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t ^ >  \ PUBLIC SECTOR PENSIONS 

* — . ' " " " * " " "
I n the Mah\vfesto we sa i d : 

" I n the next Parliament we s h a l l continue t o p r o t e c t r e t i r e m e n t 
pensions a n d ^ t h e r l i n k e d long term b e n e f i t s against r i s i n g 
p r i c e s . Puo^rTmsector pensions w i l  l also continue t o be 
p r o t e c t e d on^he—b^asis of r e a l i s t i  c c o n t r i b u t i o n s . " 

This makes explicitxt^w^Government view expressed i n more guarded terms 
i n the debate on the <£c^r>Report on 22 October 1982. We are now 
committed to maintainii4^£u^ex l i n k e d pensions but only on the basis of 
r e a l i s t i  c employee contMD^Jpans. 

2. We have already made ams£olerable progress. The main f a s t a c c r u a l 
schemes, armed f o r c e s , p o l i c e ^ ^ n ^ f i r e m e n , have had t h e i r c o n t r i b u t i o n s 
r a i s e d t o about 11 per cent. ^TO^tjouse of Commons has voted a con­
t r i b u t i o n r a t e of 9 per cent fofc/J&p Parliamentary scheme. We must now 
consider how t o apply the p o l i c y t/cKrae o t h e r groups, p a r t i c u l a r l y those 
on normal a c c r u a l schemes, C i v i l Se'ryCBk, teachers, N a t i o n a l Health 
Service, l o c a l government, and emplvy'ee^of numerous f r i n g e bodies. 
There are o t h e r groups, such as j u d g a ^ ^ r i s o  n o f f i c e r s and mental 
h e a l t h o f f i c e r s  , t o whom s p e c i a l consrdW^ti^ms apply. 

3. I seek the agreement o f colleagues boat: 

a. the f i n a n c i n g arrangements of p u b l i c s e r v i c e schemes should 
be reformed t o b r i n g out more c l e a r l y the t o t ^ L costs of the 
b e n e f i t s provided and how they are s p l i  t be/£we^i employer and 
employee. (Making the P r i n c i p a l C i v i  l S e r v i E ^ S ^ v i s i o n Scheme 
c o n t r i b u t o r y , on which I have put forward detjailpa^proposals
s e p a r a t e l y i  n correspondence, i s an e s s e n t i a l ^ e ^ ^ a t i t h e r e ) ; 

b. a l  l p u b l i c s e r v i c e pension schemes should beC^vl^wed, i  n 
a s s o c i a t i o n w i t h the Treasury, to s e t t l e and i n t r o ^ c V ^ p r o p r i a t  e 
r e a l i s t i  c c o n t r i b u t i o n r a t e s ; 

c. we should s t a r t from 8 per cent ( t h e c u r r e n t amoumrxfewHed 
paid by c i v i  l s e r vants) as the " r e a l i s t i c  " c o n t r i b u t i o n 
f o r normal a c c r u a l schemes. 
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' The attached note sets out the main c o n s i d e r a t i o n s i  n g r e a t e r 


^  d  e  t  a  i  l  . 

^x> 5. I f u l l  y a p p r e c i a t e the d i f f i c u l t i e  s which colleagues w i l  l face i  n 


£X/^*?egotiating and i n t r o d u c i n g higher c o n t r i b u t i o n r a t e s . However, there 

w ^ W l  l never be a b e t t e r time. Those concerned have been f a i r l  y warned 

^^-^YNthe M a n i f e s t o , and we can e x p l o i t the momentum created by the e a r l i e r 


v ^ a ^ g e s , i n c l u d i n g the recent change i  n the Parliamentary scheme. We 
v>aX^sWgest t h a t i  f the employees are u n w i l l i n g t o pay r e a l i s t i  c con­
t r ^ i ^ o n s  , then we would consider as an a l t e r n a t i v e reducing the l e v e l 
°f ^fen^A^ts, i n c l u d i n g index l i n k i n g . This i s  , of course, u n l i k e l y t o I 
be at£±ap/pive t o them, but i  t could strengthen our t a c t i c a  l p o s i t i o n . 
While 4 ^ > s - y i o t e s s e n t i a l t h a t a l  l the increases i  n c o n t r i b u t i o n s should 
be impl'eo^Ated simultaneously, I t h i n k we must reach a d e c i s i o n now on 
the acticra/^e propose t o take i  n r e l a t i o n t o each group. I b e l i e v e i  t 
would be a\mistake t o postpone i n c r e a s i n g the c o n t r i b u t i o n l e v e l s u n t i  l 
a l  l the o t h e r problems had been r e s o l v e d . 

6. My proposals/r«fer o n l y t o the p u b l i c s e r v i c e pension schemes over 

which the Governm^nt))ias d i r e c t c o n t r o l . Since 1971 the terms of 

n a t i o n a l i s e d indu«32a^^§xhernes, i n c l u d i n g employee c o n t r i b u t i o n s , have 

not been controlled^(bv/ohe Government. Therefore we s h a l l s h o r t l y need 

t o consider how t  o n a ^ l f i  e n a t i o n a l i s e d i n d u s t r i e s f o l l o w the p u b l i c 

s e r v i c e s ' l e a d . . /^y\ 


7. I  f colleagues agree w r t h j ^ h e proposals set out .'in paragraph 3 above, 

I suggest t h a t my o f f i c i a l ^ ^ J ^ t y c o n j u n c t i o n w i t h o t h e r i n t e r e s t e d 

Departments, be asked t o prasaj?4^a d e t a i l e d programme of a c t i o n , b u i l d i n g 

on Appendix 2 of the note below^X^id t o r e p o r t back t o M i n i s t e r s w i t h 

s p e c i f i c proposals f o r moving j&rwarfyd in each of the areas t o be t a c k l e d . 

While i n d i v i d u a l Departments sho^lwVemain r e s p o n s i b l e f o r conducting 

n e g o t i a t i o n s i  n t h e i r own areas, a^dregree of c e n t r a l involvement i  s 

c l e a r l y needed, i  f o n l y to ensure consistency of approach, and the 

Treasury seems best placed to p r o v i d e ^ K f s . I suggest t h a t when 

Parliament r e t u r n s we should announce < g ^ ^ z n t e n t i o n to proceed i  n the 

way proposed, i n accordance w i t h the M ai^yp^o. 


N L _
\
Treasury Chambers 

9
 September 1983 
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^Hklic_Service Pensions 


• 


? h i  s
 note, sets out some of the main considerations i  n greater d e t a i l . 


financing 

: h  e
 subject has been v i t i a t e  d by lack of published information and by B  j 
t h e c o m p l e x i t  y of the financing arrangements. Although the Scott and 

***** reports" and the p u b l i c a t i o n of a long Parliamentary Answer on 

1  9
 October 1982 helped' t o combat some of the misapprehensions, the 

^ s e n t arrangements are s t i l  l unnecessarily complex and i  n some cases 

P i o u s l y misleading. The C i v i  l Service was previously deemed to have 

* a d  e
 ^ " e f f e c t i v e c o n t r i b u t i o n " to the cost of pensions through the 

p a? ^search arrangements, but since 1980 i  t has been impossible to 

^asure precisely what t h a t c o n t r i b u t i o n i s  . I  n the case of the 

C l o n a l Health Service (NHS) and teachers' schemes, the costs of 

*aeiona inc-ease have been financed d i r e c t l y by the Exchequer, so 


 employer and employee contributions 
a  d . s t Q r t e  d v i f l  W Q  f w h a  t t h  e


t  0
 n o t i o n a l funds are paying f o r  . Furthermore the notiona l funds 
J*5 deemed to be invested exclusively i  n g i l t s  , so r a i s i n g suspicions j 
^ the a c t u a r i a l measurement of the costs i s u n f a i r . 

T*e f o l l o w i n g p r i n c i p l e s ought to be applied t o a l  l schemes" |  H 
a
 the f u l  l costs of the benefits provided, including 

pensions increase, should be measured r e g u l a r l y ; 


b
 the schemes should be measured i  n the same -.-ay as they 

Would be i  f the con t r i b u t i o n s were invested i  n r e a l funds 

£
 s i  n the p r i v a t e sector w i t h the costs of pensions increase M 
included; 

c
 the way i  n which the costs are s p l i  t between employer 

and employee should also be made clear. 


 I  n


; 
•  the case of the C i v i  l Service t h i s means moving to a con­

r l b  ^ o r  y 8 c h e  ̂  as recommended by Kegaw. I n the case of the teachers 

 l l H  s
^  i  t means a l t e r i n g the basis of the present notional funds so 

. tfcey are deemed to be invested i  n the whole range of investment 

^ « v a i l a b  i  to r e a l funds. I  n the case of local'government schemes, •
e


are funded but where the funds do not provide f o r the payment of 

"-Sl°ns increase, i  t probably reauires the f u l  l funding of a l  l 


A tt , 147 I 



 c
.  l i a b i l i t i e s  . in- a l  l cases the cost of pensions increase needs 

. ^ e l u d e d as p a r t of the t o t a  l b e n e f i t s . Treasury proposals on' 

.,.*H*yters have been put to the departments concerned. 


^ Tb ' 

A f l e s e 
  

a„. . .proposals d i f f e  r -'from proposals under discussion i  n 1981 

c i x 
  

f, y 1982 to impose a "special charge" on employees r e l a t e d to fl 

e r g i g t  of-the index l i n k i n g of the pension of t h e i r 
n c o s s


8v ••. G 0  'lleagues. The current proposals avoid the p o t e n t i a l l y I 

b v / .  ̂  r e c  ^ : L s  t r i b u t i v  e e f f e c t s between pensioners and those i  n work 

e a r l i e r proposals might have given r i s e t o i  f high i n f l a t i o  n I 
^ ever ^• "  ' I" c r to recur. 
5 Jflfl 

l j 0 ' ^ b l i  c service employees ought to see i  t as j.n t h e i r own i n t e r e s t s I 
S V l S  e
 aore open f i n a n c i n g arrangements. 


^ - ^ - ^ H i t r i b u t i o n s 

n  e
 oable at Appendix 1 shows where we stand at present on the I 
^aemes. Unfortunately the schemes have been valued at d i f f e r e n t I  I 
l l I 1  ^ e r
^ A '  d i f f e r e n t conventions, and they cannot be exactly compared 


k ,  p  K
 C'i-L« However, as can be seen, the most important difference is.'"' 

e  r c e n  ^ P
5aid • °  ^ 3 -̂̂  ^y C i v i  l Service and the 6 per cent 
^ °J "teachers, EES, and l o c a l government f o r s i m i l a r benefits.. I  f I 

* i l c 
p4. y i  s to be coherent, a l  l these normal accrual' groups should be 
U


 o n a  P a r
'•'o-M,'" 0 U^^^  (though there might- be a lower rate f o r manual I 
a n c ^ G o v e r n : n e n i  :
^stv  w i l  l not want t o reduce the present C i v i  l . • 


f 0  j  ° §  r a t e of about 8 per cent. The " r e a l i s t i c  " c o n t r i b u t i o n rate"' 

the r i 0 r : ! l a^ accrual schemes should therefore be around 8 per cent. I  n 


e
 °f the teachers, EES, and l o c a l government, t h i s would mean an I 
6
Of ,  of P percentage p o i n t s , (representing a reduction i  n net pay 


 13 t n 
SHa,. a n 2 per cent a f t e r tax i  s taken i n t o account) but there I 
Vsi, small diffe r e n c e s among the schemes depending uoon nev: 


, ^ U c j , ' " •^ ^ - - ^ S e n d i t u r e 

fc<w ~"e e s  t i m a t e d employee c o n t r i b u t i o n s i  n 19S3/8- of the 3 main 

r
" c o r u a l groups whose co n t r i b u t i o n s are at present 5$  °  6&? 

I ' P O  K ' m i l l i o n . A 2 per cent increase therefore represents a 


0


uoc/ b l S  l
 expenditure saving of about £400-£500 m i l l i o n .(depending 

i s decided f o r manuals) which i  s the sum at r i s k i  f the ; 


1 2 
^ \\ . C OIL? 11) EETIA L 1" 3 Im f a m  m m m  u
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Polio-*; -• r 

,ry :is not carried through (although there i  s an o f f s e t t i n g loss 

 a  e
.  revenue side of £130-£160million). Since the r e s p o n s i b i l i t y 
v<vm g these pensions rests w i t h l o c a l and health a u t h o r i t i e s , 

^ ^ V i i i g s take the form, of reducing the employer's c o n t r i b u t i o n 
0  w
 '''hat i  t otherwise v;ould be. V7e w i l  l have t o consider i  n each 

e
 «ow We-can ensure t h a t t h i s b e n e f i t i  s carr i e d through to 


G  X
 government expenditure. 

8 T 

 4  n
.̂  Practice,, decisions to change pension c o n t r i b u t i o n rates are 

, *,e^- to be taken simultaneously w i t h annual pay increases. V7e w i l  l 


0  0
 bear i  n mind the e f f e c t s of increasing the employee pension 

^ l D  u t i o n s when we consider the provi s i o n to be made i  n our 


- e r -cliture plans f o r public service pay. Attached as Appendix 2 

n ° 0  n "fclie r o b a D l  e
5  P  timing and ef f e c t s of such decisions. 


'ever i  t - - J i l l be important t o maintain the p o s i t i o n t h a t the 

r
3ee pension c o n t r i b u t i o n i s a part payment f o r b e n e f i t , not a 

du-{--i r,c


of pay as such. 
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1
' , f i s t i c '  employee conu.ribu |

Schemes fo r > ; h i c h ' r e a l x ^ r c Ratio of • 

d e c i d e d . E m p l o y e  e  Columns •
V s l u  e


C o n t r i b u t i o n __2j_2 • 

East accrual •• " " p 0 • 


.. „ 11 # 19.8 5o •**ned Sorces of f i c e r s . .  •
1 X


other, ran^s  ^ 9̂ I8


11 I 

• a f  t 2 (  3
Zall increased by • 

• 9 1 
l I ps /increased by  3 ^ j 

3^ Hair, schemes f o r v;hich • 


r e a l i s t i c ' rates n*ve j •

^ 0 be determined. 
iiorraal Accrual -Q ^ . 


C i v i l Service 20 .5 ^ I 

teachers ^ 19.5 5- 1 
2 3 ,  5
BHS non-manuals y] .3


!  5 2 , 5
*HS nenuals 13 .5  I 
local Government non-manuals ^ 28.5 

local Government manuals 

o-r f f e r e n t
. , -u^,r 0 heefl made «^  ^ - r o n t l v—« , J _ „ ,,tVn ^r> have 0 - - - - f n 1  , p a i r e ^ «•••«/t ^ a t e  s of ne, entrant c ^ t  f ^ are therefore  A - •S £ « B and on d i f f e r i n g assunp* | 

p a r a b l e . • „ «.rd firmed forces are •
TVL r. +-v>p C i v i l Serv--e & . .., Body,t ? c o n t r i b u t i o n s of  Forces E «  n I5 8  A r T l e d
ealoulated b;r Scott aoa 03 • 

^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ 
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•-^--i_ng and I m p a c t  o n r u b l i c E x p e n d i t u r e D e c i s i o n s 

^ i ) C i v i l S e r v i c e . 

.. c o n t r i b u t o r y scheme  i s u n l i k e l y  t o be  i n p l a c e b e f o r e A p r i l 1985.
-^e i n t e n t i o n  i s t h a t t h e p u b l i c e x p e n d i t u r e e f f e c t s h o u l d be 
°roadly n e u t r a l s i n c e t h e p a y i n c r e a s e v / h i c h  i s i m p l i e d  b y a move 
t 0 a c o n t r i b u t o r y scheme w i l l  be o f f s e t  b y t h e i n f l o w  o f 
c o n t r i b u t i o n s . C a b i n e t w i l l be c o n s i d e r i n g s e p a r a t e l y t h e 
p r o v i s i o n  t o  be made  i n p u b l i c e x p e n d i t u r e p l a n s f o r 1984—85 f o r 
G i v i  i S e r v i c e p a y . 

I 

^•l : L)
rrtv

 H a t i o n a l H e a l t h S e r v i c e 
______________________ 

•
ae e a r l i e s t d a t e f r o m v : h i c h t h e c h a n g e s c o u l d o p e r a t e w o u l d

 Pay s e t t l e m e n t s  i n t h e 1985-86 r o u n d . A n y e x p e n d i t u r e 
c °nsequences c a n be t a k e n i n t o a c c o u n t  i n t h e 1984 PES. 

be 

T e a c h e r s 
Dh 
i X l  s r e p o r t  o f a GAD v a l u a t i o n  o f t h e T e a c h e r s S u p e r a n n u a t i o n 
°cheme f o r E n g l a n d a n d W a l e s  i s e x p e c t e d s h o r t l y ;  i t  i s l i k e l y  t o 

f o r  a n i n c r e a s e  o f t h e o r d e r  o f 2 p e r c e n t  i n t o t a l 
c ° £tributions.  I t l e a v e s o u t  o f a c c o u n t t h e w i d e r p r o p o s a l s 
'ie"c o u t  i n t h i s p a p e r , b u t w o u l d none t h e l e s s p r o v i d e  a h 
°Pportunity  t o s e e k some i n c r e a s e  i n t h e t e a c h e r s ' c o n t r i b u t i o n , 
P o s s i b l y w i t h e f f e c t f r o m A p r i l 198--!-. However t h e t i m i n g  o f 

fl 
0 : 1  8 i m p l e m e n t a t i o n  o f t h e r e p o r t ' s f i n d i n g w i l l r e q u i r e f u r t h e r 
c o n s i d e r a t i o n , s i n c e t h e sums i n v o l v e d a r e l a r g e a n d p r o v i s i o n a l 
Q e c i s i o n s h a v e a l r e a d y b e e n t a k e n and a n n o u n c e d  on t h e p l a n n e d 
J - e v e l  0 f  i o c e . l a u t h o r i t y c u r r e n t e x p e n d i t u r e f o r 1984—85 . 
3 s s i d e s , GAD w i l l n o t r e p o r t  o n t h e S c o t t i s h scheme u n t i l 1984-. 
•*"v) O t h e r L o c a l A u t h o r i t y G r o u p s 

I t ~ 
° e e ss u n l i k e l y t h a t a n y c h a n g e c a n be made u n t i l t h e 1985-86 

i/ r o u n d , so t h i s  i s a p o i n t  t o be t a k e n i n t o a c c o u n t  i n t h e 1985b?­
•«/ n e g o t i a t i o n s and  i n t h e 1985-86 r a t e s u p p o r t g r a n t . 

&*_ui 
F r i n g e B o d i e s and O t h e r G r o u p s 

'Q t r e a s u r y w i l l d i s c u s s t h e c h a n c e s t h a t
- - - c u ^ e n t s c o n c e r n e d . 

a r e n e e d e d w i t h t h e 
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