


A RESPONSE TO JEFF ROOKER 





�



In the April/May 2000 issue of NPC News, Pensions Minister 


Jeff Rooker defends the Government’s refusal to restore the link


 between the basic pension and average earnings, broken by the


 Thatcher Government in 1980.  This Briefing Paper by NPC


 Policy Adviser Tony Lynes, examines his arguments. 


Quotations in bold are Jeff Rooker’s words.





�
“Pensioner incomes have risen during recent years”





Pensioners know that for the past 20 years their incomes have, at best, only kept up with rising prices. Over the same period, the real value of average earnings has risen by about 40 per cent. It’s true that the average pensioner income has risen - but this is because the oldest pensioners, most of whom had little more than the basic pension, have gradually been replaced by younger pensioners, many of whom are entitled to a second pension from an occupational scheme or SERPS.





The average tells us nothing about how individual pensioners have fared.  A pensioner who retired ten or twenty years ago has seen the state pension fall further behind the incomes of working people each year.  While state pensions have kept pace with rising prices, many occupational pensions have not even done that.  So individual pensioners’ incomes have not risen – if anything, they have fallen.





“It really doesn’t make any sense to give small amounts to every pensioner”�


Restoring the earnings link would not make a very big difference in a single year, but over a longer period it certainly would.  Jeff Rooker’s own figures, given in reply to a parliamentary question, show that, if the link had not been broken in 1980, the basic pension for a single person would now be £97.45 a week instead of £67.50 - a difference of nearly £30 a week. Even if the earnings link had been restored from 1998 on, starting from the low level that the pension had then reached and ignoring earlier losses, the basic pension from April 2000 would be £71.25 a week, or £3.75 more than the present rate of £67.50 - an extra £195 a year.  A couple would get an extra £6 a week or £312 a year.


 �“Restoring the earnings link would cost an extra £4bn in 2005 and an extra £7.5bn in 2010”





Jeff Rooker wants us to believe that the earnings link is unaffordable.  But pensions are paid from the National Insurance Fund.  To judge whether the link is affordable, we need to take into account the income of the Fund from National Insurance contributions. If earnings increase, contributions, which are a percentage of earnings, also increase.  According to the Government Actuary, if the Fund's income from contributions rises in line with average earnings, by 2010-11 it will be getting an extra £11.7bn a year - far more than the £7.5bn needed to pay for the earnings link.





It is not just pensioners who are being robbed but contributors too.  If the Fund receives more money than it spends in any year, the balance is invested in Government securities - in effect, it is treated as part of the Government’s tax revenues.  Already the Fund has accumulated a surplus of over £6bn more than the working balance recommended by the Government Actuary.  





The unneeded surplus is expected to rise to about £8.8bn by March 2001 and £10.5bn by March 2002.  This is money which could and should be used to improve pensions and other benefits - the purpose for which it was paid by working people and their employers.





“I believe that money is better spent on helping the poorest pensioners through the Minimum Income Guarantee (MIG)”





The money to which Jeff Rooker refers is what the Government will save - £4bn in 2005 and £7.5bn in 2010 - by not restoring the earnings link for the basic pension.  But most of that money is not going to be spent on helping the poorest pensioners.  





What the Government proposes to do for the poorest pensioners is to raise income support (the MIG) in line with average earnings.  Since only about one in five pensioners is entitled to income support, linking it to average earnings will cost only a fraction of the cost of restoring the earnings link for all pensioners.      


 


Whatever the actual cost of the MIG may be, there is no reason why the whole of it should fall on pensioners who do not receive the MIG, many of whom are living on very low incomes.  The right way to pay for means-tested benefits is through general taxation.


�“From April 2001, the MIG will be worth £82 a week for a single pensioner and £90 for a pensioner over 80.  Our oldest, poorest pensioners will be getting around £20 a week over and above the basic state pension”





These figures are based on the assumption that average earnings will rise by 4.5% in the year to September 2000 - at least 2% more than the increase in prices.  If that assumption is correct, the basic pension will be at most £69.20 a week in April 2001, £32.65 less than if the earnings link had not been broken in 1980 and £5.25 less than if it had been restored in 1998 without any compensation for earlier losses. 





It is true that the MIG for the over-80s will be about £20 above the basic pension - but it will be about £12 below the level that the basic pension would have reached if the earnings link had not been broken.  For pensioners under 75, the MIG will be about £20 below what the basic pension would have been if the earnings link had stayed. 





The fact is that both the basic pension and the means-tested MIG are far too low, and the gap between them is set to widen, bringing more pensioners within the means-test trap year by year.  The only way to reverse that trend is to raise the basic pension substantially and restore the earnings link for future upratings.��“From April 2001 we¹re doubling the lower capital limits from  £3,000 to £6,000 and increasing the upper limit from £8,000 to £12,000”�


The £3,000 lower limit (the amount of savings ignored in calculating income support) has been unchanged since November 1983; the £8,000 upper limit (the cut-off point for entitlement to income support) since April 1990.  The December 1998 Green Paper on pensions admitted that something needed to be done.  


Yet the changes were not announced until March 2000 and will not take effect until April 2001.  And there is no indication that the Government intends to raise the limits regularly in future. As for the figures, by next April prices will have doubled since 1983.  But earnings have risen faster than prices.  





To restore the lower limit to the same proportion of average earnings as in 1983 would mean raising it to about £7,300 instead of £6,000.  Similarly, to take account of increases in earnings since 1990, the upper limit would have to be raised to about £13,100 instead of £12,000.��“The Winter Fuel Payment, which this year is rising to £150, will benefit every pensioner in the country”





True, but it won¹t benefit every pensioner by £150, because a married couple only gets one payment, or £75 each.


“During this Parliament the Government will have spent nearly £1.9bn more on the pensioner population by MIG and the Winter Fuel Payment than by simply restoring the link with earnings”





What pensioners have demanded since 1997 is not that the Government should ”simply restore the link with earnings” for the basic pension.  We want to see a substantial improvement in the present value of the pension, as well as the restoration of the link for the future. Of course this would cost more than the Government is spending on the MIG and winter fuel payments, but the money is there, in the National Insurance Fund, waiting to be spent. The NPC believe the Government should do so.
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