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by officials on factors affecting work incentives for the lower
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Subject Page THE CHANCELLOR OF THE EXCHEQUER said that the official report identified two
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separate issues:
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the "in work/out of work" problem, where people could achieve
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b The political arguments for action did not point uniformly

Attempts to concentrate benefit on the

in the same direction.

poorest families could conflict with work incentives, and there were

a mumber of published studies which purported to show that existing

benefit rates were not overgenerous in relation to the cost of maintaiy,

families at acceptable standards. Nevertheless occasional wen_p“blicised

cases of people who seemed to exploit the system gave rise to Considfﬁrahle

public resentment.

c. The restoration of a weut-off" or "wage stop" on benefit, based
on previous earning levels, would be very complicated to administer.

The previous "yage-stop" scheme had been dropped without political dissent,
in the face of a prolonged and sustained campaign. It was possible that
a simple proportionate cut-off could be used, although this would mean
in some cases paying out less benefit than the objective needs tests
suggested as being required, and would be likely to result in problems
of hardship for large families, with consequent adverse publicity. The
argument for a cut-off was essentially presentational, since the numbers

who might be caught would always be very small.

d. The Family Income Supplement was a particularly effective measure
in dealing with the "will to work" problem, because it was payable to
those in work, and because payments continued for a full year, even if

income rose above qualifying level during that time.

e. The anomalous result of uprating benefits in line with inflation was
demonstrated by the fact that the child allowance for Supplementary Bepefit
was already much higher than Child Benefit, and the gap would increaseé

further as a result of recent decisions. On the other hand, the S“PPIemeW

Benefit allowance was intended to cover the full cost of supporting @
child, while Child Benefit was only intended as a contribution to fanily
finances.
. ual
THE PRIME MINISTER, suming up the discussion, said that the Committee ¥e*° .
that the "will to work" problem was important, and should be kept in mind whe?

new policies were being considered. All relevant papers coming to Cabine?

Commi . ¥
ommi ttees should contain a paragraph on the implications of the proposel®

2
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The wCohort" study should be completed, and the conclusions from

gue v . A b

: ted t the Committee in due course. Action against fraudulent use of the
% b e :

0 ystem a8 already in hand, and should be pursued vigorously, though any
s

efl £ staff peeded for this purpose should be found by deploying staff

than by an increase in total manpower

quties rather The Committee

ther ;
m 0 00 the reintroduction of a "cut=off" or "wage-stop" on benefit
.4 not J
j previous form, but agreed that other alternatives should be further
. its
inl
exﬂmined'

The Committee =

e note, with approval, of the summing up of their discussion by
the Prime Minister.

9, Invited all Ministers to ensure that any papers for Cabinet Committees
yhich included proposals which might bear on the question of "the will to work"
should include a paragraph discussing this issue.

3. Invited the Secretary of State for Social Services to ensure that
conclusions of the "Cohort" study were reported to the Committee later
in the year.

4, Invited the Secretary of State for Social Services, and the Secretary
of State for Employment, to ensure that, within existing staff resources,
fraudulent use of the benefit system should be vigorously attacked.

5. Invited the Chancellor of the Exchequer to arrange for officials to

e*amine further the possibility of imposing some form of "cut-off" on the
Size of benefit payment.

3
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| GAS TAX OF LEVY

4 previous Reference: E(79) 14th Meeting, Item 1
—
Committee considered a note by the Chancellor of the Exchequer and the
ziretary of State for Energy (E(80) 19) discussing possible methods of
e B protits of the British Gas Corporation (B6C).
—

o CRETARY OF STATE FOR ENERGY said that the British Gas Corporation had

Jong-term contracts for the supply of gas from the Southern Basin of the

: Yorth Sea at prices well below current world energy costs. These contracts,
take;l together with the decision to raise progressively the price of gas to
consumers towards the world energy level, meant that the BGC would generate

—

increasing profits in future years., Although the BGC's financial targets

took account of this, and the resulting profits were loaned to the Exchequer,

there was a presentational difficulty in justifying price rises in the face —
of apparent large profits. The paper discussed possible methods of tackling

this presentational problem, and recommended a levy which would be applied on

BGC purchases of gas from those fields which were not already subject to b
Petroleum Revenue Tax (PRT). He proposed an early announcement of the

Government's intention to’ impose such a levy.

In discussion it was suggested that the precise handling and description of
the levy were important. To call it a tax and announce it in the Budget
statement or the Budget debate could be misunderstood as a new burden on
‘ousumers, = The announcement should be kept separate from the Budget and
legislation to give effect to the levy could be held over until the next
Session of Parliament. The title adopted for the levy should associate it
“Plicitly with the North Sea, and it might be useful to introduce the

co; :
Ganeept °f the levy as a rent: this suggested some such title as "North Sea
S Renta) Levy",

™ PRyvg 4
agy, MINISTER, summing up the discussion, said that the Committee were

eed - t gas.
Ther st levy should be imposed on the GVC purchases of PRT-exempt g {

Qy . .
Thn M notes that this would not affect pricing decisions for the current
but it was desirable that

There should be early

There was no need for early legislation,

Woup
Congy) “ement should not be unduly delayed.
tlong with the BGC, with a view to an announcement once those
9,

k4
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nsultations were completed (but not during the Budget debate),
co

The
Chancellor of the Exchequer and the Secretary of State for Ehergy should
— further consider the issues, including the presentation and timing of
s - an
announcement, in the light of the points made in discussion, The ted
and timing of an announcement should be cleared with colleagues jip
advance.,
| —
The Committee -
T—

1. Approved the proposals in E(80) 19 for the introduction of a
rental levy on Petroleum Revenue Tax-exempt gas from the Southern
Basin in the North Sea.

2, Invited the Secretary of State for Energy, in consultation with ‘
the Chancellor of the Exchequer, to give further consideration to the
issues involved, including the nature and timing of consultation with
the British Gas Corporation, and the title of the proposed levy,

3. Invited the Secretary of State for Emergy in consultation with
the Chancellor of the Exchequer, to clear with colleagues in advance

the text and timing of any announcement about the Government's
intentions.

5
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B considered a memorandum by the Secretary of State for Energy
mm 1 4
The CO L

(8(80)20) pppe s it

for the Electricity
0

an adjustment of the External Financing Limit (EFL)
Industry in England and Wales in 1979-80,

SECRETARY OF STATE FOR ENERGY said that it was now inevitable that the
THE _icity Industry would breach their EFL for 1979-80 by a substantial

Elect: :

in, Present indications suggested an overrun of some £325 million by
pargin.

the

nt on providing extra coal and o0il stocks as a contingency
spe!

against a coal strike.

than had originally been envisaged, and a shortfall in demand as a result

Other causes included coal and oil prices higher
of the relatively mild winter. The current steel strike was also adding
about £4 million per week to the deficit. A particularly disturbing
feature had been the very late warning which the industry had given to his
Department. This arose partly from failures of communication between the
There
vas only limited action which the industry could now take to reduce the
overshoot, although by speeding up cash-in-transit at the end of the year,
and by deferring some fuel payments into the following year, the figure
at the year's end might be contained within £200 million. It had to be

remembered that the EFL represented the difference between expenditure and

Electricity Council and the Central Electricity Generating Board.

Tevenue of an industry with a turnover of about £12 billion per annum,

and was thug vulnerable to quite small changes in the assumptions on which

ii.c vas calculated. Nevertheless the performance of the industry in complying
T e Em regime had been far from satisfactory. It was already clear

th, s
.at the position in 1980-81 would also be very difficult. He would
Wish tq bri

d Ng proposals about this to colleagues shortly; an immediate

ecigj
] lon wag, however, required on his proposal that the EFL for the
lectrioyy,

ingpe Y Spply industry in England and Wales for 1979-80 should be
aseq by ‘:200 mllion.

CONFIDENTIAL

INDUSTRY (ENGLAND AND WALES): EXTERNAL FINANCING LIMIT 1979/80

end of the financial year, of which a major component would be £161 million

A3
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i i ints were made -
In discussion the following main points were (

a Although it was inevitable that the EFL for 1979-80 woulq need
to be raised, and there were disadvantages in appearing to author; g,
this by restrospective validation, there were overriding objectiong

to making a change in the electricity industry's EFL while the
strike in steel industry continued. Although the problems there
related to the EFL for 1980-81, there would be great difficulty jp

explaining an apparent difference in treatment. ;

1 Since a major portion of the overspend arose from the creation
of a contingency stock of fuel, it was arguable that the Government
should find some means of financing this separately. The contingency

arrangements of an industry should not depend on the vagaries of the |

EFL position in a particular year. l

c. The structure of the whole industry should again be reconsidered,
bearing in mind the proposals from the committee under Lord Plowden,
which had recommended greater centralisation. But these would involve
legislation and the creation of a major new authority. An alternative
course might be to seek such changes as could be achieved without

legislation, including the introduction’ of private capital where
possible.

d. The inclusion of the External Financing Limits for nationalised

industries in a common Pool with the other elements of public
expenditure presented particular problems., Hard won cuts in public
expenditure could be almost capriciously swamped by unexpected

changes in the fortunes of the nationalised industries. This was

partly a problem of definition, since the types of expenditure were

not strictly comparable. The general issues raised would be the

subject of study by the new established Ministerial Sub-Committee
on Nationalised Industry Financing,

THE PRIME MINT .
STER, summing up the discussion, said that the Committee

were deeply concerned at the overrun in the Electricity Industry External

Fi i imi :
fn.axxclllg Limit, and the failure of the management to inform the Departmeﬂf‘
of Energy at an early stage,

Arrangements | b
8 recurrence of thig Problem, i hPTetad o i

A the industry would need to consider

7
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| action, including the possible deferment of capital programmes,
ia

subs%-ut Jish their plans within the limits provided for 1980-81,
tabll

For the

, re-es the possibility of financing fuel stocks for contingency

years

curtent separate item should be further considered,
as a

Subject to the

& A 2 2%
purP°se B st examination, the External Financing Limit for the industry

outcome 0

1d be Ta
shou . No announcement should be made while the steel strike

jsed by an appropriate amount, not exceeding £200 million,

10 cover th

in progress. The Committee, aided as necessary by the new Ministerial
was in

Committee on Nationalised Industry Financing, would need to return to the
Sub-Lo

4ion of the Electricity Industry's EFL for 1980/81 at an early meeting.
questl
The Committee =

1. Invited the Chief Secretary Treasury, in consultation with

the Secretary of State for Energy, to consider whether the

fuel stocks held by the Electricity Supply Industry for contingency
purposes could and should be financed separately from the industry's
External Financing Limit.

2, Invited the Secretary of State for Energy to agree with the
Chief Secretary, Treasury, a suitable addition to the External
Financing Limit of the Electricity Supply Industry in England and
Wales for 1979-80, taking account of the points made in discussion and
within an upper limit of £200 million.

3. Invited the Secretary of State for Emergy, in consultation with

the Chief Secretary, Treasury, to consider how the changed

External Financing Limit for 1979-80 should be announced, once the
steel strike was over,

Cabinet 0f£5ce

26 Feb
Tary 1989
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