The Prime Minister and the Chancellor have had several
conversations about, inter alia, the issues raised in the
Chancellor's minutes to the Prime Minister of 19 October on
economic assumptions and the 1982/83 borrowing requirement.

The Prime Minister broadly endorses the Chancellor's
approach on both matters. She agrees that, on the measures
designed to correct a PSBR undershoot for 1982-83, the best
course would be to make a number of announcements in the debates
following the Queen's Speech, and that this would be preferable
to gathering up all these measures into a single announcement.
Mrs. Thatcher is content with the measures listed in paragraphs
2 and 4 of the Chancellor's minute, and in addition has suggested
that the Secretary of State for Industry might be asked whether
he wished to put forward candidates for addition to the list,
for example further measures like the Small Engineering Firms
Investment Scheme.

The Prime Minister is content with the economic assumptions
listed in paragraph 2 of the Chancellor's minute on this
subject.

In a discussion about the national insurance issues on which
decisions will soon be required, the Prime Minister suggested
that the Chancellor explore the possibility of reducing the
national insurance surcharge to 13 per cent, and at the same
time increasing national insurance contributions upon both
employees and employers by 0.25 per cent (with an estimated
aggregate PSBR cost of around £900 million) as an alternative
to the proposal to consolidate the national insurance surcharge
at 2 per cent, together with increases in the national insurance
contribution of 0.25 per cent on employees and nil on employers
(with an estimated aggregated PSBR cost of €850 million). The
Chancellor said that he would be discussing these possibilities
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John Kerr, Esq.,
H.M. Treasury
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1

NIS and NIC

1983-84

4. The forecast assumes 23% NIS and 0.4% on each of employers'

and employees' NICs and an Upper Ezrnings Limit of £235 per week.

2o The following table shows three options for

The figures are broad brush at this stage:
Actuary's figures are not yet available;

NIS and NIC.

e e

the Government

they are based on

provisional assumptions; the PSBR costs will be lower than shown

because of second round effects.

NIS decreases

Consolidate at 2% 250 | Employees :
_ =

Employers

Reduce to 14% Employees :

Employers

Reduce to 1% Employees

NIS costs are for the private sector

UEL to £235

UEL to £245

Employers :
UEL to £245

=,

NIC increases

nil -~ 850 ,
: nil

0.25
AT NI E

: 0.25
Qa2

£ million

/"

Total cost

1200

only. The changes would

apply to the public sector but would be élawed back before

publication of cash limits,.EFLs and

the RSG

The NIS changes would require legislation before Christmas.
The NIC changes would not require any legislation.
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1982-85

B If Option B or C were adopted, .it might be possible, in a
rough and ready way, to backdate the reduction in NIS over and
sbove consolidation &s if it had effect throughout 1982-83%, sO
as to help reduce the expected PSBR shortfall in that yeear.
Option B might be nade to provide some £350 million for this
purpose, and Option C £700 million. But if consolidation only

i s adopted (Option A) no help with current PSBR undershoot by

this route would be appropriate since it would lead to an

apparent increase in the NIS rate in 1983-84,




