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To : M R W O L F S O N 

F r o m : SIR K E N N E T H B E R R I L L 

Sho r t - t e rm Benefi ts , Supplementary Benefit , S t r i k e r s ' 
Benefi ts and Taxat ion 

1. A t last Tuesday ' s meeting of E you asked me if the C P R S kept an 

eye on the taxation of benefits and I sa id we could let you have a short note. 

T h i s is attached. 

2. A s always in this f i e l d , it is a compl ica ted si tuat ion. But b r i e f ly 

the pos i t ion is this : f u l l - s c a l e taxation of s h o r t - t e r m contr ibutory benefits 

is un l ike ly to be prac t icab le unt i l the Revenue ' s P A Y  E is ful ly computer i sed 

(in the la te r 1980s). A l i m i t e d scheme to tax unemployment benefit (possibly 

l inked with t ransfer to employers of r e spons ib i l i t y for paying most s ickness 

benefit) might be p rac t i cab le by 1982 - see (a) of the note. T h i s would be 

helpful in improv ing i n - w o r k / o u t - o f - w o r k incent ives , and would br ing in a 

substantial revenue y i e l d . But there a re p rob lems s t i l l to be worked out 

( in pa r t i cu l a r the treatment of supplementary benefit) and the Revenue staff 

cost would s t i l l be cons iderable . 

3. T h i s would, however , have v e r y l i m i t e d effect on the pos i t ion of 

s t r i k e r s . If the objective is to reduce the f inanc ia l r esources avai lable to 

s t r i k e r s , it would be necessa ry to consider one of the two approaches set out 

at (b) of the note. These could in p r i n c i p l e be in t roduced wi th l i t t l e delay. 

But they would be much m o r e c o n t r o v e r s i a l . 

4. So far as we know, a good deal of work has been done a l ready on the 

l i m i t e d option desc r ibed at (a) for taxing s h o r t - t e r m contr ibutory benefits, but 

detai led work on the options under (b) for dealing with s t r i k e r s ' f inanc ia l 
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pos i t ion has not yet advanced far . Bu t we sha l l find out when we see the 

paper on benefits for s t r i k e r s which , fo l lowing the meet ing of- E on 19 June, 

the Sec re ta r i e s of State for Soc i a l Se rv i ce s and Employment have been 

asked to p repare . I was not c lea r how widely the paper was expected to 

range. P r e s u m a b l y it w i l l cover tax refunds to s t r i k e r s and so involve 

T r e a s u r y M i n i s t e r s as w e l l . But i f i t were thought des i rab le that both of 

the p rob lems set out under (a) and (b) should be covered , I think that the 

M i n i s t e r s concerned would need to be to ld . 

5. I am sending a copy of this to C l i v e Whi tmore and John Hunt. 

25 June 1979 

A t t 
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SHORT-TERM BENEFITS, SUPPLEMENTARY BENEFITS, STRIKERS* BENEFITS 
AND	TAXATION 


There are two d i s t i n c t issues 

(a)	 the taxat ion of short-term benef i t s , wi th impl ica t ions for 

incent ives ; and 

(b) the	 treatment of s t r i k e r s ' "benefits and tax refunds, wi th 

impl ica t ions for i n d u s t r i a l r e l a t i o n s . 

(a)	 Taxation of short-term "benefits 

I t has long "been accepted "by "both par t ies that the short-term 

contr ibutory benefi ts ( i n p a r t i c u l a r sickness benefit and 

unemployment benefi t) ought to be taxed, i n the same way as 

the long-term contr ibutory benefits ( i n p a r t i c u l a r retirement 

pensions and widows* pensions) are already taxed. The o r i g i n a l 

in ten t ion i n 1 9 4 6 " was that both short and long-term benefits 

should be taxed, and i t i s administrat ive problems only which 

have hi ther to prevented the taxa t ion of short-term benef i t s . 

I f they were subject to tax , t h i s would b r ing i n substant ia l 

addi t ional revenue (around £ 4 0 0 m i l l i o n from unemployment 

benefit and sickness benefit combined), and would reduce some 

of the incentive problems that a r i se i n the comparative pos i t ions 

of those i n work and those out of work. 

The f u l l t axa t ion of short-term contr ibutory benef i t s , i  f 

introduced by the Revenue on a manual basis before computer­

i s a t i o n , would cost some 1 0 , 0 0 0 add i t iona l Revenue s t a f f . On 

manpower grounds t h i s option seems to be out of the question u n t i l 

PAYE has been computerised ( t h i s w i l  l not be completed on present 

plans u n t i l 1 9 8 7 ) . 

Some work has been done on a more l i m i t e d scheme for tax ing 

unemployment benefit only on a manual basis by 1 9 8 2 ( t h i s date 

l i n k s with relevant computerisation plans i n DE and DHSS). 

This would reduce the s ta f f cost to around 3 , 0 0 0 . I t i s possible 

that t h i s option could be l inked with the option which i s cur rent ly 

under

for the

 study i n DHSS for t rans fe r r ing payment

 f i r s t s i x weeks to employers. 

 of sickness benefit 
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(Apart from securing a substant ia l DHSS s t a f f saving, t h i s 

would allow most payments of sickness benefit to be brought 

wi th in PAYE operated by the employer, without adding to 

Revenue s t a f f cos t s . ) 

This option i s being further considered at o f f i c i a l l e v e l , 

but we understand that Min i s t e r s have not yet taken any 

firm view. 

A p a r t i c u l a r problem which ar ises i  f short-term contr ibutory 

benefits are brought in to tax i s the tax treatment of supp­

lementary benef i t . Supplementary benef i t , whether payed at 

the "ordinary" rates or long-term rates , i s not taxable at a l l 

at present. The case fo r t ax ing i t i s less c l ea r cut and more 

cont rovers ia l than for the contr ibutory short-term benef i t s . 

A t r a d i t i o n a l argument has been that , since supplementary benefit 

i s a means-tested benefit designed to secure minimum subsistence, 

i t would be wrong to tax i t  . But, i  f supplementary benefit were 

not taxed at a l l  , while contr ibutory short-term benefits were 

taxed, there would be serious anomalies between people qua l i fy ing 

for f u l l contr ibutory unemployment or sickness benefit and those 

whose contr ibut ions are def ic ient and whose contr ibutory benefit 

i s topped up by supplementary benef i t . One possible approach to 

t h i s d i f f i c u l t y would be to "take account" of supplementary benefit 

payed i n respect of the claimant and his wife (or other adult 

dependent) but not to take account of supplementary benefit paid 

for ch i ld ren or other dependents. This would ensure that the 

taxable supplementary benefit d id not exceed the weekly t ax 

threshold , while at the same time reducing tax refunds due l a t e r 

i n the year but would avoid a s i t ua t i on i n which tax had to be 

ac tua l ly deducted from supplementary benefit when pa id . But 

t h i s idea has not yet been f u l l y worked out, and i t i s not yet 

c lear whether i t would provide a f u l l y pract icable so lu t ion to the 

d i f f i c u l t y . 
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(b) Treatment of s t r i k e r s ' benefits and tax refunds 

S t r ike r s cannot claim e i ther unemployment "benefit or supplementary 

"benefit for themselves. They can however claim supplementary 

"benefit i n respect of t h e i r dependants (wife and ch i l d r en ) , and 

they can, while on s t r i k e , get PAYE tax refunds, normally d i rec t 

from t h e i r employer (except ional ly d i rec t from the Revenue, i  f the 

employer i s u n w i l l i n g ) . The evidence i s that only a minori ty 

of those on s t r i k e ac tua l ly claim any supplementary "benefit for 

dependants, and, i  f the aim were to reduce f i n a n c i a l resources 

ava i lab le for s t r i k e r s , ac t ion to l i m i t or stop PAYE refunds would 

probably be more important than act ionto tax any supplementary 

benefit which they c l a i m . 

The effect on s t r i k e r s ' resources of t ax ing short-term c o n t r i ­

butory benefits on the l i n e s of the l i m i t e d scheme discussed at 

(a) would be very sma l l . I f supplementary benefit claimed i n 

respect of a wife were to be taxable , t h i s would reduce the tax 

refunds which could be claimed, but only by about one t h i r d . 

There would be no effect fo r the majori ty of s t r i k e r s who do not 

claim any supplementary benef i t . 

A more di rec t method would be to l e g i s l a t e to defer the tax refunds 

for s t r i k e r s u n t i l they return to work. This could i n p r i n c i p l e 

be done without delay, and without s i gn i f i can t s t a f f cos t s . The 

main problem, apart from p o l i t i c a l d i f f i c u l t i e s i n withholding from 

s t r i k e r s money which i t could be claimed i s by r ight t h e i r s , i s 

that for s t r i ke r s who at present both claim supplementary benefit 

and also get tax refunds, t h e i r benefit entitlement i s reduced by 

any tax refund received. I f tax refunds were deferred, the 

entitlement to supplementary benefit would go up pro tanto, so that 

the benefit of the tax refund could i n effect be received twice , 

once i n the form of higher supplementary benefit than i s at present 

due and again when the actual refund was made on return to work. 
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An a l te rna t ive approach which was canvassed before the e l ec t i on 

would be to deem s t r i ke r s to be i n receipt of a not ional l e v e l 

of s t r i ke pay from t h e i r union. (One would have to deem t h i s , 

whether a s t r i k e was o f f i c i a l or u n o f f i c i a l , or there would be an 

incentive towards u n o f f i c i a l s t r i k e s . ) A not ional l e v e l of s t r i ke 

pay would presumably be taken in to account both by DHSS i n 

c a l c u l a t i n g any supplementary benefit claimed ( so reducing 

enti t lement) , and by employers i n operating PAYE (so that tax 

refunds would be reduced). But, assuming that a not ional l e v e l 

of s t r i ke pay could probably not exceed around £10 - £12 a week, 

the effect on tax refunds, i  f employers were required to take 

account of add i t iona l pay, would again be l i m i t e d . They might 

be reduced by about one t h i r d but not e l iminated . 
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