| CONFIDENTIAL | /

418 DOCUMENT IS THE PROPERTY QF HER BRITANNIC MAJESTY'S GOVERNMENT

B(79) 20d Meeting cory No [
CABINET
MINISTERTAL COMMITTEE ON ECONOMIC STRATEGY

— 4

MINUTES of a Meeting held at
10 Downing Street on
FRIDAY 1 JUNE 1979 at 10.15 am

PRESENT

The Rt Hon Margaret Thatcher MP
Prime Minister

The Rt Hon William Whitelaw MP The Rt Hon Lord Carrington
Secretary of State for the Secretary of State for

Home Department Foreign and Commonwealth Affairs
The Rt Hon Sir Geoffrey Howe QC MP The Rt Hon Sir Keith Joseph MP
Chancellor of the Exchequer Secretary of State for Industry
The Rt Hon Lord Soames ~ The Rt Hon James Prioz_' MP :
Lord President of the Council Secretary of State for Employment
The Rt Hon Peter Walker MP The Rt Hon David wae,lllﬂ’ .
Minister of Agriculture, Secretary of State for Energy

Fisheries and Food

The Rt Hon John Biffen MP =
Chief Secretary, Treasury ey N

g oY i et L, (s
THE FOLLOWING WERE o Lo i T AT

The Rt Hon Lord Hailsham 4
Lord Chancellor .
ke 2) . N

The Rt Hon George Younger MP .
Secretary of State for Scotland



CONTENTS

Subject h
N

Item Ne
1z
! W

2 T0P SALARIES REVIEW BODY - ELEVENTE REPORT
Ut
5 1979 REPORT OF THE REVIEW BODY ON DOCTORS' AND ;
DENTISTS' REMUNERATION 1

b SOCTAL SECURITY UPRATINGS
¥ . g
5 STRUCTURE OF TEE POWER PLANT MANUFACTURING INDUSTRY 0
6 OFFSHORE SUPPLIES INTEREST RELIEF GRANTS SCHEME 4

-
el S gy




(4 Vi » CONFIDENTIAL
|, BeoNUNEC STRETEGY COMNITTRER

THE COMMITTEE considered a memorandum by the Secretary of State for Employment

(c(79) 6) and a memorandum by the Chancellor of the Bxchequer (E(79) 5) which

together dealt with the problems confronting the Government in the remainder

of the present Pay Round and in subsequent years,

THE CHANGELLOR OF THE EXCHRQUES. aafdifhat s poreriarecantaannet SRR

the Government could move from the difficult situation it bad inherited to a
more rational approach to pay policy, particularly in the public sector. He
suggested that the Standing Commission on Pay Comparability (the Clegg Commission)
should continue for the time being, and that the Government should seek to
influence its recommendations. For the remainder of the present Pay Round,
nationalised industries and local authorities should be encouraged to stick

to the pattern already established. The Rate Support Grant for 1979-80

should take account of the cost of inherited commitments, including Clegg
recommendations, and of the need for financial restraint. In the public
services, cash limits should be set in due course which would also balance these
two factors. The Government should seek'to disengage from negotiation in the
nationalised industries, provided that it could rely on competition policy to
ensure the efficiency of the industries concerned and to minimise the effgct on
Prices of excessive wage settlements. In addition, a major educational effort
would be needed to inform public opinion and negotiators. Some kind of 'forum'
might be necessary as part of this effort. It was however clear that formal
contacts with the Trade Unions were unproductive, and it was better to
concentrate on private discussion with individual trade union leaders. These
would have to be supplemented by an intensive campaign of publicity including

Gt A
‘ lnisterial speeches.

THE SECRETARY OF STATE FOR EMPLOYMENT said that he was seriously concerned
about the risk of excessive pay settlements in the private sector. Some unions
Were seeking to renegotiate settlements reached earlier in the present round.
But wity increaseng speculation about the possibility of a pay freeze, this only
hcouraged unions to force through excessive claims in a hurry. The Government
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had a very considerable difficulty of presentation. This might be eased

o 4 receive Y he unions, here woulqd
d b tl t
following the Budget.

If this was we

. the next pay round began in earmest at

lative calm befo>
But if the Budget were badly
In the public sector, he was

be a period of re
£ tl received, pressure to re-
the end of the year.

open existing pay settlements would increase.
concerned by the attitude of the Clegg Commission. The Chairman and some of

essively narrow view of their
s to the exclusion of other factors

the members took an exc function, and seemed like],

to concentrate too much on pay differentials

especially in the first four references which were being

such as overmanning,

handled against a tight timetable.

In discussion, there was general agreement that the prospect was sombre. Price
were rising, and would do so further as a result of Budget changes and of

movements in the world oil price. This put further pressure on wages, at a tin

when unit labour costs were already much too high by comparison with our

competitors. It was essential to break the expectation of annual wage increase

unaccompanied by improvement in productivity.
incentives would help to increase output, but until this happened then

The Government's policy of

restoring
was no way in which pay could be increased in real terms. The private sector
mist be encouraged to look to its own self-interest. In the public sector,
excessive and unrealistic wage demands simply added to the public sector

borrowing requirement and generated further inflation. The concept of

comparability was a potentially dangerous one in this connection. It was well-

established in some parts of the public services, and it was not easy to see
alternative methods of fixing pay there in the long term. But the pay research
and review body machinery was undoubtedly capable of a good deal of improvement
and needed re-examination. While the Government remained committed to
maintaining the Clegg Commission for the time being, every effort should be madé
to strengthen it and encourage its more receptive members to take a broader Vié
of their responsibilities. On presentation, all Ministers should make a seri®
effort to bring home to the public and to the negotiators the consequences of
A number of p“b“c
Those in the law and order field would

present particular problems for the Government because of its commitments.

excessive pay settlements especially in the public sector.
sector cases remained to be settled,

isterial Committees comsidering public sector pay cases should always be

ende?

informed about the consequences for prices,
settlements.

taxes, rates etc of the recoms
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JINISTER, summing up, said that the Committee had St ol

ipary discussion of the prablems; | The sdevdying SEMendty: vas s
a

yeaTs people had been led to expect pay increases unrelated to
Productivity or effort,

re!
fos 2
roductio??

swung t00
problem but more generally

And the balance of negotiating advantage

far in the unions favour. The Government was committed to tackl
o tackle

: a major educational effort was required
that the economic realities were understood,

had
the Jatter
Ministers would ne
ed to
hese matters further. Meanwhile there were a number of steps which
whic
First all Departmental

{o esure
(onsider
o aken. Ministers bringing forward papers about
b jssues to Cabinet Committees should ensure that they fully set out the

relevant facts including not only the size and cost of the increase, but also its
Jffect on prices, local rates, taxes, and employment. Second, once a decision
pad been taken on any public sector pay settlement, Ministers should take every
opport\mity to emphasise the consequences in public, both in national and loca-l
media. They should ensure that the Paymaster General also had all the relevant

facts so that he could co-ordinate presentation. Third, the Chancellor of the
Exchequer and the Secretary of State for Employment should consider how the
independent members of the Clegg Commission might be persuaded to take a wider
view of their responsibilities. Fourth, the Chancellor of the Exchequer should
arrange for an article to be published in the serious press, emphasising that the
intellectual integrity of the Comparability Commission required it to take account
Df such issues as over-manning and low productivity, as well as of pay
fifferentials. Fifth, the Chancellor of the Exchequer should also arrange for
;::i::‘e’::n:l::t evidence to the Clegg Commission to be revised and circulated to
e privat:erned for clearance. Sixth, Ministers concerned with large firms
i’"POrtance i t:e(.:tor should seek informal opportunities to exp]‘.ai_n to them the
SEVenm, & Chazlr own long-term interests of resisting excessive pay demand?.
iting (I cel%ozl' (_,f_the Exchequer should circulate a paper to the Confnnttee,
vity L poss:{.bll]..tles for a 'forum' in which pay matters could be discussed
g Shoulpari-hes in a wider context. Eighth, the Set.:retary of State for
ch“&ing % bald circulate a paper to the Committee about his proposals for
only tradeg unioance ?f power in industrial relations. Thesc‘a should C(.)V!.!r !.mt
Tation Servf.l legislation, but also the future of the Advisory Concfha:lonlan:
g gy (ACAS) and of Schedule 11 of the Enployment.l’rot:ct:n C;;S 97%.
circula::(gle in parallel for an excellent paper on the subject by the ‘
to the Committee. Ninth, The Committee would need to consider

€

be
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0P SALARIES REVIEW BODY - ELEVENTH REPORT
9

& CO)L-‘IITTEE considered a memorandum by the Lord President of the
1!
Co,mcil (E(79) [‘) about the Eleventh Report of the Top Salaries
dealing with the pay of chairman anq members
(TsEB), bers of the

Reviey

Body ) J
poards of nationalised industries, the higher Judiciary, senjor officers

¢ the armed services and senior civil servants.
0

[€E LORD PRESIDENT OF THE COUNCIL saig that the Previous Government had
accepted the recommendations of the TSRB!s ‘tenth report, but had

staged those increases over two years with instalments in 4pril 1979
and April 1980.  They had made no commitment to update these increases
further in the light of inflation. The April 1979 instalment had
already been paid. The TSRB had now evaluated the increase due from
dpril 1979, to take account of development, since its 10th Report had
been prepared, and had also recommended adjusted rates for 1980 taking
these factors into account. The adjustment for 1979 averaged 11.7 per cent
and would cost,. in all, about £4 willion. He proposed that the Review
Body's recommendations should be approved. He did not however propose
W ask now that the Government should make a final decision about its
“illingness to further adjust the recommended salaries in 1980 to take
account of developments between April 1979 and April 1980; though the
Review Body woulq no doubt make its views on this known in due course.

I disc“SSiOH, there was general agreement that the increases recommended
¥ the Tsmp for 1979 should be implemented forthwith. In the case of
feniot officers of the armed services, failure to do so would lead to
'iverteq differentials with officers of the rank of Brigadier and below.
" the cage of the Judiciary, there was a noticeable reluctance on the

Par 5 o :
g SWtable members of the Bar to accept judicial appointment
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: i / assist here. I h
A : i riate to pay ensions henccfor\\nrd to the
iate TO y pens

port by reference to the rates

practice, it would be approP
enth Re

<eapryv to enter now into
i s not ssary
But it was B

This

groups covered by the Elev
recommended for April 1980.
t to up-date the 1980 r
orted ag

nece

i ates further that year.

any forward commitmen i e Lot

: ain on the salaries
issue could be considered when the TSRB rep

concerned.
THE PRIME MINISTER, summing up the discussion, said that the Committee
. : : he rates recommended by the TSBR for

frprm AL

agreed with the Lord President that t
date. The

payment

1 April 1979 should be brought into
should be adopted for pensions purposes

rates recommended for 1 April 1980
from 1 April 1979, and implemented for salary payment from 1 April 19

should make no advance commitment to update
of developments between April 1979

80.

The Government those rates
further to take account and April 1980,
should be published as soon as possible, and an
The Ministers concerned should

The Report accompanying
Government statement made on the same day.
arrange for the Chairman of the nationalised industries to be informed a

little in advance of the announcement. The timing of the announcement
should be synchronised with that about the pay of doctors and dentists, to

be considered under the next item of the Agenda.
The Committee -

I_'°°l,‘ nof.e witl_l approva} of this summing up by the Prime Minister of
their d1scu§s}un, and invited the Lord President of the Council and
the other Ministers concerned to proceed accordingly.

CONFIDENTIAL
AND DENTISTS' REMUNERATION
mmi ttee considered a note by the Seevata
Ty of State for Soci
al Services

1979 REPORT OF THE REVIEW BODY ON DOCTORS:

e

he Co
(5(79) Gjepout the implementation VR recommendations of th
Doctors' and Dentists' Review Body (DDRB) e 1979 Report

of the

HE SECRETARY OF STATE FOR SOCIAL SERVICES said the 1979 Report of th
cantained two main elements. First, the report set out rates of pa ehI.)DRB
prought doctors and dentists halfway towards the fully up to dateprz:t: ny
assessed for 1 April 1978, updated to 1 April 1979. The cost was estinsm:sd
at about £199 million, or 25,7 per cent of the net pay bill, Second the :
report recommended rates of pay appropriate to new contracts which had been
negotiated for consultants, medical assistants and for general practitioners
in certain hospital jobs., The cost of the new contracts would be around

£5 to £6 million in the current year and around £23 million in a full worki
year, In his view the recommendations of the report should be accepted in N
full, A commitment had been given in Opposition to honour the proposals in
last year's report for the phased implementation of fully up to date rates
by 1 April 1980. There was also an urgent need to improve morale of the
medical profession; this was vital to the wellbeing of the National Health

Service as a whole,

In discussion it was generally agreed that the DDRB's recommendations should
be accepted both as to the appropriate rates of pay in 1979 and the pricing of
fhe Dew contracts, The new general pay scales should be covered by an adjustment
::Ozzhbzi:izs i.’or the current year. But no extra provision in cash limits
iy i ade in 1979-80 for the additional £5 to £6 million required to
D0RB ¢, : new contracts, The Health Departments had originally asked the
= limftlce these contracts within money already available; and to adjust
g :.to accommodate their cost could undermine financial discipline.
they shc,uldmal stage of introducing the 1978 salaries, due in April 1980,

be updated to accommodate the recommendations in the new report

but oor
198¢ Mitments should be avoided, if possible, to further updating them in

7
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THE PRIME MINISTER, summ i i id Committee agreeq
d1scussmn, said the
g scales in 1
that the DDRB's recommendation 979
and 1980 should be accepted, Cash

accommodate the increases to be pai

mplementatmn of the new con
e cash limits for the current

s about the appropriate pay
limits should be adjusted upwards to

d in the current year. There was no

objection to the tracts recommended by the
DDRB; but no increase should be made in th
year to accommodate their additional cost,
entered into at this stage about the further updating of doctors' and
dentists' pay in 1980 to 1980 levels, Nor need decisions be reached now

about the treatment of cash limits to accommodate increases in pay in 1980,

The Committee agreed that the Government's decisions should be announced
The Secretary of State for Social Services, the

as soon as possible.
Secretary of State for Scotland and the Lord President of the Council shoulq

consult together, and with her, about the exact timing and wording of the

No new commitment should be

announcement.,

-

The Committee -

Iook note, with approval, of the suming up of their discussion by the
f‘rme Minister and invited the Secretary of State for Social Services,
the Secretary of State for Scotland and the Lord President of the Council

to be guided accordingly.
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The Committee considered Social Security Up;:a

and conclusions reached are recorded sepam:e%
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FR PLANT MANUFACTURING INDUSTRY

5.  STRUCTURE OF THE POW

Seer ~ies of S 3
Tk Committee con=idered a memorandum 0y the Secretaries of State for
e s
Indust d for Energy (E(,Q) 7) reviewing the structure of the power
ndustry an ) 7 ; :
They also had before them a minute of

plant manufacturing industry.
ter on the same

50 May 1979 from Sir Kenneth Berrill to the Prime Minis

subject.

STATE FOR INDUSTRY said that the power plant industry

THE SECRETARY OF
(GEC and NEI Parsons)

turbine generator manufacturers

consisted of two
(Babcock and Wilcox and NEI Clarke Chapman).

and two boiler makers

There was general agreement that the industry's future lay in contractio

to a single company in each field, but there was so far no sign that the

necessary mergers would be forthcoming. The immediate issue was whether
the Government should seek to influence the destination of the orders
for the power plants for the Heysham and Torness Advanced Gas-tooled
Reactor (AGR) stations, now out to tender. The two boiler making firms
had reached a measure of collaboration, but this was not so in the case
of the turbine manufacturers. GEC favoured a four-flow design, whereas
Parsons had a six-flow design which the Generating Boards were known to
prefer. He nevertheless considered it unlikely that the Boards would
give all their contracts to Parsons, hence these orders were unlikely

to decide the fate of either company. The Government's options were

not to intervene in the normal ordering process; or to seek to persuade
the Boards to place their orders in such a way as to force restructuring
or to seek to spread the work between the companies. His inclination was
not to intervene, but to leave the ordering to the Boards. He was further
influenced in this view by the information he had received that it was
likely that all the companies concerned would be applying in due course
to the Government for assistance to obtain contracts overseas. He would
not wish by his action on the AGR orders to give the impression that
Government, help would necessarily be forthcoming for any such overseas
orders. Nevertheless it was relevant that GEC was generally regarded
as the more effective company in obtaining business in export markets
and they might therefore have the best chance of succeeding in the long
run.  For this reason, if the Committee decided in favour of interventit”

he considered that the orders should go to GEC

10
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e SECRETARY OF STATE FOR ENERGY said that he also favoured non-

intewentioﬂ,
our faith in Generating Boards whose
past performance did not inspire confidence. TIf they were to decide

though he recognised that this would involve putting
the procurement ability of the

in favour of the six-flow design from Parsons a strong reaction could

be expected from GEC.

In discussion, it was suggested that it would be wrong to leave the
future of the industry entirely in the hands of the Generating Boards.
Parsons was the weaker of thg two turbo-generator manufacturers and
could soon be in danger of collapse. The Boards' ordering policies
might well be aimed at keeping Parsons in existence as a counter to GEC,
but the essential consideration was that there was most unlikely to be
room for two companies to continue in the longer term. It was therefore
desirable that the actions of the Generating Boards should promote
rationalisation in the industry. But this would not be possible in
relation to the present orders and if the Government intervened to this
end the Generating Boards might seek financial compensation. The right
course might therefore be to allow the Boards to go ahead with formula-
ting their ordering policies on the two stations, but to expect them to

consult Government before reaching final conclusions or signing contracts.

THE PRIME MINISTER, summing up the discussion, said that the Committee
¥ere agreed that the Generating Boards should be told that they were
feSPOHSible for reaching decisions on the ordering policy they followed
::O:Zie:t of plant for the two AGR stations. But it should also be
ome to them that the Government expected them to face the
:::::t::enc:: :or the power supply industry of whatever decisions they
e the-cons ollowed that they should not expect financial compensation,
i, t‘heequences of any decision they took. It should also be made
b s m that they shopld not assume in their decisions either that
b, ox'deent would be prepared to help the manufacturing industry with
TS or that the Government would wish them to take social or

Tegiona]
factors into account. These were matters for Government. The

11
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by the Prime Minister and in
g;xided accordingly.

12

|£0NFIDENTIAT]

OF}‘CHOFE SUPPLIES INTEREST RELIEF GRANTS S
6. = CHEME

The Commi ttee considered a memorandum by the Secretary of State for Energy
e N

(E(79) 6) on the offshore supplies interest relief grants scheme.

THE SECRETARY OF STATE FOR ENERGY said that the Commission of the European Economic
Commnity had decided on 2 May to require the United Kingdom Government to
abolish this scheme within two months on the grounds that it was contrary to the
Treaty of Rome. If we failed to comply, the Commission had threatened to take the
jésue to the European Court. There were essentially the following opticns:

to discontinue the scheme at once; to defy the Commission and keep the scheme in
its present form; to phase it out over a period; or to seek to reach a compromise
agreement with the Commission on retaining the scheme in a watered-down form,

An important consideration was whether the scheme had succeeded in what it had
attempted to do: namely, to help our offshore suppliers establish themselves in
the market provided by the development of the United Kingdom Continental Shelf.
Our share of this market had grown substantially since the scheme was introduced
but it was nevertheless difficult to conclude with certainty that this was
attributable to the assistance which the scheme had offered. He judged that the
scheme had probably been marginally valuable over the last four or five years.

In public expenditure terms, discontinuing it mpprod\xce a saving of

17 million over the period of the Public Expenditure Survey. Neither of these
¢onsiderations was conclusive. Hence the issue was essentially one of tactics.
If the scheme was discontinued immediately, the Government would be criticised for
being toq compliant to the demands of the Commission. To defy the Commission
completely however would lead to a case being put before the Buropean Court which
¥ would almost certainly lose. To announce unilaterally that we were prepared

to
g Phase the scheme out in our own time would probably lead to renewed protests

T
h om other members of the Community particularly Denmark. For these reasons

e .
Preferreq ¢, attempt to negotiate a modified scheme, thereby prolonging the
at, ;
€ ang Providing the opportunity to dismantle the scheme at a later date.

deb,

15
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In discussion, it was b taaiahan
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The previous )

would not work.
were obvious objectiv

rebuffed. Moreover there
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part of the Chancellor of the

require
i ds as
discontinue the scheme on economic groun
i anditure jut t cut it immec

Exchequer's exercise 10 reduce public expenditure. Bu = “alely

;: iv s oo trv which objected to abrupt changes in Goygp
would be badly received by industry whi J .

the Government's hand should

policy affecting them. It was important that

y should we give the
ear to have been forced by give e
gement to believe that we

A phasing out of the

the Commission; nor

would accept their intrusion ing,

not app

Commission encoura

scheme was therefore 4

other areas of our energy policy.

best solution and onme which we should justify on economi grounds.

THE PRIME MINISTER, summing up the discussion, said that the Committee

were agreed that the best course of action would be to phase out the scheme oy

a reasonable period — perhaps 12 or 18 months. The most suitable period for &
State for Energy, in

purpose should however be decided by the Secretary of
for Industry and for
State for Energy in

consultation with the Secretaries of State ~ Scotland and
with the Chancellor of the Exchequer. The Secretary of
monweal th Affairs

consul tation with the Secretary of State for Foreign and
i of our intentions

should thereafter arrange for the Commission to be inform

The Committee -

summing up

Took note, with approval, of the Prime Minister's
> for Energy

of their discussion and invited the Secretary of
to be guided accordingly.

Cabinet Office
4 June 1979
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CABINET

MINISTERTAL COMMITTEE ON ECONOMIC STRATEGY

- LIMITED CIRCULATION ANNEX

E(79) 2nd Meeting, Minute 4
FRIDAY 1 JUNE 1979 at 10.15 am

SECRET .
4, SOCIAL SECURITY UPRATING

The Committee had before them a letter dated 31 May from the Secretary of

- . -
State for Social Services to the Chief Secretary, Treasury, about reducti
: ' ' ’ ions
in public expenditure on health and social security

THE SECRETARY OF STATE FOR SOCIAL SERVICES said Cabinet the previous day

(ce(79) 4th Conclusions) had provisionally concluded that reductions in publi

expenditure should not be obtained through the extension from 3 to 6 da; ls) oflzh

::l:l-)erdof waiting days before sickness and unemployment benefit could b: :

imed,

a ptrmen s e mrmssermasuE

il St 1 L e 0, o 5 e scopt'e for alternative

Faad o e togb : 30 million of such savings for the current

By ke o) sav:n :und,lc;n the as.suntptmn that £10 million of

Provisiona] decision not to fla.kwou o thr'ou&h it

those o b o e gom.i the shortfall in the 1978 uprating for

i s dl . The main alternatives that had been considered
eath grant; avoiding uprating child dependancy

allwanc
S5y aldimin .
and holding , gning supplementary benefit and national insurance main rates;

Neither He' ng
altematiVes

i
ACreage in v,

f the uprating of family income supplement to the minimum.

T the Secretary of State for Buployment found any of these p

a?tf‘a"ti"e- In his own view the best choices were either the

:;:;:zstime which he had already proposed, or an increase in

s i:;:‘ 2?P to 60p, together with an increase in dental
ation, which would save about £50 million.

Preseription
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agreed that the

further al ternatives propo seq

11y

r Social Services wer But since

: : i enera &
In discussion it was & o wnattractive.

by the Secretary of State fo
t had already provisio

i nally rejected the option of increasing “"‘"iting
Cabine d sic this left only the option of
time for unemployment an
asing prescription and den
20p to 60p would b
Howeve

kness benefits,
tal charges. An increase in prescription

e unpopular and would h
r increases in prescription charges had the

e ave an adverse effecy

charges from
on the retail price index.
1 advantage of being among th
ed charge were limited to 45p,

e simplest increases to explain; and it

enera 5 i
5 and thus below full uprating for

the increas e
ince it was established at its prosent level, the political
It was relevan

and would not be affected by

inflation s
reaction should be sustainable.
ere exempt from the charges

t too that children and othep

sensitive groups w

their increase.

THE PRIME MINISTER, summing up the discussion, said the Committee agreed that
the further alternatives proposed by the Secretary of State for Social Servie

in his letter of 31 May should not be pursued. They reaffirmed the Cabinet's

short term benefits shu

conclusions of the previous day that the shortfall in
not be made good and that there should be no increase in waiting time for

They agreed that prescription charges s

sickness and unemployment benefits.
be increased from 20p to 45p and also that dental charges should be increase
in line with inflation, as proposed by the Secretary of State for Social Sertl
The Chancellor should annow
It

in his letter to the Chief Secretary of 24 May.
the decision on prescription and dental charges in his Budget statement.

was very important that no prior publicity should be given to these changes

The Committee -

i;ok m_)te, mth approval, of the summing up of their discussion by
. e Prime Minister and invited the Chancellor of the Exchequer and e
ecretary of State for Social Services to be guided accordingly.

Cabinet Office

4 June 1979
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it Cabinet this morning colleagues expressed considerable doubis as to whether
it would be possible to get through the House proposals to extend from three
deys to six days the number of waiting days which a person has to serve before
becoming entitled to sickness or unemployment benefit. The mattsr was to be
considered further at Committee B tomorrow snd I am therefore circulating this
letter to colleagues in advance of the meeting. 2

I ati_;ach a nc?'tc about this proposal: despite all the cbvieus difficulties, it
ziﬁin}slar&y wtuew "cha;t.this 1s the best available ophion, if savings of this
se B agleotlgeaac.uzvn?d this year on the social security side. If colleagues
havs, %9 gey Ehat giel')_llhat wc. should 6o .E?l’\'lal’d with this proposal, then I
savingd o xo e ord"jl be7extrenlxely gilfl:.Lc'\xlt_for me to find substantial
increased NES ohas «c;rfOf :Q)Om -.11‘1.th15 f::nanc:.al yea.r,_if the possibility of
@ assuning h t &¢ or prescriptions and dental work is also excluded. (I
vhat Cabinet's decision noi to meke good the shortfell in the 1978
those on shorit-term benefits which will save £10m in 1979-80

Uprating for
Counis a
‘s towards my overall target of £40m).

I have nonet
} etheless ¢ Jae . : . 5
beloy pl‘c}‘/asit"o;:q considered in detail what savings could be made and I lisd
for g; ions which, to my mind, are frankly less acceplable than going

or BT a s 1
tait Yt 3 ¥ SRE

8 “tiing days but which ave the only aliernatives I can offexr:-
)

abolig)y

480 @ S A .
One coulde?f“ grant. This would save £5m in 1979/80 and £16m in 1960/61.
could o ,‘i"‘m’“ that those in financial difficulties with funeral expenser
thig \-:oﬁg‘dmb“Jl‘;‘.’lcl‘”cntal’.;f benafit, as indeed they do at ‘the moment. Jub:
Presgype 'h' e fiercely opposed in Parlizment, where all the recent

as been to increase Gher grant.

)701(1 5
. down op 43 .
Nereageg g:' t?‘o uprating of child dependency allowances. Ji the
¢hilg sup o] t“_e child dependency alleowances axé westricted so that
the o Port for those on national insurance benefit goes up only by

‘o, \d :
&4 nog py :Ocupd to snflation proof the dependency allowances themsclves
Cach opyy, he amount needed to iniladion proof ihe total support fox

(lncxuumg the child benefit element), as is provided for in




e

SeeRET

the public expenditure programme, S‘!Om.would be saved in 1979/80
and £26m in 1980/81. Ifg more regllstlca.lly, only the child
dependency allowances pa.ld‘Wlth sickness and wiemployment benerfit
were so restricted the'savmgs would b? about £5m and £12m
respectively. But: this v.!ould be a suoteri‘"uge, Yielding a much
less generous level of ch%ld suppo:.-t. Qom{rxg on top of our
decision not to uprate cl'uld benefit this November, it would be
very damaging to our claim to concern for the family,

(¢) align supplementary benefit and na'f‘,ion;-;l insurance main rates.
The principal scale rates for married and single persons on supple-
mentary benefit are slightly ahead of the Principal national
insurance rates (£31.55 for a married couple compared with £31.20
and £19.90 for a single houscholder compared with £19.50). If those
rates were 2ligned with the rew pension rates there would be a saving
of £12m in 1979/80 and £30m in a full Yyear. But: thig would mean
that supplementary pensioners got less than price proteciion in
November, which would be inconsistent with our undertakings.

(d) hold the uprating of family income supplement to the ninimum, It
would be possible to shave £2-£3m off the FIS uprating, final details
of which have yet to be arranged. But: a "mean" FIS uprating is
inconsistent with colleagues! aims to encourage people to stay in
work rather than fall back on social security benefits.

Nonetheless these are the only immediate savin,
not wish to go ahead with the proposal to increase waiting days from three to
8ix. Beyond these areas onc moves into imp: icable propositions such as
atteupting yet again to withhold unemploymens benefit from occupational
Pensioners, :

gs I can offer if colleagues do

3y

; have looked again at the Possibility of making savings in the HPSS progreune
but the only way to secure such savings while not cutting expenditure would in
fi}c‘c be to increase charges. T am still ready to pursue this if colleagues so
Wlsh.' I have considered but rejected the possibility of charging for family

Planning Supplies or of curtailing the present welfare milk scheme. Reductions
0 health authority expenditure are ruled out by our Manifesto commitiment; and

e most T ooulq g would be to make some comparatively small savings in

Centra_lly
Erants o
over g g

financed services, vhich cover for example research, training and
voluntary bodies. I may be able to save in all up to £5u spread
umber of sub-heads, which I am urgently reviewing.

F 3 s o o
\.'(i);‘hmécrsel? I vould prefer to go ahead either with the extended \~la1tm:;'aay§ on
Hag hf increaseq charges rather than pub together a package ofpthe };n?d J.
of a1y ¥rined above, which vould attract criticism on a number of fronts out

Proportion to the savings achieved.

yrn o5 (’4}7
JH Rt Py

PATRICK JEERD :
/ (Lpproved by. the Seoxctaxy of Shaie
and signed inthis absence)
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pATENSTON OF WAITING DAYS

pr/oaoﬁ‘i;

1% is proposed that the 3 days for which wnemployment,
1;cmesf3 and injury benefit are not paid at the beginning
zf a spell of unemployment or incapacity should be extended

1o 6 days.

Bpees Full vear
24 _ . iy Het of Supv. Ben.
gigg;;sgeﬁggiil“ = e6om £60
Unemployment Benefit : £15n -‘3'1 Om

Only very rough estimates are possible. The latest aveilzble
figures relating to claims for benefit show that in 1976/7 the
total nunber of siclkness benefit claims was 10 million, while
the total number of unemployment benefit claims in 1978/S was
4% million.

Bifect on claimants

3. Beneficiaries would lose 3 days flat-rate benefit:
£7.88 for a gingle person; £12.76 for a marriecd couple;
£14446 for a married couple with 2 childrend Perhaps T0%

of men would be likely to have some sick pay cover for those
6 days and a rather higher proportion of women. The
Wenployed would receive no continuing payments from their
“mployers but a considerable proportion receive an exira
Veek's payment (a veek in hend) when they are discharged

¢ & number of them wowld have redundancy etc paymentse

Bigtamns
L2 Lo
~-2lical
4.

when f:e valfing period for receipt of unemploymen“b benefit

19204 i Scheme commenced in 1911 was 6 days. DU.erJ‘Jg "t:)f:e“f

3 dayg": period varied between 6 and 3 days; but iv h;:..s bee
nce 1937, Prom 1948 waiting deys boceme payable

I‘e*tl\ By
3 O8pec “ively after there .had been 12 days of siclkness,
ompl,

O¥men: 2 ' . P ands i 1 of !
4 J«‘,{_l l./mynt or injuniesg during a period of inberruption 0% >
T e ST R S S, 38



v the Labouz o

yenue =% iz . . il
cppEYY s days absolute but had to withdwraw theis a
3wait 00 Of backbench presgure and Conssrvativ i
:191;1 the conservative Government made the 3 valting days
Iisolute in the face of vgry strong opposition from the
oo penches (3.momings were spent on this subject in
COmmittee)‘ |

1 favour of the proposal
/_

5, It would result in considerable savings (see para 2, above).
I; sould be argued that since the period of 3 waiting days was
128t jntroduced the background has changed a great deal.
Increasingly employers have provided sick pay for employecs

who &aT€ temporarily incapacitated. The Contracts of Employment
and Redundancy Fayments Scheme have_ increased considerably the
provision made for a worker who becomes unemployed; and the
nunber of workers who receive a week's wages in hand on the
termination of their employment has also incressed. The

rates of national insurance benefit are now much higher than

in 1948 and earnings and savings have alsc gone up considerably
since then, and with them the ability of pecple to manage on
their own resources during short interruptions of earnings.

Against the proposal

6. a, Many cleimants would be worse off particularly those
vho are low~-paid and those working in heavy industries
such as coal mining, .engineering and shipbuilding where
the incidence of sick pay is not &a great. Considerable
opposition could therefore be exzpected from the Labour
benches and from the TUC.

Y. The Tact that benefit will not be payable for the
first 6 days of sickness will meen that many employers
¥ith sick pay schemes would either have to pay their
caployees an additional 3 days' benefit or re-negobiate
zggeprivute ineurance cover they have for sick pay

Bes. The ¢BI would therefore be likely to oppose
the proposals also,

40



c. More claimants would need %o have recourse to
gupplementary benefit. It has becn estimated that
14% of those becoming unemployed claim supplementary
penefit during the first week oz uwnenploymeat and
26% during the second week. A4 chenge to six absolute

vaiting days vould mean an increase in these numbers.,

d. Increasing the number of waiting days would be

contrary to the ILO conventions on sickness and

unenployment benefit. There could be difficulties for us in
relation to the EEC, as none of the EEC countries has

more than three waiting days for siclmess benefit and

only one (Italy) has more than three waltln days for
unemployment benei’lt.

Administrative implications

T. The payment of unemployment bemefit is mainly
_couputerised and, because of the nesd %o re-progremme the
computers, the change could not be made uatil Janvary 1980.

The siclmess benefit rules could however be changed with
effect from September 1979, assuming legislation is through
before the summer recess. This would mean an awkward 4 montho'
Period during which two benefits which have run in close
Parallel for 30 'years had different rules and would be ¢
& °°mP11ca tion which would be unwelcone to staf; and
beneficiaries alike. Bub it would mot be operabicnally
inpossible 4o begin the new arrangements on different dates.

00 this basis the benefit saving in 1979/80 would be
Y40 midlion net.
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Qa 04110 i e, Mt hamd
To: MR STOWE
From: SIR KENNETH BERRILL
Uprating of Social Security Benefits
1. I think the Prime Minister will wish to consider very carefully

whether Mr Jenkin's proposals on retirement pensions in C(79)9 fully
meet the need for public expenditure savings both this year and in the

longer term.

2% The present pension ie £19. 50 a week for a single person and £31.00
a week for a married couple. The real value of the pension has risen

20 per cent over the last five years. The cost is now over £73bn. a year.

3, The present statutory requirement is to uprate long-term benefits
(including pensions) by the forecast growth (November to November) in

earnings or prices, whichever is the higher.

4. Mr Jenkin proposes that next November's uprating should be indexed
to prices only. Legislation would be taken, as necessary, to make this
the statutory minimum requirement, in line with the present arrangements

for basic rate personal tax allowances.

5. He also proposes that a margin should be added to make good the
'shortfall' on the previous Government's uprating last Nm_rember (they
under-estimated the rise in incomes). The cost of this margin would be
Up to £90m. in 1979/80 and £220m. in a full year. The cost is inevitably
carried forward into all future years because indexation provides a ratchet.
This £220m, is a significant sum. There is no provision for this in
CUrrent expenditure plans and if it is committed now it will necessarily be

at the expense of equivalent cuts elsewhere.

1
' CONFIDENTIAL
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% There is no doubt that the Government is committed to an increase
of at least £2. 50 (to £22) for a single person and £4.00 (to £35) for a

. married couple. That is implicit in the Prime Minister's assurance on
29 March that '"we shall honour the pension commitments which he
[Mr Callagha.n] announced yesterday'. But these,or even larger,
increases will result from indexation by prices only without the addition

' of any margin for shortfall on the rise of incomes (unless prices are

forecast to rise by less than 12-} per cent, which is unlikely).

7 Mr Jenkin is likely to argue that the Government also has a commit-
ment to make good the shortfall on incomes leit over from last November.
We do not think that this need be read into the Prime Minister's assurance
noted above. But she will wish to judge that for herself, Mz Callaghan's

remarks, to which she responded, are at Annex A.

8. Unless the Prime Minister feels that the Government is committed to
making good the shortfall on incomes, there is a good argument on mezits
for not doing so. The social security programme now accounts for
nearly 25 per cent of public expenditure; is growing rapidly; and is
increasingly closing off other options. Pensioners have done well in
recent years. The present Government's policy is to index by prices

only until resources are available to achieve further improvements. Last
November's uprating has already provided for an increase in real terms

of over 3 per cent even in its defective form, Given the present aced for

expeaditure savings it is illogical to seek to go further.

9 lam sending a copy of this minute to Sir Joha Huat.

KB, .

22 May 1979
At :
CONFIDENTIAL



481 Her Malesty's

y of the Industrial Reorganisation Corpora-
: tion. This time they want to hamsting
s the National Enterpise Board. They in-
tend to cut public expenditure. They
kecp saying so. What do they propose to
do? Do they propose to stop the
National Enterprise Board funding the
new Rolls-Royce acro-engines? [How,
MemBERS: * Answer "] There are more
questions yel. Let us have a compen-
| dium. Do they intend to cut the Euo-
! " pean airbus? Will they stop the produc-
|+ tion of the new HSI46 aicraft? Is it

the youth employment schemes that are
to go? Is it the Wclsh Development

’ Agency or the Scottish Development
Agency, which is at the moment backing
9,000 jobs with £20 million of invest
ment? ;

Is it the new social bencfits that we have
introduced that are to go or the mobility

) allowance for the disabled, the invalid

carc allowance, or help to disabled house-
wives? - I make no mention of school
[ milk.

Since we came into oflice the average
number of paticnts on each doctor's list
« bas declined. Are the numbcers to be
| allowed (o swell again when public ex-
penditure is cut?

The numbers of people scrved hy home
| helps have incrcased. The meals, on
whecls service has been enlarged.

Are these 1o be cut back? Or is it the
rebuilding of our citics? Would they
tamper with the child benefit scheme,
whose allowance is to be increased from
£3 to £4 per week from 1 April?

What about the pensioners? During
the Conservatives’ term of office pen-
sioners' living standards fell behind
those of the population who were work-
ing. By contrast, this Government have
Steadily improved the real position of the
y Pensioner year by year, by increasing the
pension by whichever has been the higher
of the forecast carnings or the forecast
Prices. That is now a statutory respon-
) f.'}’""y- It has improved the standard of
e of the pensioner after he or she

relircs, by co i i wage
"m": y mparison with the wag

Let me give the fipurcs. When the
a "Servative party leit office the pen-
i a lers'. proportion of the net eamings of

\ p‘l_named male manual worker was 40
< cent. Today the pensioners' proportion
caraings of

| samo aet the malke
Wha

EYIS | EXTRACT FROM EANSARD
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married manual worker is 50 per cent— - .. y
an increase in real standards. We shall 1
fulfil our statutory obligations again this A
year.

This is the scason of estimates and
revenue. Yesterday we debated expend-
iture on the Armed Forces for the coming
year. Today I should like to inform the
House of the estimate of the Chancelior ' '
of the Exchequer for old-age pensions for oA
the coming year. First, he has provided
for a correction to the underestimate’ in
the forecast made this time a ycar ago—
a question that has been raised on a
number of occasions by bon. Members on
both sides, but mainly from Government
supporters, I grant. Let us associate the oy
Conservatives with this. Do not let them ;
escape their share of the responsibility.

Earnings last year rose (aster than the /
forecast on which the Chancellor based
his upraling at that time, He has taken
account of this in the new incrcase that
will operate for the next pension year |
from November. For a marired couple,
therefore, he has provided for an increase 1
in the pension next November of ahout i (
£4 a week to around £35, and for a single 3
person of about £2:50 per week, to about
£22. That is provided in the Estimates,
That will be one more important slep to
reduce the gaps that still exist in our
society—to remedy fhe injustices, to erase
the class divisions and racial bigotry. to
attack povcrt( and the lack of oppor i
tunity that still face many of our citizens. o
The difference between the Opposition .
and the Government is that we know that {
these problems will not be solved by a
return to those policies of 1970 or by
soup-kitchen social services. They will be
overcome only if we haruess the energy
and the ideals of our people to build u/
fairer and more just society.

Let need, not greed, be our motto. Our |
purpose as a Government and as a party
is to present a bold, Socialist challenge
to all these problems as we face theso iy
tasks. I ask for the confidence of the |
House and of the country so that we may .
continue with our work. [/nterruption.] oy

Mr. Speaker : Order. [ think that hom. ]
Members have conveyed their micssage. Wl A

Mr. John Stokes (Halesowen and o
Stourbridge): On a point of order, Mz '
Speaker, I have just received e meags s



