occasion. We think it would be wrong therefore to say anything definite
one way or the other about the future of index-linking. We can point to the
success in bringing down the rate of inflation. More stable money reduces the
disparity in pensions which has caused great public concern and this is cne of the
benefits of controlling inflation. There can be some discussion about the warious
groups who enjoy index-linking, with references to the information in the PO,
and we will emphasise the Government's continuing concern at the disparity
between the public and private sector. There may be a passage about indexed
gilts which provide fund managers with an important new financial instrument.

Since the Megaw Heport has appeared szince the last Debate on Scott in
February, we intend to take up the suggestion that civil service pensions should
be made contributory, and say that the Government is disposed to favour such a
change. We will emphagise the Government™ concern that a proper level of
contributions should be paid by all groups who enjoy index-linking, referring to
the increases in contributions from the armed forces and the police, but if asked
whether this implies that index-linking will be retained provided it is properly
paid for, we will say that action an contributions does not imply that nething is
to be done about benefits.




A copy of the draft of the opening speech will be sent round early next week.

] am sending copies of this letter to the Private Secretaries of all members of
he Cabinet and to 5ir Robert Armsirong.

2 _rw-? FAMT i ] 'r'l-l!.-\.;,..\_-'r--\.
)

MISS M O'MARA
Private Secretary




FOR WHITTEN ARSWER ON
MINDAY 18 OCTOEER 1982

L G |

No { _?—: _7: To ask Mr Chancellor of the Exchegoer, if he will
detsil the mein pénsion schemee in the public sector whose benefite are fully

protectied sgaingt increases in the gereral level of pricee,

DHAFT ANESWER

=

The Feneione (Increase) Act 1571, as amended, provides for armual increases in

line with increases in the general level of prices, for peneions peyable under
the schemee listed in Schednle 2 to that Act. The largest such schemes are

the Principal Civil Service Pension Scheme, the Local Government Superannunstion
Scheme, the Teachers' Superannuation Scheme, the Katicnal Health Service
cuperarnuation Scheme, the Police Peneion Scheme, andi the Fire Service Peneion
Schemes The Armed Forces Pension Scheme follows these arrangenenis by anslogy.
Oiher echenes covered directly by the Aot include the Parliamentary Contritutory
Peneion Scheme, bensions payable umder the Judiciml Peneisne {(Comeolidation)

Aet 1951, and thoee payable to former holders of certein publip offices such

At the Parliamapntery Comriesioner for Adminiet¢retion and the Comptroller and
Auditor General. A wide wariety of peneione paid to former overseas officere,
such ag the erpatristie etaff whe served colonial governmente, sre alss incressed

under the Aeot,

2. The financing arrangesente for ihe oain schemes in Oreet Britain covered
by the Act (including, for these purposes, the Armed Porces Pension Scheze )

are ag follows:




Enploy=e Contributioms Employer Coniribtutions (c) Source of benefits
(inel pay reductions)

=3 T - = >
Estimated LEtimated Hasic {n} Feneicns

er cent ar oent : ; :
P revenue (or ¥ revenus in pemsions inorezge

of pay

savings) in| °F &Y 1982/63 &n
19&2;‘551_@

I:.hj H = furd
See note (p)]| (360) ' n/fa Exchequer Exchequer

Local 5 {manuals)

government Local AN

6 (non=- i authority employer
mamuals) pension of
fundsl d) pensicner

Fotional

ek Excheamquer

: n
S (manuala) I;E:;Dnal Eeansmiey
£ (nom~
manuala)

11 (men) Police Police

£ (women) authorities | authorities

6a75 (e) : Fire Fire

autharities anthorities

See note (b) Excheguer Exchecquer

a. Most of the pensione in this table are subject 40 a maximm of 2/3 finel pay

{or the broad emuivalent in pensiom and lump sus) after 40 years' service, from age

6C or £5. However, the arrangesents for the police and fire gervioss, the armed

forces, prisan officers (within the Civil Servizce scheme) and mental health officers
(within the WHS scheme) provide for pensione froz earlier retirecent apes snd scerual

of full pension over = period of less than £0 years. The value of such arrangements

88 & perceniage of szlary is considerably greatsr, and at the present time is

Tellected in higher effective employee contritmtione for the armed forces and the police.

B. Civil Service and armed forces pensims are largely nm-contributory and it ie

therefore necessary to incorporate pensions deductions into gross pay levels. For
the Civil Service, the most recent ad justoent was in 1380 pay recearsh, which resalted
in an averaze toial effective contritution of 1+3 per cent of Civil Service pay,




..1Iﬂ:|_ug the 1% per cent paid by men for widows! benefits. For the armed forces,
the last two sete of recommendations by the Review Body on Armsd Forces Pay have

ineluded reductions of 11 per cent in pay rates to take account of pemsion benefits.

=i The employer conmtritmtions listed are those payable to actual or notimal pension
funds; for the wholly unfunded schemes, no exployer comtributions as such are paid.
Eowever, the NHS and 4eachers' notional funds and the lecal authority pension funds

T i e il =

cover basic pcnﬂ-iu!::‘s-nnl:.f (that is, without incresses under the Act) and pensions

inereascs are financed :!-p&?ﬂ:'tclj'. Thus, the contributions ehevn do not cover the
liability for pensions increase, This lisbility falls on the source shown in the finsl
columm of the table, The Government Actuary estimates that if pensions increases were

taken ints account in the funds the employer contributions might be some & per cent
highar,

d. Pensions under the local muthority supersrmustion E.-I::'DBIII.E are paid from per:é-iun
funde maintained by county councile, the GLC, the City of London, London boroughes
and Soottish regiaual authorities. The employer conirimtions vary from fund <o
fund, and average & per cemt.

Revised rates under consideration.

3. The mmbers covered by these schemes are as follows:
; Thosands

Number of peneioners
Fumbhar of Mz=mkers of

employees | pensicn echems

retiread

employees R i

Civil Service 391

Laeal
govermment

Teashers
JHS
Pelice
Fire

-

Aroed Forces

Crverseas

Total




4. Estimated expenditure in the 1982/81 finaneial year, and the average pension

bafore and after ithe 11 per cent increase due on 22 November 19682, im as follows:

Basic
pERELionS
L milliaon

Feogicat
ANCTease
L million

Total

L millicn

| dverage pension L a week

re-Noy 1882

poEt-Nov 1542

Civil
Sarvice

Local
government

Teachere
FHS
Police
Fire

Armed
forocee

Crereeas

403

220
8a
20

244

20

354

240

3713
228

107
23

289

1057

740

55,80
22,70

_51.90
35.20
50, 80
39.80

3B.30

Total

1052

1645

1723

L3 Information iE

availa®ble aboui the dietribation of Civil Service, teachers

and ¥HS pensions by size (before taking account of the incresse dune in Novezber

1982) -




Size of pemeion

Civil Service Teachere
L & year

K= 399 22a1

1000 = 19939 21,7
2000 = 3999 16.2
4000 = 599% A6
6000 - 7999 2.2
8000 - 9999 1.1

10000 ar mare 1.5

Total ' 100.0 ©

6. The Pensios (Increase) Act does not in genersl apply to peneion echemes

in the wider public eector, Buch ae the natimplised indvetries. Moot af these
schemes do; however, provide for regpular inereases in line with movemerte in
pricee. These schemss frll into three gronps:

A, those whose miles provide armnpnal incresses in line with those

under the Aoty

B« thoee which provide full index-linking, bat related to actual movemenis
in the Reteil Price Index rather them, ee with inertases under the Act,
forecasl movemente: and

Cu thoee whose echemes do met provide explicitly for inflation= proofing,
tut who have in practice followed the increases made under the Act,

about two-thirde of patiomalised industrr employees belong to the First groop, ani
are thme subject io the BEmE pensione incresse ETTEAgemeéntt ac membera of the
schemes discupsed above. The following table describes the main pension schemes
in the wider public eector, within these three groups, ae they were in 1980/81 (the
latest year for which the full range of infermation i& centrally awvailable ).




Scheme
mexbers
0

Pensioners

{including

dependantis
GG

%

Employee
cormiributions
PET cent

Enployer
contributione
PaT CEnt

Expendituare on

henefite in 1980-B1

£ milliom

At pohnemps whoee yulee reguire them to follow the 1971 Aet

Post Office/

Eritisn Telecom

British Staesl

BEritiah
2irwaye

ftomic Enargy
Authority

londen
Transport

Univereities

Yational Bus
Company

Civil Aviatiorn
Authority

A00

150

13% {manual]
18.9 (staf?

14

7% (marmal)
22% (Etaff)

23

E: pchemes Which provide index-linkinsg by othker means

Fetioonrl Corl
Board:
Hinere

Stalff

Eritish Alr—

ports Authority

f: echemes which have in praciice

[ollowed

the 1871 Act

Electricity
Supply

Hritiah Gas

EBC

12

15.?{mmmaﬂ
20.1 {etaff)

20




®

(ther schemee, coverad directly by 1971 Act

Water industry 56 11 Ae for local government

Forestry

e o AT e Tor Civil Service
Commissian

Total Bac

T« With the exceptions of the Fatiomal Water Council pemsion fund (which has sdopted
the local government scheme) and the Poresiry Commiseion, which has an unfunded echeme,
all the above schemss pay reneione increapes frog thelr funde, so that the liabilities
met by comiributions include this element.

»
8« The foregoing schemes cover in all some 5} million echeme mezbere end nearly
2¢ million pensioners, and are expected to spend up to £6 billion on benefite in the
currént financial ysars, THis liet ie not however exhaustive; eince there are & gresat
many emaller schemes in the poblic secior which also provide inder=linked peneiones
The latest eurvey of occupatiomzl peneion echemes by the Covernment Actuary in 1979
found 130 peblic eector pension schemes, with 5.6 million membere and 2.3 milliom
pensioners. Later figures are not available, tit the muxber of pensionere has certainly
increased gince "1979.

9« The Government Actuary's survey fommd 11.8 milliom members of ococupationsl pensio
llchemes!‘lﬂ.]. million of which weireé in eBchemee coptrected—mt of 4he gmi_ﬁggwmlaﬁﬂ&fi- T
additional element of the Siste peneion scheme. This figure of 11,8 million represents
about 51 per cent of employees in the Tnited Kinpgdom, 2& per cent in the pablic esctior

and 2T per cemt in the private eecior. There are ales sbout 9 million people in

receipt of state retirement pensicons. These pensions, and Soaranteed Minimum Peneiont,
to wnich the 0.3 million membere of coriTacied-out egchemes will e emtitled, ‘ere folly
increased jm line with increases in the general level of prices, as provided for in the
Sozjial Security Acte. About 3,7 million people weme 1in receipt of pensions frog
occupationel pension echemes (althoughmot sll would yet have reached eiate peneiom

age, B0 that this figure ie not comparable with that of 9 million retirement pensicners),

of these 3.7 millin-nﬁﬁ? per cent ocome from pablic sector schemes snd 35 per cent from

private eector schemes.

10. The potemtiml beneficisries of publie sector peneior schemes are not corfined to
emtrimting scheme mexbers. There are an estimated 200,000 people who hawve left
rablic sector echames before retiremens asge with preserved benefits which will become

peyable in due course. In additiem, many wiver of schexe members and peneicnere may
become entitled 1o widows' peneione in the fTutura,




FOR WRITTER ANSWER CN
SONDAY 18 OCTOBER 1932

H K TREASURY

Con - ﬁﬁ .;?

o T et /2 To aek Mr Chancellor of the Exchequer,
how changes in the general level of prices
since 13970 eocmpare with changes over the
sgme period in national avergge earnings and
grost domestic product.

IRAPT ANSWER i

The following table compares movements in the Retail Prices Inéex,

national average earnings and gross domestic product since 1970.

June RPI June earnings GDP (Q2)
(June 1970 = 100) (June 1970 = 100) (1970 @2=100)

Yegr-nn-iear Year=nrn=Year Yesr=0on=Yes
1rcrease incregse increase
PET Cent Fer cent per cent

= 100 -
10.9 1098 c,.8
e i 126.0 14.8
147.4 17.0
163.3 10.8
207.T e
244 .9 1.9
290.0 18.4
329.8 13.7
336.9 173
451.0 16.6
ez, 2 6.9
520, 3 7«9
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10 DOWNING STREET

Erom the Private Secretary 11 Gciober 1982

PUBLIC SECTOR PENSIDN SCHEMES

Tl e e

You will have seen from & copy of my letter
of today's date to Jobhn Whitlock that the Prime
Minister continues to be concerned about the
burden imposed en British Airways finances by
their Pension Fund.

The Prime Minister has commented "we are
top |JEH‘.?,1.’ on pensions cverywhere': and has asked
for & note on all the public sector pension
funds: on the burden they are Imposing on their
ingustries in terms of write-offs, subsidies,
and employers' coniributions. The Prime Minister
has commented Lhat this material-will be
regquired in any event Tfor fThe debate on the
peott Henort later this month.

I am copving this letter to John Whitlock
(1 :=]-|'11"1.:115r11; of Trade) and Hichard Hatfield
(Cabinet ODIfice).

John Gieve, Esq.,
HM Treasury.




10 DOWNING STREET

From the Private Secrefary 11 October 19BZ

BRITISH AIRWAYS

The Prime Minister has seen a copy of vour Sccretary of
State's letter of € Qctober to the Chief Secretary.

The Prime Minister feels that Ministers have been bounced
by the action which British Airways have taken., Bhe remains
of the view that British Airways should have imposed a pay
freeze, given the extent of their losses; and that Lthe redundancy
terms are too generous and the pensions scheme too cosily.
The Prime Minister enguires whether it would be passible to change
the Trust Deed governine the British Airways' pensions scheme.
If legislation would be required, the Prime Minister asks whal
other public sector pension funds would be involved,

I would be gprateful if you would let me have this information

as soon as possible, so that the Prime Minister can consider

whether she can now agree to your Secretary of State's proposals.
You will see from my letter of today's date to John Gieve

in parallel, that the Prime Minister has asked the Treasury 1o

let her have s note on the position of public sector pension schemes
across the borrd.

] sm sending a copy of this letter to John Gieve (HM Treasury)
and Richard Hatfield (Cabinet Office).

John Whitlock, Esq.,
Department of Trade,
-!,r'-:.I'E- - -I'-TL.“'
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10 DOWNING STREET

From the Frincipad Private Secretgry

JIR ROBERT ARMSTRONG

I have shown the Prime Minister
yvour minute AOBT3TY of 17 June 1982
gbout index linked pensions, and she
iz content for yvou to circulate to the
Cabinet a note on the lines of the
graft attached fo your minute,

21 June 14082

LONFIDENTIAL
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OONFIDENTIAL

DEPARTMENT OF EDUCATION AND SCIENCE

ELIZARETH HOUSE, YORK ROAD, LONDON SEI TPH
TELEPFHOME 01-928 9322
FROM THE SECRETARY UF 3TATE

M C Scholar E=sq
Frivate Secretary

|0 Downing Street
London SW1 (¥ Tune 1982

JQW /éoxmé’

PENSTONS INCREASE AND THE INDEPENDENT SCHOOLS

You told me that the Prime Minister's copy of my Secretary of
State's letter of 14 June to the Chancellor of the Exchequer
had gone astray, and that the Prime Minister had therefore not
vet heen ahle to consider the proposed Answer. We are there-
fore delaying placing the Answer until Monday.

[n the meantime the Chancellor and the Secretary of State for

Scotland have both made suggestions for modifying the Answer.

In the light of these the following redraft is now proposed:
"Private secter employers and employees make the
nermal contributions to the Teachers' Superannuation
Scheme. The cost of pensions increase, however, is met
by the Exchequer, and has been since 1344, for all retireéd
teachers within the Teachers' Superannuation Scheme:; and
administration costs are alse borne by the Exchequer. I
consider that this subsidy to private employers should
be phased out FET“—M]. and am today writing te
representative bodies stating my intention of inviting
them to discuss the issue with my Department. My rt hon
Friend the Secretary of State. for Scotland will he

initiating corresponding discussions in Scotland.”

I should be glad to have your confirmation by mid-day 'on Monday
21 June that the Prime Minister is content for this Answer to be
given. Copies of this letter go to the Private Secretaries of
members of the Cabinet and S5ir Robert Armstrong.

Lo~ et
Y

N J CORNWELL °
Frivate Secretary

#
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we nsed too to
from the other ign, 1f we made sudden changes in the
costs of E BC « 1 guite agzrese;, therafore, that it would
Ce unreageonabole fto give the achools only 3 manthe notice that
we proposed to ocharge them as much 22 5 par cent more for
employer supsrannuation contributions. The aim should
therefore be to introduce the highsr contributione “or the
L953-54 academlo vear.
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I think however that it would be vesful for the arnouncement
to refer specifically to this timetable. I would suggest
that the finsl sentence of your draft should read:

Mevwa Loam today writing to .3. representativa bodiee
stating my intantinn to snsure at from Sapiember 1983
thbh; private sackar um..nwgrﬁ' atributions msat the
Toll ecost of their emplovess’ o Lon arrangemsnts and
I will be inviting them to discuss the issue with ny
department. "
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CONFIDENTIAL

Ref. AQ8T3T

ME WHITMORE

Indax Linked Pensions

Mr Scholar's latter of 16 June records the outeorme of the Prime Minister's

meeting on this subject on 16 June. That letter was copied to the Private
- —

Secretaries to Ministers present at tha mesting,

2, The subject was discussed by the Cabinet on 5 June, inconclusively. The
minutes of that discussion (CC(82) 31t Conclusions, Minute 4) did not commit the
Prime Minister or the Chancellor of the Exchequer to report back; they said that
the Prime Minister would discuss the issues further with the Chancellar of the
Exchequer and certain other Ministers and would then consider how best to
proceed,

3. This leaves us with the question whether the conclusions reached at

yusterday's meeting should be conveyed to the rest of the Cabinet, and if so, how.

I think that they probably ought to be conveyed, It ig not just a matter of good

order and fidiness: other members of the Cabinet ought to know the tactics that
it has been decided to pursue,

This could be done by copying Mr Scholar's letter of 16 June to the Private

Secretaries of Cabinet Ministers not Ereseut at yesterday's meeting, But [ think

that it may not be desirable te give so wide a circulation to that letter and T am
therefore inclined to suggest that we deal with this by circulating to the Cabinet
for information a note by the Secretary of the Cabinet briefly recording the
decision, This note would be circulated for information; there would be no
suggestion that the matter should be discussed further by the Cabinet. I attach

a draft neteaccordingly.

BROBERT ARMSTRONG

17 June 1982

CONFIDENTIAL




COMNFIDENTIAL

INDEX LINKEED PENSIONS

Mote by the Secretary of the Cabinet

1. At the conclusion of the diecussion of this subject at
Cabinet on 3 JTune 1982, the Prime Minister said that she would
discuss the issues further with the Chancellor of the Exchequer
and certain other Ministers and would then consider how best to
proceed (CC(582) 3lst Conclusions, Minute 4).

2, That discugsion has now taken place. It was agreed that
there was now no prospect of legislation on thie subject in this
Parliament. The Lord President was invited to arrange for a
debate after the Summer Recess, probably in the "overspill' in
October, In that debate the Governmment should expose the
complexities of the issue, without committing itself firmly to any
particular conelusion, though it could reveal its thinking a little
more clearly than on previous occasions, in particular on the

principle that it wae a matter of simple justice that those proups

who enjoyed index linking should, breadly, pay for the benefit.

Such a debate would provide an opportunity for eliciting attitudes

of Opposition parties on theése matters,

ROBERT ARMSTRONG

Cabinet Office

June 1982

CONFIDENTIAL




Index-Linked Pensions
The Prime Mipister held a meeting this morning to discuss
the matters raised in the Chancellor's undated minute received
here an 15 Jane, Apart from the Chancellor. the Home Secretary,
the Lord President, the Bcoretary of State for Social Services
and the Beeretary of Btate for Employment were also present.

The Chancellor said that in the Cabinct discussieon on
43 June colleagues were moving towards a decision to retain index
linking, to place the full burden of its cost on beneficiaries on
1 pay-as-you-go basis, and to ralse the extra contributions by means
of a special levy rather than by altering the details of each public
service pension scheme. This policy was consistent with the stance
which Mipisters had taken in the pre=election period in 1979: and
i1 zccorded well with the findings of the public opinion poll
recently carried out for the Conservative Party. There was much
pressurc in Lthe House to announce the Government's declsion before
the House rose for the summer recess, It had Lo be recognised,
however, that there were problems about the timing of an announcement,
and about dropping a piece of majJor legislation in the 1982 /83
Fragramme. 1o make room for g pensions bill. There was alse concern
about the effect of an andouncement, whenever it eame, on the current
pay round, His conclusion was Lthat the Govermment should make an
early announcement, whellier before or after the reces=s, on the lines
of that attached te his minute, to the effect that there would be
consultation, a White Paper at the turn of the year, and legislation
at the beglnning of the next Parliament.

In discussien 1t was supgested that it was a matter for regret
that there appeared te Be no alternative to dealing with this ;
provlem other than by removing index-linking altogether or by dealing
with contributians, There were, however, powerful reasons for
reaching an early conclusion on thi=s matter, There was much
genuine resentment on the part of those who were not beneficiaries
of index-linked pensions but were obliped to pay for the index=1linking
enjoyed by others, It was unjust that there should be two nations,

jone enjoyed
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andel oy ad referred, Lo ver | 1131
Rch index-linking had Dbecons establls]

f & wide group. Glvon Lhe difficully
nloved by so many, the Chancellor's:
e taken on conlribuliobs so d
y proposed
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equity fare beltter than those 1 Lhe public
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1t wag arpued that an announncemoent on Ltho
praoposed by The Chancallor would have o sorious effoct on the
ronnd, There could be no guestion of making Lhe announgement
during the Kational Health Service dispute, singe it would add
anothar Done of contention to an already difficult position. ITndeed
whenever the announcement was made, it would have awkward
mplications both fTor pay, and for inflation prospects generally.
rguably, 1t was & higher priority for the Government to maintain
its progress on inflation than to risk this by taking the desired
action on pensionsz; and further progress on reducing inflation would
alse serve to make Jees acute the reseatment about index-linking.
What wWas proposed mizht achieve the worst of all worlds: +the
snnouncement would cause acuie diffieulty on the pay front, but by
postponing its implemcntation until the next Parliament, and by
prescrving Index-linking, there would be little immediate political
bencfit, Finally, it was doubtful whether the scheme could be
exlended with success to the natienalised industries: there would
be great problems about ensurlag that increased pension contributions
were not financed by higher pay.

oumming up the discussion, the Prime Minister said Lhal the
Lord President should arrange for a debate in the Parliamentaery
overspill, in October, This should be a low-key occasion, at which
the Government sought to expose Lthe complexities of the issue,
without committing itsell firmly to any perticular conclusion. 1u
the débate the Government counld revezl its hand a 1ittle more
clearly Lhan on previous occasions, in particular on the principle
Lhat 11 wass & maitier of simple Justiee that those pgroups who
enjoved index-linking should,; bBroadly, pay for the benefit: it
would be desirable to give clpse attention to the attitude of the
Opposition parties to this principle.

I am sending copies of this letter to the Private Secretaries
to the Home Secretary, the Lord President, the Secretaries of
Gtate for Social Services and Fmployment; and to David Wright
(Cabipet Officel.

ynum f{-n.t.rll‘l] 3

rt{tLJJJ, TbLtlAﬁ”

—————

Peter Jenkins Esg
HM Treasury.
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INDEX LINEED PENSIONS Mis s i

As T have advised several times before, the Chancellor’'s
proposals will make the next pay round in the public services
very much bharder. It would therefore be best if this whoele issue
could be put off untll the next Parlisment.

But I fear what the Chancellor proposes is the worst of all
worlds., The uncertainty be will create with his proposed
announcement will result inm pay (and other) disadvantages; but
by postponing the implementationm until the next Parliament, he
will bring none of the benefits, TFar better, as I have said before,
to go into the consultation period without a prior indication of

the Government's intention.

J.M. M. YEREKER

15 Juna 1983
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FRIME MINISTER

INDEX-LINKED FENSIONSG

Fallowing the Cabinet discussion on 3 dune we now have 1 Lhink
broad agrasment on tha outlines of the policy we wish tTo pursus
in respect of public service pensions. Briafly, retain index-
linkingy place the full burdan of the cost of index-linked
pangiong over and shove avearage private seactor practice on the
ntributors on a "pay-as-you-gn"” hasis; raisa the extra

pcontributions by means of a special levy rathar than by altering
the details of each public service pension schemey; and make the
Civil Sprvice Fension Scheme contributory while Ileaving the
Armad Forees Pensicn Scheme on its present non-contributory

basis. As you will ses from the attached mnote by Adam Hidley.

this solution accords well with tha findings of a public opiniaon

poll carried out recently for the Party.

ok Tha problems which most exgreised the Cabinet were those

of tactice and timing in relation both to the legislative

programme and ths next slection coupled with concern about the
impact of the propossd spesial levy on public service wags
bargaining In the noxt two years. Considaeration of these
problems was remitted to you topsther with a few senior colleagu=s
and I underatand Lthat your offioce is trying to arrange a meating
for this purpose soms time next week. I have prepared this
minute and the attached draft Parliamentary statemont as an aid

to that ciscussiaon.
: % The essance of the problem is this, We havea now
Scott Report for neacly 18 months and are uncer

in the Houss to debate it Before th= recess.

CONFIDENTIAL
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wizak, when tha debate takes place, i1f ws cannot put “orward a
clear indication of our own views. But if we etate our visws
wa Wwill be expected to take action te implemant them. Howaver
implemsntation reguiree lesgislation; the Le lative Programme
for 1882-83 is heavy and finding time for a ¢ ions Bill would
maan shodding another piece of major legislation; and Ehe
Cabinet are agreed that lepislation in the 18B3-

not a realistic option, ITf we were to be able

for legislation in 198Z2-B3 the new arrangemante epuld, with
congiderable effort. ba brought into effect late in 1983 A%
which point we would find ourselvas deep into arzumants with
gevaral million contribButore about whether their extra
contributions should be offset by special pay increases.
Alternatively, implementaticn could take place coincidentally
with the pay settlement dates of the groups concerned in the
course of the 18933-84 pay round. The samg argumants sbout

pffaettlng pay: increases would occur than.

4. My view is that we cannot sensibly let ourselves in fer
theee kind of argumente on that timetabla. I think it {nevitable
therefore that Implemsntation 1s something which must happsen in
the next Parliament. Indeed 1t would be much sasier to achieve
tha fairly substantial net financial savinga which ought to flow
from this reform if the related nepotiations with the Unions

take piase after the next slection.

D I¥ implementation is ruled out for this Parliament. doss it

k2 sanse to. legislate in advance of the election or indeed to

a
atate a firm position now which would then inevitably feature in

pur manifesto for the next election? The balarnce of Judgement
is not sasy. On the gone hand we have a considerable early
Farliamsntary problesm if wa do not make our intentions plain.
The anti-indaxation lobby is voecal and, sven if in number fairly
small, is important to us as a Party and well reprasented among
Unless we are preparcgd to lgnore Tho pressure,
reducaed inflation has removed the problem, we

of f an announcement of our views: for much longer.

CONFIDENTIAL
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And even if we did the guestion will be asked, and need answaring,

in the slection campaipgn.

B, There are other important considerations too. In particular
thare iz no doubt that the continuved sniping ab index=linked

penaians of the past three years has contributed to disaffection

i
in the publie sarvicas. A statement that we proposed to retalin

index-linking would halp our industerial relations and would bDe
particularly important for the older and more stable staff on

whom we rely when trouble breaks out. There would be arguments
abaut the degrea to which higher contributions should be offzet

by incresses in pay but I Beliave that there would be a widaspread
acceptance of ths case for getting contributions at a consistent
and realistic level. 1t is aldo ralevant that many civil servants
would welcome a contributory scheme if only as a counter to

public ﬂiEUﬂdEatindfng - a point of some significance to
Government as well. Moreover a contributory pension schema
divarecas arguments about pensions from those sbout pay and would
graatly simplify the processes of pay bargaining post-Megaw.
Finally, I think that thers woulc be advantage in indicating the
genéral scale of charges which would be likaely to flow from our
now propogals without of course epecifically tying our hands to

a particular figure. Otherwise thoee concernsd might fail to
realisa how relatively modest the additional charge has to be in
order to ensure that the full burden of the difference betwsan
private and public sector practice is covered by employee

contributions. Uncertainty could be exploited by the militants.

In short, my view is that we should make an early announcemant
our intentions - though whether this absolutely needes Lo be

2 the recess or whether we could lesve 1t until thes sutumn
ig somatbing on which no doubt John Biffen can advise us. That
first statemant could be short and I attach a possible draft.
This would make it clear that there would have to be a substantial
process of consulbtation, on the baais of a White Paper with gresn
edges, which we would hope to issue Lowards the turn of the year

and that implementing legislation would be ona of our first

CCNFIDENT LAL
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prioritises In the ne ~liamant. f wa wished wa could add

that, becauss lazls y 48 not neaeded to put the Civil Sarvics
Pansion Schame on a contributory basis, we would be pursuing
this separately with a view to implementation at the same time

as 8vy came 1nto Torces

i. I am copying this minute to Robert Armstrong but to

no-one. g8leg BT LOH1E SLTAZE:

.-"l.l,ﬁ:/-‘}

BaH

Juna 1982

recd 16|k
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public opinion survey undertaken receotly
Office provided useful and, indeed,
t*he proposszls you have put to the Cabinet.
rerort on the results of the survey, which
particular explores the differences in response ettributable
to pex; @ge, party, &pd sector of employment. In sum, this
disageregetion of the responses only goés to strengthen the
initial i=zpression derived from the crude "headline" results
which you s=aw earlier. It sleso sheds light on seversl points
of particular interest:
{a) Awarepess of the existen ce of index-linked public
sector pengidne.

inswer 2{a) shows that Conservative voters are
notably more aware of them than those of other
parties, while 2(c¢)} shows the same is true of the
4BC.1. groups as opposed to other sccio=-economic
groups. However, public sector employees appear
curiously unaware on the face of 1it, ccording to
2{c). That could reflect & basic problem of

comprehension, as i= hinted at by the amswer to the

b ¥ -
last guestion given in 5 7 which shows that eware-

neee of the index-linking of the ordinary retirsment

pensgion 1s no greatsr.

Perty and clase end employment differepces and the
5 1ndeX-LLiO0KINE principle

u e Ly

L

i3 A
ajority

Conservativ
favour,
index=linking. B
loyees - but as Z(c) shows =
aajority of gector respondents who

nnderstood the guestion were in favour too.
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ie There

e to be ther & gasi : - the issue and

arl
Le Chemwinant ] &VE At = ) urther materiasl for Fou

=e, this is obviously the mem lering how to
SPrYey toouse. Lfter } er over with Mr
would =eem that there 1= good cese for your drawiftg
colleagues' attention to the =urvey results. 1 would
a shortish letter makipg e few key ooints, covering

full report attached or & sultably shortenef wersien
is for the former, but only merginelly).
to koow whether you agree, and if
whether the - ny peinte you would want borne in mind io
the draft
vou will see, I sm copying thie minute to Mr le Chemlinent.
stage I imagine you will wart us teo continue to handle
"survey results on a carefully restricted besis, for

bvious reasons.

fh{
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Linked Pensions.

Introguction

The Farity recently commissioned
linked pensions.
a7y thre
Eurvey

electors

Ly

ghout

was circulated

hwareness of Indey Linked Public Secto

from GALLUP some questions on attitudes towards index

The survev was conducted from 12th to 17th May, and GALLUP interviewed
trezt Hritain.

Ak note secting out the ‘headline'’ resulis
week - this note sets cut the delailed findings.

At
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emp which
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found 6a% aware of the
4% wepe not, and 2k did
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3% claimed tao
pensions, among Alliance/SDP supporters 6E%,

BEE RErOup,

.
ud 1T

awaAne gll public secior employees will g
pensions, anather pension Trom their
cempensate for inflatien this ‘ie often

; this provision or not?' GALLUP
index linked pentcions for public sector employees,
the guestion. Deteils of the analysis of this
Eroups oW
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tnem compared with only 5&% of women.
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AHCL electors are more likely to be awere of public sector index linked pensions than
are electors in the other social proups, 75% in the ABCL ape group "63% claimed Lo be
eware of Lhem 34% in the CE group and 0% in Lhe [DFE group.

- S

) OCCUPATION

TOTAL EMPLIYED IR EMPLUYED
PRIVATE COMPANY/ TN PUBLIC SECTOR
SELF EMFLOYED

2l

#

é

!

EE

Lik lf::l'

ey I

Empliovess in the pulilic seclor are slightly more aware of index

linked public sector
pensions than are employees in private companies

v tincluding sell employed).

5 ATTITUDES T I?-!I'I!Z:J': LINKEL FERSIONS

GALLUFP meked respondents '"Some people say that pensions given to retired people from
the public sector should not be index linked. Do you agree or disagree with thie
view?' Among the electorate as a whole 36% agreed that pensions for public sector
employees should net be index linked, 46% dieapreed with thise wiew and 18% did not
have= & view. Details of the analysis Tor the main ETOURS are chowry beldaw:

a) VOTING IWTENTIOR

TOTAL LASULIR ALLIANCE/SDF
= ;

i~
o
a

A
i

ﬁﬂ. sHEE
pONtT ENCW

Amompg Congervative supporters 47% disagreed with the idea of stopping publie sector
index linked pensionsz (38X apreed with the ides), 45% of Labour supporters disagreed
355 ;E.EI:’E*.-!I:]:', 38% of Liberal supporters disapresd [45% apresd) and 57% of Alllance/
SDP supporters dieapgreed [30% agreed}

B TOTAL HEN WOMEN
% =
BEGREE ; 38 44
DISAGHELE i Sl 42
DON'T EROW 1 24

Among men S50k of men disagreed with the idea ol
AEread 1EE did not hHave & view). AmMONE women
did nat fHau

A VIiew.

=t
53]
|
L
I

i B £

Pl =3 =

of stoepping index linked pensidn

|S37% agreed], 47% dieagreesd




TOTAL DE

_ 2 %
AGREE 36 34
DISAGREE 46 57
DON'T ENOW 16 30

Among the ABCl agroun 53% disagreed with the idea ol stopping index linked pensions =
26% apgreed with the igea and 10% did not have & view., Among the C2 clsss group

46% disapreed with the idea of etopping index linked pensions, AE%E apresd and 17%
did mot have 8 viaw,. Ameng the DE elass greup 37% disapgreed, 34% agreed and 30%

dgid not heve & viaw.

GCEUPAT IO
TOTAL OYED IR EEPLOYED IN

_' ATE COMPANIESS F’L'E'_.:'j SECTOH
F-EMPLOYED

AGHEE 2
DISAGREE @

DOR'T ENDW 11 1ck

Among electors epployed in private compenies or self-employed 38% agreéed wWith the
ides of stopping index linked pensions and 42k disagreed. Among public secotor
employvees - 22% ppreed and 58% dieapgreec.

4. GOVERNMENT POLICY

GALLUP pr“t—.:‘.E!itEl.:. respondents with three opitions with rr_.g.rlrl:'. e dndaxw linked PENS1ones.
They found 7% in Tfavour of ending completely the index linking of pensions for public
emplovees, 43% in fevour of making sure that those:who will draw an index linked pension

- : - ' 1
pay the full cost whiles they are working, 33% in Tavour of leaving them ss they are
and 17% did not have a view. There was no significant differences amung the main
EOCic-econDmic Eroups except when we look at the analysis by type of occupation. Herr
we Tound:=

OCCURATION TOTAL EMELOYED EMPLOYED
FREIVATE COMPANIES/ PUELIC SECTOR
.‘;-E'.L.F-]:_'!':.?L-!}YE::I
Bl COMPLETELY r B ke ¥
THE INDEX LINKING
{:.':-' FPENGIONE FOR
FUBLIC EMPLOYEES

MARE SURE THAT

THOSE WHO WILL DEAW
AN _INDEX LIMKEL
PENSION PAY THES FULL
COST WHILST THEY ARE

Ep?ﬁﬁwi: a

LEAVE THIMGS A5 THEY
ARE

DON'T ENOW/S NO VIEW




Among .;ic sector exployees ATR were in Lavour of leaving Lhen

2t Lhey AfE =
compatred with 29% af electors cm;:}l_‘.:.-l,-r] 1T T:r'i*.':".‘..r_- t‘:i:-:l]J:n.r';ir::,-"F.-L-:.'.'--e:.‘.J:]CI}'E-ﬂ. El‘.'l:l}-' S22k
of public Ecctor employees claimed to be in fevour of the idea of making sure thak
rhoee who will dras an index linked pension pay a full cost whilst they are working
AB% of electors employed in private companies Look this wview. Only 6% of public
gectar favoured the idea of ending gll index linked pensions — B% ol employees of
private companies (ineluding =elf-employed) took this view.

=, ATTITUDE TO INDEX LINKED PEMSIONS FOR VARIOUS GROUPE

GALLUP asked a range of guestions designed to look at attitudes towards index linked
pensions for various groups. They asked:-
T am now going to read out a list of different jobs. FOI
each one, can you tell me whether you think that people who work
i them should or should not have an index linked pension when
they retire?

Showuld ) Don't Roow

Eoldiers, Sailors;
Eirmen (%)

Civil Servants (&)
¥urses (&) °

Emplovees of the Railways,
Post Office, Bus Companies
and British Airways (%)

Doccors (R)
Policeman (%)

Feople who work
Government (%)

FPrison Officers (%)
Teachers (%)

Employees of Kationalised
Incdustrie=s like the Water,
Gas ard Electricity Boards{ia)

B2% of electers thoupht nurses should have index linked pensione, Bl% of electers
thought soldiers, salleors and atemeri should have index linked pensions, 79% palicemen,
J2% priszon officers; GSR GOCLOrs; civil Eervants, 51% emplovess ol
the railways, post office, bus comperie {tieh Airgaye  A9% epployess of
petionalised industries like “the wate = and slectricity bogards, =nd AE% people

uho wark in local Goveramenls

A
ad

2% thoupght neople who worked in local Govermnment should not have index linked
pencions, 39% employees of nationalised industries like ihe water,
boarde, 375 emplovess of the railwave, post oliice

pas and clectricity
. bus companies and British AiTwAyEs

and AGE civil searvants.
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6. IKDEX LINKING O PRIVATE PENRION SCHEMES

When GALLUP acked ‘At present most private firme schemes
;mplayccs (ﬂnt the State ﬂyﬂtum} are ﬂnL[

o glive pensions to their
index linked, do you think theEse schemes
or should not be index linked to the rate:of inflation - &8% thought thcy should be
index linked, 16% they should not and 168 did not have a view.

Jese who thought privale pension schemes. should be index

to pey, sey L2.00 a weel more than yoo do at present for

wauld e prépared to pay &0 extra L2.00 a8 week, 1£% they wou
pay an extra £2.00 a weel and 14%had no

WL

Mol Ui

LWARENESSE QF THFLATION [LINKIMNG OF ORDINARY STATE PEMSIONS

GALLUP found 71% of® electors aware that the ordinary state pension is changed
E3Ch ¥Mear T ke account of inflation - 24% claimed not to
and &% did not answe In the G5+ age Eroup
vda ol Tne - 2B ; 74% of

be aware of this provision
T9% claimed to be eware of this provision
the 3A5-44 age group and 61% of 18-34 apg= group.
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PUELIC SERVICE PENSIONS: DRAFT STATEMENT/WRITTEN ANSWER

FoveErnmen hes completed 1ts TeEview ol

o the Icobs Repors.

we have examined 2 wide range of optione and have
gome t0 & toncluslon that the Tight course 18 to seek sdeguate
gontributicons from public service employees for thelir pensisn
henefits rather than 4o seek to reduce the real walue of those
This deeigion iz fully in line with the approach to
these matters which we put Tforward as the last election, The
priveiple underlying our preposads will be that public service
employses, rather thon the taxpayer, should bear the fvll coet
of the extra benefits they enjoy =s compared to sverage practice

in the private asector.

gome 3.7 millicenm public exployees btelong To pension schemes
directly subject to the provisions of the Pensions (Increasse)

Aet of 1971 and 8o .6 million public service pensioners, or
thelr widows, recelve index-linked pensions. In addition there
gre a number of public sector, I nly nationslised industry,
peEnslon- gchemes which provid ilar protecticon o the purchasin

power of Sheir penslioners.

=1le'rj"c1v" end gimilpr pensicon sSchHemes iy
trading sector are often of a contracsusal Kind not readily
susceptible to ndment by legislation. The present stotement
thevefore applies only to public service pension schemes such

thoee for 71l servents, nursges, teschers, other N4

government employees, members of the Armed Forces an




Withzn tThe publi¢ secvor ihere ig a wide variety of separate
gekemes which differ from each other on matiters such =g the
financisl snd statutary basis of the schemes, the level
contributions, itk ST ity which contyibutions are paid and
the rate of accrusl of benefits. cing o bring all of these
scheres o SOmmen Bss1 Fona 7o i nd time—-coriBuning
poeraticn,., Tboe Government hap
the principle enmumcisted oveE 18 to leave

structure of thess chem_d, other then the FPrincipal

Pengion Scheme, unchanged and to seek po

levy on all public service contributors of a size
sufficient to Tinsnce the difference in the degree of inflation
proofing, actually paid year by year, between the publiec service

pension schemes concerned and the aversge prsctice of the private

gector pension =chemes. I our propossls are sccepied the level

of this charge will be regssessed periodically

chenges 1n the average practice of private sector pension
scheme=z, Tthe rate of inflation and other factors such as the
maturing of % Jtate scheme. On present indieations the likely
initigl level of the charge would ke arocund 2-2% per cent of
pay. A8 the existing level of contributioms i

for

e the charge

prospestive pensicneres contribute for
gervice. OSome public =e r2 the police, fire zand
faEter : 1 1 and higher retes

contributions =nd

e e
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- pointing to a totol contribution by Them

te our proposals would remove once
pereeption of unfairness which currently applies
those who enjoy and those who do t enjoy 1ndex-linked
The full cost

cHarge on the poientizl benelficiaries;

automatically reflect changing circumstances.

to anticuwice two releted deciEions.
pensiong ere in form non-contributory slthough in prs
through the operaiions of the Armed Forces Fay Review Bodir,
Service man snd women have thelr psy abated by 11 per cent to
take ac e batantial pension benefite to whiech they
angemen® work well smd the Government

dasg n =1 gturbh them.

The Primoipel Civil Service Pepsion Scheéme ig alse in form non—

contributory except tfa$ male ¢ivil servants! directly meet the

¥ @
—_ | |
4 . x

-

full coet of fthe peneions payable to their widows. At the
"'.
same time, for meny yesrs, a specific deduction has been made
.n the process of determining Civil Service in 13 y
direct pension connributici. This
dministratively simple and co fectiv ag led a
miguwmderstanding gbous the neture of the Ciwvil

Service pension srrangemercts. It was also operationelly tied
in with the system of Civil Service psy determination which was

cught. to 13 in 185 Thers would be con=idersble

advantage for all ncerned 1 the Civil Service Pension

Sooeme waB oW To D2 put o 2 contribuzery besiz. Moreover,

CORFIDENTIAL




1d, by removing the
determinstion process
BNy TEewW I of pay determination which may emerge
Megaw Inguiry into Ciwvil Service

aible to put the {ivil Service

entriootion to be reguired
determination of the

-

index linking %o
gz g whole., O pregont iesti however

evel of contributien by civil servantz to their

pehsliong under the proposed srrsmgements would be o Big

of =82 per ceni of their pay se for other public servicee with

comparable pension arrangements.

The House hes sxpressed a wish Tor en early debste on théee
matters snd the neceseary arrangeménis sre being made. When
thet debate h=s taken place it would be the Governmsnt's
intention sue a document setting out itis
consy
vill then be introa
eomplexity of these matters
pigely wher the legislgtion will
theregiter to implement the

TEnTa
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consultatlons end introduce legisletior

Parlisment. If this proves pos

pecome effective gt =ome Sate




DEPARTMENT OF EDUCATION AND SCIENCE
ELIZABETH HOUSE, YORK ROAD, LONDON SEI 7PH
TELEPHOME {1-528 9273
FROM THE SECRETARY OF STATE

The Bt Hon Sir Geciffrey Howe QC MP

Chancellor of the Exchequer

Tressury

Parliament Street

London SWIP JAG I June

can. Gesfy

PENSIONS INCREASE AKD THE INDEPENDENT SCHOOLS

Thank you for your letter of 30 April. Cabinpet has now decided
ta give further consideration to 3Cott (CC(E2)31st Conclusiens;

Minute 4.

As you say, however, it would be unfortunate if we appeared
caught unawares in relation to the independent sthools, and
believe that an early annpuncement recognising this problem
essential. 1 propose therefore to make a statement a5 soon
possible in the form of a written answer 1o a PQ and attach
draft.

As vou will see, my Lepartment will write to the various bodies
representing the private education employers on the day the
gnnouncement 15 made. The letter will link the issue to that of
charging also for the cost of the Department's administration of
the teachers' pension scheme on their behalf - a proposal arising
from a "Rayner scrutiny” project about which they were forewvarned
in 1980 = and will give notice that they will be invited to discuss
bath issues 1in due course. The aim will be to move towards
charging from September 19E3, the beginning ofthe academic year.

am sztisfied that it would mot be reasonable to seek to do so for

the year starting this September,

I am anxious to make the announcement this week if at all pos

and would be grateful for sny comment you or others may have

close of play on Wednesday 16 June. In view of the prlitical
sensitivity of the issue and its possible implications [or other
departments I .am copying this letter, my letter of 8 April to you
and your Teply of 30 April to the Prime Minister, other membeys of
the Cabinet and 51y Robert Armstrong.

[

S




To g5k the ¥ xTE2Te for. Education zhd Science whether

he is satisfied =& the arrangements for meeting the cost of

pensions payable to teacher pensioner  the privste secto’

ef education, and if he will make &

to the teach: pension scheme are
employers and eémployees on the same basis

The cost of pensions incre:

BT, and has been since 1244, fo

JUerT
Teachers' superannuation Scheme,
mplovers should be
their representative 108 m¥ intention

to discuss the issue with my departaent.
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CONFIDENTIAL

FRIME MINISTER

e discussed briefly after Cabinet on Thursday the
caompasition of 2 small group of Ministers to tgke further
congideration of iEEEE—linked pensions. You said that you
wanted & small group, witz‘;umefgrntaggnigtﬂ of both points
of wview expresgsed at the Cabinet meeting. 1 suggest that
in addition to the Home Eef?etary and the Chancellor of the
Excheque%fymu ghould have also the Lord Pr&gfg;nL, whe expressed
a8 ¢lear view throughout shd can flso advige on the Pairlismentary
and legiglative programme implications; &nd the Secretary of
gtate for Emplovment, gliven the imporiance of the wage round
effects of higher contributions; together with Hnrﬁzh Fowler,
who, like Norman Tebbit, ended up against the Chancellor's
proposal, and who iz in addition & large emplover of public sector
staff.

That makes six in all. Agree that we should set up an
early meeting on this basis?

1;& o

4 June 1982

CONFIDENTIAL










