Treasury Chambers, Parliament Street, SWIP 3AG
O1-233 3000

5 September 1983

Miss Janet Lewis-Jones
Private Secretary to the
Lord President of the Council

Ser gonst,

MAKING THE PRINCIPAL CIVIL SERVICE PENSION SCHEME CONTRIBUTORY

The Chancellor will shortly be circulating a paper to Cabinet on public sector
pensions policy for discussion at the meeting on 15 September. It will include a
proposal that the Principal Civil Service Scheme should be made contributory,
although the Chancellor is only seeking a decision in principle at this stage.

Since the subject may come up at the Cabinet meeting, your Minister may wish
to see copies of the recent correspondence on the subject which I enclose.

I am copying this letter to David Heyhoe (Lord Privy Seal's Office) and John

Lyon (NIO). I am also sending copies, without the enclosures, to the Private
Secretaries of Cabinet Ministers who have already seen the correspondence.
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MISS M O'MARA
Private Secretary







CONFIDENTIAL

Treasury Chambers, Parliament Street, SWIP 3AG
0O1-233 3000
11 August 1983
Brett Bonner Esq

Private Secretary to the
Secretary of State for Employment

V%%

Lear lorek

MAKING THE PRINCIPAL CIVIL SERVICE PENSION SCHEME
CONTRIBUTORY

In the debate on the Scott Report on 22 October last year,
the Minister of State, Treasury, said that the Government
was attracted to the proposal in the Megaw Report on the
Determination of Non-Industrial Civil Service Pay (Cmnd 8590)
that the Principal Civil Service Pension Scheme (PCSPS)
should be put on to a contributory basis. I am enclosing a
paper by the Official Group on the Megaw Report (MISC 84)
which contains proposals on how such a change might be brought
about. As you will see, it seeks authority only for the
opening of negotiations on methods and leaves aside the
important question of what the right employee contribution
level should be.

The Chancellor does not believe that the question of the
appropriate level of contribution to the PCSPS can be
considered in isolation from other public service schemes for
which the Government has responsibility. He will therefore
shortly be putting proposals to Cabinet on how to carry
forward the Manifesto commitment to a continuation of price
protection of public sector pensioners "on the basis of
realistic pension contributions". But he thinks that it
should be possible to discuss with the unions the principle
and the means of turning the PCSPS contributory in advance
of decisions on the level of contribution, provided it is
recognised that such decisions are still necessary.




CONFIDENTIAL

The Chancellor would therefore like now to confirm the
Government's commitment in principle to a contributory
scheme and to authorise the opening of negotiations

with the Civil Service unions. He understand that the
unions themselves are expecting such an initiative.
Thus, unless he hears from colleagues to the contrary by
24 August, he proposes to ask officials here to proceed
in conjunction with officials of other Departments as
appropriate.

I am copying this letter to the Private Secretaries to

other members of MISC 83 and to Michael Scholar (No 10),
David Sstaff (Lord Chancellor's Department), Roger Bone (FCO),
Hugh Taylor (Home Office), Stephen Williams (DES),

Derek Hill (NIO), Caroline Brookes, (D/Energy),

John Wilson (Scottish Office), Judy Roberts (Welsh Office),
Roger Bright (DOE), Caroline Varley (DTI), Alex Galloway
(Chancellor of the Duchy's Office), Andrew Melville (D/Trans-
port), David Dawson (MAFF) and Richard Hatfield (Cabinet
Office).
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MISS M O'MARA
Private Secretary
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MAKING THE PRINCIPAL CIVIL SERVICE PENSION SCHEME CONTRIBUTORY

The Home Secretary has seen your letter ofkjﬁfhugust to Brett Bonner, setting
out the Chancellor's proposals for negotiations with the civil service union
on how the PCSPC could be made contributory.

He sees no objection to discussions being opened with the trade unions on the
modalities, but he is concerned that, in preparing for these negotiations full
account should be taken of the position of prison officers under the PCSPS and
the problems which could arise for them under a contributory scheme. There
will need to be close liaison between the Treasury and the Home Office Prison
Department on this matter.

In view of the Home Secretary's responsibilities for the pension schemes for
the police and fire services, he welcomes the Chancellor's view that the
appropriate level of contribution by civil servants should not be considered
in isolation from other public service sector schemes for which the Government
has responsibility. You will recall that contribution rates in the police and
firemen's pension schemes were recently increased significantly.

Copies of this letter go to Brett Bonner and the other recipients of your letter.

Yowis A M%
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H H TAYLOR

Miss M O'Mara
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With the Compliments of
the Private Secretary to

the Minister of State %
parly e
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DEPARTMENT OF HEALTH AND SOCIAL SECURITY (ﬂ?

Alexander Fleming House

Elephant and Castle
London, S.E.I.




DEPARTMENT OF HEALTH AND SOCIAL SECURITY

Alexander Fleming House, Elephant & Castle, London SE1 6BY
Telephone 01-407 5522

From the Minister for Health

Miss Margaret O'Mara

Private Secretary to

The Chancellor of the Exchequer
Treasury Chambers

Parliament Street

London

SWIP 3AG DM Auc_re;}— 9833
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MAKING THE PCSPS CONTRIBUTORY

In the absence of Mr Fowler, the proposal in your letter of 11 August has been
considered by Mr Clarke and Dr Boyson. I have to let you know that both feel
this matter needs some collective consideration by Ministers before discussions
are opened up with the Civil Service unions. We are of course concerned here
from a number of points of view: the implications for other parts of the public
sector (in our case, the NHS); the implications for civil service industrial
relations; and the implications for the mounting debate on reform of the
occupational pensions sector and the problem of the early leaver.

The circulated paper concentrates on the civil service problem: but your letter
accepts that this cannot be studied in isolation from other public sector schemes.
Ministers do of course understand that the immediate proposal is to open discussion
only on "modalities"™ and structure, and not get into the key issues of effects on
contribution and pay. But it seems to them that Ministers should have an
opportunity to consider the Government's stance on these issues before discussions
are opened up with the unions. The whole issue could have important implications
for the NHS and seems likely to have consequences for the Government's approach to
wider public sector pay issues which ought to be explored further.

I am copying this to the recipients of your letter.

V‘OUT‘.':: -‘-'atnce_:«c/‘
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ROBIN NAYSMITH
Private Secretary
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CABINET OFFICE

Winister of State MANAGEMENT AND PERSONNEL OFFICI
Old Admiralty Building

Whitehall

London SWIA 2A7

Felephone 01-273 4400

Lord Gowrie

Miss M O'Mara

PS/Chancellor of the Exchequer

HM Treasury

Parliament Street

London SW1P 3AG 22 August 1983

Do Marget

MAKING THE PRINCIPAL CIVIL SERVICE PENSION SCHEME CONTRIBUTORY

We have now seen a copy of your letter of (1% August to the Private
Secretary to the Secretary of State for Employment about the Ciwvil
Service Pension Scheme.

Lord Gowrie very much welcomes the Chancellor's proposal to confirm
the Government's commitment in principle to a contributory pension
scheme and to authorise the opening of negotiations with the Civil
Service unions on the terms described. Not only is the reform
desirable in itself but, as the Chancellor indicates, it is the

way in to much wider reform of pension contributions across the
public services - to the potential benefit of the Exchequer.

Two further points. First, the Cabinet Office (MPO) is committed

to seeking abolition of the compensation payable to civil servants
dismissed on grounds of inefficiency. As such payments are made
through the mechanism of the PCSPS, change requires either agreement
with the unions or primary legislation. It is inconceivable

that the unions would agree to the necessary changes in isolation
but they might well be brought to accept them in the context of

a broader reform of the PCSPS as a whole. We would wish to seize
the opportunity of the new negotiations to achieve this particular
objective among others.

The second point is simply to record that the Cabinet Office (MPO) -
given its responsibilities among other matters, for retirement

and redundancy policy across the Service - has a considerable and
direct interest in the policy issues discussed in the MISC 84 paper
and in the proposed negotiations with the unions. This interest

/would be best
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would be best reflected if our officials could be associated
with, and as necessary take part in, those negotiations.

I am copying this letter to the recipients of yours.
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P L CANN
Assistant Private Secretary
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Caxton House Tothill Street London SW1H 9NF

Telephone Direct Line 01,21361400
Switchboard 01-213 3000

Margaret O'Mara
Private Secretary to
the Chancellor of the Exchequer
HM Treasury
Great George Street
LONDON Swl /9 August 1983

R Mormet

MAKING THE PRINCIPAL CIVIL SERVICE PENSION SCHEME CONTRIBUTORY

Thank you for your letter of 11 August. My Secretary of State is
away next week and will not be able to consider these issues

fully by 24 August. Moreover he believes that the question of
whether to move to a contributory scheme, and if so how, cannot

be readily separated from questions about how the scheme is to

be costed and about whether effective pension contributions should
be increased. He would therefore prefer to consider the issues
raised in your letter when he has had an opportunity to see the
Chancellor's forthcoming proposals, which we understand are likely
to be discussed in Cabinet on 15 September, about public sector
pension policy generally.

He appreciates that this approach may mean that it will not be
possible to start discussions with the Civil Service unions until
after 15 September. But he believes that this delay would bring
with it the important compensating advantage that the Government's
broad policy on how the scheme is to be costed and on contribution
levels will have been established in advance. In his view these
issues are bound to be raised by the unions very guickly.

I am copying this letter to the Private Secretaries to other members
of MISC 83 and to Michael Scholar (No 10), David Staff (Lord
Chancellor's Department), Roger Bone (FCO), Hugh Taylor (Home Office)
Stephen Williams (DES), Derek Hill (NIO), Caroline Brookes (D/Energy)
John Wilson (Scottish Office), Judy Roberts (Welsh Office),
* Bright (DOE), Caroline Varley (DTI), Alex Galloway (Chancellor
' Andrew Melville (D/Transport), David Dawson

(Dt fos b
(Cabinet Office). 5
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I‘..llu of a change a contributory schene®.

%3 “The- Conservative Party Manifesto stated

"Tn +the next Parliament we shall continue to protect retirement
pensions and other linked long-term benefits ageinst rising prices.
(= (=] £ - 4

Public sector pernsioners will also continue to be protected on the

basis of realistic pension contributions"
ached report by the Official Group on the lMegaw Report

4 The att
MISC &4) see¥ks Ministerial authority for the opening of discussions
- =

he civil service trade unions 2bout the modalities of making the

with-t
The discussions

Principal Civil
will be unlikely to come to a conclusion about the "reallelG"1 vel of
‘contrizution and any zssocizated ofisetting pay increases for many nonths.
this kind the departments who took part in

Service Pernsion Schene contrivutory.

As is common with reports of
Tinisters.

its preparation heve fully reserved the positlon of their I

1 Treasury
6 July 1983
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m™ig paper cousiders the neXv steps in pursuing the suggestion
the Su=—mzry o Becormendations) that

e provided £his can be intzoduced &t no edditional cost To Du
_funds, the basis by which civil servents comizibute to tTheir
should be one whe—-eby a direct convT hution is mede from the

o cover +he whole of the employee's shaTe

d the exployer's shzre shoT-o

e i opal ol o sexvents do not make a: - co:tributiéﬁ
“owards : 3 gpaxt Zzom <The 1< per cens deduction for widows
tand axy 12 »s Zor added yeexs. Eowever, as.
-o0inted : & ! ~~ants have been maling an "eflective

axound 8 per cent of pencionadble pey as 2 result of the pay cC
bilily sysvex= which was in operation mwntil 1980. 1In <The debete
‘22 October 1982 <he Mimister of Stebte, Mr Ezyhoe, said thet
| ezrlier risepprehension. about civil gerven®ts nct payins oo
bad sbeted as & result of the WO TepoIes. Ze szid that neverihesless
risunderstandings were elmost boumnd ©o contirne end the Governnent WeTIe
therefors att:aéted.by the proposel to meke the scheme ¢onTribuToI7 .,
Members from ell sides of the Zouse generally supported’ the suzzestion,
end at & subseguent meeting of the Joint Official and Trade Union Side
Conmittee on Superzanuation the Trade Union Side raised no objections

-

Ip:inciple. ' - : -

on the essurpiion that Hinisters agTee will be to open

Lo -
th2 +=adz unions on the basis of proposals by Tkhe

—

end in the following paTagTepns, ¥eé suggesw how this skould be
ct

the principel object is to m2ke the systen more overt, we
world not be proposing exy : 2 o2 the level of benefits.
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A+ the end of the dey, iZ a conbiridbutory schems were introduced, the - (j“'

method of financing would be changed, but the individual civil sexv

ought not to notica much difference. We wonld not want to propese chEnges
which would interfeme with the planned computerisation of the pension
ayerding process which is &% present in fzaip, or incur large scale exvT
administrative costs. - On ths contrary we shonld take <The opportunivy of
intredneins sizalificatioz where pessible, with 2 view Yo mel¥ing <The Wwhole

systen less costly and nore efficient.

Tegiclative Powers

he Superzmpuztion Act 1872 expowers the Treasury to "maxe,

omd paministe= schemes (wheither comt=ibutory or not) ececvesie’e

> legislation is therefore *eou;:Od To set up & conuﬁ_bu,c‘y
acbeme""*I‘ could be dome by malins a scheme emending the exd Lstine POSZS.
which would then be laid be ore Pzrlismert tnder the negative resoluiion

procedure.

of civil serverts (about 2,800) whe
ecploynent entitling <henm +O TETes
or linted <o outside aﬁalogues who, in
=pation2l percion schemes., Zeczuse
¢o not ra account of The super-
conuation cover j 3 nct be ] without
their individuzl consernt, to incresse their pay To the exvent necessexy
ito enstre thet contributions counld be peid wi +hout loss of tale-~none DZy.
With this exception, which could be pub right when & suitable legislative
| opportunity occurzed, perkaps in a Miscellzneons Provisions Bill,
| no need ZoT gengr_l legislztion on the PCSPS, and wonld hope That tase

{ 3 . : 4
| basis of the c¢o tributory sSchsme could be acreed with the tozade’ u:;cnu,

| and introduced as en uncontentious mavier.

S Methoi of

Most privaté sector pexczion scheres, and some in the public sector, ere
funded. Actuzries dete-—ine the azmount of money that would be reguired to
meet the liability for ~uture benefits and recommend +he rate of con-
“ribution which is necessary to achieve thi The split of the contribn—

B Tl saic B for -H:v'-ﬁ"'"l o u_g

- - .
——— e —— -y
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B T —t .y ——
(i 6pet r--ul.. D...w i S e [ ——

| From time To +ime, msu=2lly 0 5 years, new actuariel
rtrisuation

| 2ssessnents are ‘made to e_su:e is still solvens .Contritu
| & e 3 ’

!
|
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r(d: pnd benefit levels mzr then heve o be re”o_swdeﬁnd but, in
practice, deficiis heve normally been financed by increased empl cyer.
’ -

contributions. % -

7 As far es the PCSPS is concerned, elthoush 2 funded scheme is the
obvious wey of maling the whole system overt, we recommend strongl
ggairst it. One of the principal reesors for funding persiors in the
private sector is to ensure securivy for the superannuation of employees

o
against the bankrupicy of theix firm a POlnu which does not arise with the

Governnent's own employees. To fund existing lizbilities would involve an

enormons 2ddition to defined public expenditure end cause & mzjor uphesvel

in cepitzl markets. The urnions are likely to press for a funded schens

for uhev coulid u#en denend a formzl shzze of conirol as trustees a2nd pley
T ] A S S o

e jpard in iryestment policy, but we prorose To refuse this. We propose

thet the civil service scheme should —rem=in non-funded.

8 Megew assumed (20 of the Summery) that the CGovernment would make
its decisior on the eppropriete pensior coniri
Actusry of

e o o RATT

- Megaw elso recormends (Recormendations 21 and 22) the GA should be-*
recuired to consult the profession on his assurptiops and to submiv bis
erguments and vions To tThe scrutiny of the Pay Information Boezd
and we agree I sbou_d be done, es & further help To meking the

whole matter

decision need be taker at this stage on the method of
méasuring the costs of th heme, but we zre pttracted to the Megaw
proposal &s & straightforwa—d and econoricel method, and one which woulid
verzit dec isions To be takex ’“om time +o time on eppropriave
contribution rates when these were nﬁeded.uo re;lec '
2lthouzh (2s meationed in privete secTorT
anze benefit levels or e=pli

e =
-

desirable for the PCSPS to =a2ke

for it to be extended to otikex
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33 . The choice of 2 : . rement does not, of course, inply ‘ap=
decision on nethods fina: or on how these should be divided._";ﬁ
I'ieg’me‘chod,‘ would \ ncentrate attention on the total costs
of benefits, rather than on the index-linked element as such. This would
be in line with the Covernment's policy statement in the debate on

22 October which was widely welcomed Y : .

"Much of th concern zbout public sector pernsions is

-

focused on index linking and there is understandeble

-resentment ny additionzal burden upon ‘Vexpayers as a result.
Few would dissent from the provosition that public sector pension
schemes should be based upon fair contributions from those concermed.
In this context, the cost of pension increases must be included as
well as the cost of the basic pension.” %
) : < ; oo <
12 Izn 1981 - 82 Ministers corsidered the possibility o
introducing 2 special c! ‘for menbers of public sector schemes to cove
the additiorz2l cost of pe:
the private se Exployze contridutions

to cover both

We propose thzi working assemp-
tion that .the PCSPS should be costed on 2 basis that includes the cost of

pensions increzse in the wey assumed by the liegaw Report
T R T

13 Nor Superarn-uet:

luded in the PCSPS. Trhese
paynents T i e employer raise

different is : - ' % the zeperal

objective of = - ndir *Hey were to ,be

txreated senara

be dorne.
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The present scheme is 2
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"terminal salary" scheme with benefits besed on

length ol = —~eolonable service and pernsionzble pay at the time of leaving

2 coniributory schesme would be similax bdut with contributions levied on

pensionzble pay t::oughout reckonzble servi

civil servants &xe
past to Taks account
331

Spso facto atiract
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'ﬁﬁerefO“ﬁ
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by Sncre=

measure

chenzes

A
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‘effective contc

Sone cozparison wxun T
feature in exy nsgotiatll
scheme 2nd over time.
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#:7els of benefits and particulerly
T
[

wWes nNesrer To 4.
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presucption that the civil service should adopt
o face up to the fact That There is .2 choice.TO
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be m=2de between the
2t worr znd

+he benefits

Since however exristving
o have received reduced rates of p2y in the

on-contributory nature of +he .schemes, gress
n be levied. If

nsionable pey would therefore be higher end

before contributions c=

nefits, fhis would obviously be wrong, and

clear in the debate thav there could be no
or windf2l) geins going to civil
the method of financing. Tne

increase

practice

1 be how the costs should be divided between

+he irnformetion on the &

the present employee con:rﬂoutlon is.

'right" level of employeeé contributions.
ctor prac*lcn will obviously have To -
™is varies considerebly from scheme To
+the average ratio of employee To explo
'schemes was about 1 %o 3 but, by 197°
the eveilabilitvy
%taken into account end there should be no’
the private sector &verage

[ ¥ B_S -

income civil servants wish to enjoy whils®

sf+ter retirenent.




16 ﬁe presune that i ment"13 ob A s Ya x : :-;:'L_—\_._.-
trit¥™
research, and probadbl illustration, since these

-

ion Tate at as g t es it was assessed under pay

guestions do not have - ; me +time, if we teke the cosT
of the present schene o salery, of which 1% per cent is
alresady met by employees direcT ' izh their contributions, the

e

would be 2ll scuzr ; ntribution were raised To
cent and pay increz t 6 ; ' (The figure of 8% per

cert is chosen as the "eifecH ' nder the cld pay reseerch,

and the figure of 20 per ceat X Goverment Actuary's Department

—_— -

e

rough estimate of the currert cost

recent fall in the expected real n

an outcome would however imply 2 recductvion in the

civil servants of about 1 per cent which could be

édditional contribution towards the 6 per cent increase in benefits which
o

the increase in gross pey would erntail.

pension co : ané coz=espon
from the cuestions of
-

Hovever - ' “wo0 a2-e pound

they should.

18

£ ha

Llthough the general objective is notv to eller the essentiels of <The
schene, we should taks the opportvunity of the change to include a number.
of lesser reforms intended to improve the scheme 2s & whole and reduce

costs. , .

19 We should for example try to remove the present diflerences between
servents which will probadbly, in any

+he treaiment of men end women civil
‘case, have to be removed within 2 Iew years as & result of chznges ir the
general lavw. We would reg ire men 2znd women to peay the same percentage
rate of contributions &nd provide widowers' pensions on tThe sane besis.es
those now provided for widows. Given thatT wonmen generelly live lonzer
than men, widowers' pensions would be mlikely to be & costly addition,

‘but they wonld be included the extre costs to be taken into.

5 - ———— ek v

account in assessing | contcriputicn r2Ses. Ve should Dol assuzme VI

a proposal To trez this respect

will necessarily be 1 Upion Side.
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23 It would be possible to suzzest that PCSPS benefits should agaﬁy

be aMPksted to tzke account of current and future level of the basic
Stzte pension implying thet contributions would then be lower than would
otherwise This reises bowever very large guestions about
which ought %o be provided for the retired ard it
end fipapcial implicetions. Moreover it is a

P o g = : yhiie servic
nestion waich is of concern to-afi/occu_atlozéi schenes, To
in the context of = move to 2 coniributory PCSPS woulé complicat
- - -: - . 23
urozracszably, Ve should however ensure that novhing 1s done

ce future dscisiors on this complex topic.

Separzte Scheme fo

The provisionof for industrial civil
Ther

ifferent problerm n 4} of pon-industrials, ILhere

gntes ralises @izl
‘2z case for moving TO schemes, znd we recommend that this should bde

explored with the urions in the contezt of 2 move To 2 contributory

schene,

woich would

znd

control machinery.
on the operation of 2

-

zs part of the move to 2 contributory scheme,

ecdiately after the date of tThe change would
receive 2 windfell increzse in their superanmuziion benefits. Tne con-
tributions pzid by civil secvants still in service would pay for these in
nevertheless be wrong to allow large windfall

+he long run, but it would
gains To cogud gizply ~ogult of 2 chance ir the method - finencing.

Taf wincfzll could be corpletely oznly by providing

in respect of Teckonzb e before the changeover date
celculated on a2 diifer £67 “Hose parable in respect of laver

. .
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service, but this would be tantzmouds . 6 rusning two sepzrate schemes for

——

es lopg 2s existing civil servants remain in the service. Ve thir-_k,!_‘a

the best solution is +o provide for a2 Uransivional period of say 5 je s,
during which the-incre pezy would be treated es a compensatory
2llowance znd absor! ensionzble pay on a2 tapering scale.. The
extra benefivs

gccouxnt ia The

contribution raz und to be an element of rough justice

Ve
-

ip suck & changeover no way paking the transition guickly

the position of indivicuals.

rployee contributions to 15 per cent of
bux towards tThe cost

A
=N

e, involve & breach of The
+ional.problecs can be -’
ith the uriors znd need not be

would be to open cis-
a2 pzper proviced Y
Govermmeznt. 7 jecss i be to t—¥ to separzte discussions o=
a3 contridutoxr? Sc2 froxm the muck nore
possible increases cross pay ané
of explorese coniTil ., I+t would not be possible,
sensible nezotisztions on pzy and contributiox levels
chanzes h Cat eed .z2nd costed so %h

ccount in the final negotl )
zte or this basis, and might esk IoT

of benefits .from zand there ere reel choices To be

mede zbout the extent to wrich e s want to give up current income

in the expectation ol - Ve would seek to convince the

unions that is 3 : ts to move to & contributory scheme
rehensions of recent years and make
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agreed, we could put a paper to the vrions a2t once. If
acrzed to concentrate on nt be possible
discussions in Time for ' on 0N numbers

thoses on the 1985 pay satv

a» Schemes

is concermed solely with the PCSPS and with Megaw since

3. However whztever is decided for

ssions fecr the other public service

‘As the Mirister of Svate

scheme, 'This will mzke it much

easier To see - 023 i cozpare the position of -civil-
sexvants wilth v : groups.' Civil servarts axe li¥ely to be
unwilling righer level.of contzibuyion for s . benefits

ublic service schenes.

i - -
waTh one ENDcIel.

proposzls ox now to do this

2 %that éiscussiorxs should per - ol 1 service trade
unions oz the modalities of meid \ e pension schexe

corntributory; Sgpatr

b  the 2in should be to devise 2 structure, but not.settle <he
critical cuesiions of contridution levels and pay upraving uatil &l
the other Izctors had been exploreé and costed; -

¢ we should ¢ry to evoid large W 1 geins znd losses elthoush
within The schene as a2 whole n of individuals is bound

‘o be 2ltered;
d the scheme : funded. TFor the purpose 0f the
discussiors, ve shou opt the Megaw assuzpiion on the method .0f

neasurensnt, 2 " Governzen:t estimate of the new

entTert co-tribution rzte necessary ' _ benefit.
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