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Private Secretary to the

Secretary of State for

Social Services

SOCIAL SECURITY: ADJUSTMENT

The Chancellor told your Secretary OXI State yvesterday
that he was considering three rival drafts of the
section in the Budget Speech which will deal with

the "adjustment rhe three have now been boiled
down into one in the attached copy - and the
Chancellor would be most grateful for your Secretary
of State's i

I am sorry to seem p ;ing, but the exigencies of
the Budget timetable are such that I fear I must ask

t+hat such comments reach us this afternoon.

with maximum discretion.

I know that you will ensure that the text is handled
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BLOCK I: Social Security

I now turn to social security. This is much the

biggest single element in public expenditure - more

than one quarter df the total. About half of social

security expenditure is on benefits for pensioners.

The House will remember that the effect of last

s uprating of social security benefits was an

over-provision of 2.7 per cent. This happened

because inflation fell faster than expected.

effect, therefore, beneficiaries received an ad

of the increase due this year, and
—r

announced last autumn that there would accordii

be an ad imetment of this vea r's uprating
8l 1l dl jUuoLluTld L UL -4l e VoLl b= Pl albllilly .

I am about to make is that

that part will be

To leave the whole of this over-provisio

would mean very substantial costs in

borne
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requirés us all to take account of the effect of
benefit increases on the wofking population, who'pay
the contributions,and who have seen them increase
substantially over the years: indeed, only last
November we had to announce further increases in
National Insurance contribution payments which

take place from next month.

4. As the House knows, since 1976 upratings have
been based on what is known as the forecast method

of uprating. That is, they are based on a

Qo N I
made at Budget tin f what "L‘hrzZr;'Ltce of inflation

will be

following Novembe:

B But this method has

is necessarily uncertain.

be larger or smaller than intended There

years when prices have been under-estimated, as in
1981 - when a 2 per cent under-provision was made

good the following year - and others such

1982 when there has been over—-provision.
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6. The system of trying to forecast inflation
is a fragile basis for calculations of such
importance to millions of our fellow citizens.

W Qadky v X ke ==y e W oo
There have therefore been suggestions from pensioners

I
organisations that we should restore the more certain
system that prevailed until the party opposite withdrew
it, in order to make savings, in 1976. This is the
system by which benefit upratfngs are calculated on
what 3 actually happened to prices rather than on
happen in future if we got our forecasts
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month we can use
make sure

November.
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But it seems likely to be in the region of 4 per cent.

It is therefore likely that.benefits will be increased
by significantly more than would have been the case

had the old system been retained - with an adjustment
made to take full account of the amount of last year's
over-provision. Linked public service pensions

will be raised in Novembef by the same percentage.

For unemploymeént benefit the increase will be in
addition to the restoration of the 5 pexr cent abatement

which I have already mentioned.

10. Between the November upratings of 1978 and 1983
prices are likely to have risen by some /67 per cent/
and pensions by some /72 per cent/. Our pledge to

f +h
e 4

naintain the value of t pension over the lifetime

sl

of this Parliament will thus have been more than
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From the Secretary of State for Social Services

The Rt Hon Sir Geoffrey Howe QC MP
Chancellor of the Exchequer
Treasury Chambers

Great George Street

LONDON
SW1 5 11 March 1983

Thank you for sending me the draft of what you intend to say on
return to the historic method for the uprating of pensions and
social security benefits. My concern is with paragraphs 2 and
which seem to me to give the wrong signal about what is to come
would have thought that it was better in presentational terms
the case of prluclple for change - which is strong - while

time being entirely frank about its effect on pensions. I
therctorc (rather rapidly), sought to redraft that part of your
and I think the effect of this would be to greatly improve the
presentation of the case i B 2l ) thi ; crucie
because the tone of the debate

set by your initial announce

agree to the lines of this

help when we e t ¥
copying this ime Minic
remit that all three of us uuo*ld di
decisions can be presented.

I am available virtually at any time

this '1_ this would be :“.cj_p.i'u_]_.
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