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Ag g result of the 1971 FPensions Increase Act, 900, 000
pensioners (ex-civil servants, teachers, firemen, poclicemen,
local government end Health Bervice employess, and MPs) receive

. incresses esch December to compensete for changes in the RPI.
In eddition mince 1971 the Armed Forcea and the Nationaliged
Tnaustries (including a further 900,000 pensions) have sought
in many aresg to give the same increase, though they are not -
covered by the Act, The rulep of some nationalibed industries
have been changed so es to reflect automstically in their /
benefits increases under the Pensiona Increase Act 1971,

Other organiasstions have purpoaely retained their own discre—
tion in thie matter: this year the Nationszl Coal Board, for
example, gave a full increase to the mine workers' pension
fund, but a maximum of £6 p.w. for stafl pENsions., The
number of pecple working in all these categories smounte to
&% Eillign nﬁ:gnnﬂ, a quarter of the working population, and
e greater part of these now look forwerd to inflation-proof

}
trw pensions.
®

The Lass for IEilﬂtiﬂﬂFErﬁﬂf Fengions

Tt im a fair and sensible way to protect pensioners
from the ravages of inflation which they cannot themselvas
influence.

2. The State rebtirement pensicn is in effect inflation=—
proofed ms successlive governments heve giVeD annusl *
increnpes to compensate fnt the cost of living. Indeed
recent increasea have cuwiatively exceeded this. The law
now states that the basic Svate retirement pension must be
reviewed in line with prices Or earnings, whichever of the two
is likely to be of benefit to the penaioner (Soeial Security

Act 1973, =es amended by 3.5 of the Netional Insurance Act 1974).

3 Wa are sdvieed by the Jivil Service Department that
Europesn countries, America, {'enada, end Japan gll inflation=
proof public sector pensions. '

4. e 1971 Act ended the series of long anmual negotistions
at which it had becoume inereaaingly difficult for the smployers
to resist claims for indexation uguslly argued emoticnally on
the grounds of 'fairmesa to our old folk¥, I+ also laid te
rest the claima for parity in pensions = i.e. the increese of
pengiona in payment to the level that new pensionera recelve,
which are higher since the salary Ior the same jobh has gone
up over the years. (It is important 0 appreciate that the
rublic sector pension increases are price-indexed not salary-
indexed } .
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* Exceptionally twe increages were granted in 1979.
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The Case sgaipst Inflation=proof Penmions

We cannot afford them., They will become an increasingly
massive burden on the Tremsury, the size of which is not yet
appreciated. Thig iz a cmse of political pricorities, and
it can be assumed that the 1.8 million pensioners who benefit,
and the 64 milliorn workers who expect o benefit will place ‘
thig feirly high on %heir list of priorities,

The Private Sector funds cannot afford to inflationm~proof.

Public servants are put in a highly privileged and
insuleted position. Therefore the public sector has & much
greater attraction in recruitment of people than the private
gsector. Muoh of the antagonism towards public sector pension .
increanses centres on this, as well as the feeling that the
loocse mahagemsnt of the public eecthor is a major contributory
feector in the high rate of inflationr,

The Problem thig Yegr

The increase in public service pensions in December 1875
wes 26% (to compensate for cost of living changes to June
1975} and it cost about £180m., though this will be taxable
in the recipients' hands. ihe sheer size of it shocked
many people, and it intensified the campaign sgainst the
bureaucracy, particularly the resentment that many pecple
feel towards the protected position which the civil seprvants
have created for themselves. The increase in Decermber 1976
will alsc be substantial since it will represent the RPI from
June 1975 = June 1976; and when it is paid in December it is
possible that it could be well in exceas of the going rate of
inflation, s¢ one can snticipate & similar reaction. Further- ‘
more, if the next Decerber increass is Bay in the region of
15-20%, it is likely to exceed the going level of wage setile-
menta by a substantial amount. This in iteelf may leasd the
Goveroment to find ways that don'™ reguire legielation to
iron out encmalies thet wrald arise {e.g. if a Civil Servant
retires with & pension of ;500 p.a. in the first period of
wage restraint, he will gu. a lower penaion then someone who
retired a year earlier, buit who has had a pension increase
5t & rate higher than the intervening salary increase),

A Policy for the DEEﬂaitiﬂq

We have examined several possible courses of acticn, and
we heve whittlsd thess down to fours

1. Do _nothing 1

~ There are obvious adventages in this. No Opposition
need Ffeel naked without a peliecy for public sector pensions
which is nowhere near the centre of the pnlitical gtage.

However we mugt recognise the strong feelings in the
privete sector that the publiec ssctor is “"getting away with
it".

2. Regeal the 1971 Act

We reject this.- It would stir up a mosat emotive battle
gnd we would be seen as anti=pensicner. Tt would also involve
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taking awey many future benefits from existing workers, who
believed that these were sacrosanct pince they had been approved
by Parliament.

‘4 variation of thia would be to stop the bemefita for all
new entremts into Public Sector work. This would lezd over
the years to & large discrepancy between pensions paid 10
those who benefit from the present condition end those who
don't; and as the disparity increased, B0 would the difficulty
in juetifying it politically.

3. Fatablish a cut=off rate for increages

o increase would exceed a rate of say 10%. This
recognises that no country can afford pension incresses at =
rate of 25% and at this level 'all bets are off'. Even if
Infilation continues a% 15% a cut~off will in fact have %o be
introduced. PBut this would only bs, we believe, a rsletively
minor mspect of & major economic crisisa.

A variation of thie would be to "teper" the increase
for senior public servants. The Government may well do this,
aince few would speek up for the Permanent Secrataries.
However, 1t appears to us to be fortuitously spiteful, snd
it adds more momentum to the reduction of differentials in
rewards, which ss a Party we are againat,

da Accept the principle of inflation-proofed gnaions, but
eneure EEEE The reaen% enerntion 01 Blic Sector emgtnxeea
PaY & i Bnd Proper comiiigeCn iRl onss

eek——

(a) In theory, and the Civil Service would claim in prectice
as well, the mnnual salery increasee take the inflation-proofed
pension inte account, Fach year & detailed comparison for
81l grades of staff is made by the Pay Research lnit, which

ig sttached +o the Civil Service Department. Thousands of
anslogues are used in this process. When a comparable wage
rete is established, 5-5¢% is deducted to allow for the fact
that the Civil Service schome ie non-contributory. Then a
deduction is made to &£lluw far the fact that the henefits of
the Civii Service ®cheme arz bebter in acme reapects, including
infaltion=proofing. The deduction last year for this wab
1.75%, We are satisfied that it was totally insufficient es
it did not take a realistic secount of the future inflation
rate; fTuture investment raturng; and future egrTnings increases.
A leading firm of consultog actueries hag advised us that,

on the assumption of salary increases of 10% per annum and

a long=term investment reiturn of 1 the additionsl contri-
bution required as a percentage of salary to producs 5% post-
retirement pension incpenses are required, the additional
aalary contribution needed rises sharply from 54 to 17%.
Provision for higher ratea of penaion increase requires even
higher percentages of BaleXxy.

(NOTE: These figures apply to pension righis in regpect of
current service: further substantial contributions are
required tc provide post=retirement increases = in excesas of
+hose agsumed in the current baais - in reapect of pensions
already accrued for service to date, }

Of course, the critical elements are the spticipated
raete of ipflation end the invesatment return that are taken
ipto sccount in levying contributions required as & percentage
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of eglary. We think that the bulk of the Civil Service are

totally unaware of the difference between the deduction figure

arrived at by the Government Actuary for total inflatione
proofing and that which would be arrived at by independent

actuaries, Therefore we COnN=
to get these figure known and

ider that it is of prime importance
that if they are established

independently they are more likely to be accepted by the public.

(b) People employed in the private sector are guspicious about
this process,. Tt looks as if Civil Servants assess their own
increases in a secretive way to their own benefit. This

guspicion could be removed if

the wrapz of aecrecy Were

removed; if an independent element were introduced, and if
Parliement had to approve, Moraover two independent gurveys

have racently stated that the
2ivil Service in recent years

apnual sslary increases for the
have substantislly exzceeded the

rovement of wages outeide. This has been denied by the Civil
Service Department, but once again an ipdependent body would

be betber placed %0 carrying ¢
gort.

onviction in disputes of this

(¢) Legislation affecting earnings or pensions should not be
considered in isolebiont otherwise there could be further

uncontrolled redistribution be
e.g, the Remuneration Charges

tween egrmera and pensiopgrs -
& Orantas Act 1975 discriminates

in favour of pensioners ageinst earners. Therefore our

vecommendations cover the proc
and pensiona in the public sec

e

We therefore recomnend that:

1. The Pay Research Unit be
Commission.

esses that determine both pey
tor.,

pet up as an Independent
[

e It should have an Independent Cheirman and & Board drawn
equally from the private and public sectors. The Government
sctuary should be cne of its members,

findings and the baesis c¢i %3

3a T4 should report mww: I ¥ to Parliament, setting out its

ezloulation of the ammual wage

settlement and the annual Fension increase,

Some members of the Policy Group fell that the recommendatioc

of the Commission should ba debatable by Parliament snd subject

Legislature and the Execuyiive,
1971 Act. .
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tos emendment snd approval: but we realise that this raises
fundamental quesbions as $¢ the responsibilitiss of the

and as to the operation of th
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