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Introduction

‘The composition of this book has been for the @u#hlong struggle of escape,
and so must the reading of it be for most readetise author's assault upon them
is to be successful,a struggle of escape from habitual modes of thougland
expression The ideas which are here expressed so labogoast extremely
simple and should be obviou3he difficulty lies, not in the new ideas, but in
escaping from the old oneswhich ramify . . . . into every corner of our iahé

J.M.Keynes

There is a general consensus at present thatdtatliogs must be done' with the tax and
welfare processes, but great controversy as to Wileae ‘radical things' could or should be.
Unfortunately, because of limited public attentigpans when compared to the perceived
complexity of the issues, propositions are typicallesented using the current hotchpotch of
administrative processes as the frame of referemkjt is often difficult to distinguish form
from substance through the fog of terminology ameridependencies. How many people
really understand the relationship between Incorre dnd National Insurance Contributions,
or the relationship between tax-allowances, taxditseand benefits, or the relationship
between all the different taxes, or the relatiopghétween all the different benefits, or the
relationship between taxation and the means-testirgenefits? Indeed, how many welfare
professionals, financial-services professionals ragailators could genuinely claim to be able
to articulate their understanding of these relaimps to the general public, or even to
understand these relationships in the first place?

However, thainderlying conceptsthemselves angot complex. The perception that thene
complex arises mainly from the perverse and sparicamplexity of many of the current
administrative processes which most people, byuliefase as the frame of reference for their
understanding. Too many people are suffering flmmeaucratic alienation’, give up trying to
understand, and simply 'go with the flow'. Theyd& presume that the 'experts' know what
they are doing, and have the community’s best éstsrat heart, when all the evidence
suggests that most 'experts' are renown (and remtedg not so much for theémndamental
insights_and goodwill but for their expertise in the use (and/or abusie}he current
administrative processes At best, the 'experts' have a conflict of iné¢i@ commenting on
radical analysis and propositions for reform.

This review presents the case for radical re-emging of the tax and welfare processes.
Process re-engineering differs from conventionatesyps-development:

1. Conventional systems-development reviews what isently beingdone and seeks a
better way of doing it.

2. Process re-engineering seeks a deeper understaoidthg nature of the issues under
consideration, and what is to Behieved and then seeks a better way of achieving it.

By addressing and resolving issues more diredtlgdarce’ rather than having a sequence of
processes accommodate incoherent inter-dependerstiesessful process re-engineering
leads not only to a more rational, accurate, flexibnd sophisticated resolution of the
fundamental issues and requirements, but also tchmsimpler and more transparent
processes.

The requirement for simple transparent processea liberal democracy should not be
underestimated. If liberal democracy is to survarel prosper, and if we citizens are to
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prosper in liberal democratic regimes, it is egaétitat social justice is not only done, but is
seen andunderstood to have been done. Without a solid base of cohdreight and
understanding amongst the general population, dieypdebate in a democracy will always
be limited to what a politician can get into a stdmite. With coherently re-engineered
processes, we can hope to dispel 'bureaucraticadiba’, raise the integrity of propositions
and debate, and build the sense of one-nation cmitynessential to the success of
democracy.

The ultimate objective of process re-engineeringofiscourse to define propositions for
implementation to improve transparency and adnmratise efficiency. However, the more

immediate objective is simply to define a clearanfe of reference from which economists
and politicians can develop and argue their pdicieBy working from radical analysis

through to definition of administrative processesrenclosely aligned to the fundamentals,
process re-engineering techniques can introduceim&ghts into the economic and political
debates, and thereby facilitate an escape fronpdiiey and process inheritance and from
‘habitual modes of thought and expression'.

With regard to tax and welfare processes, therdénareritical issues to be addressed:

1. The first critical issue relates to the spuriousptexity of the overall provisions
related tancome

a. The complexity of the administration of tax (inclng Income Tax and
National Insurance Contributions) arises from thesig to project an
impression of ‘progressive’ marginal rates, patady for low/no income
citizens (with propositions such as ‘take some kmawners out of the tax net
altogether).

b. The complexity of the administration of benefitso{uding National Insurance
Benefits, Tax Credits, Housing Benefit, and Coufek Benefit) arises from
the need to means-test them against income (a-idied aggregate rate of
up to approximately 90%).

In practice, the latter neutralises and reverseseffect of the former. Thus, it does
not make sense for the Inland Revenue (for Incorag) Bnd the Contributions
Agency (for National Insurance Contributions) tovide independently their own
rather complex regimes for progressive marginaksatand for employers to
administer those rather complex regimes for pr@ijvesmarginal rates, when the
Inland Revenue (for Tax Credits), the Benefits Agerffor National Insurance
Benefits) and local government (for Housing Benafitl Council Tax Benefithust
neutralise and reverse the effect of those proyessarginal rates for all the people
to whom they were directed with such good intergig¢ne. for those with no/low
income).

2. The second critical issue relates to the spuriamspiexity of the overall provisions
related towealth. All civilised societies provide some form of nmmum-income
safety-net (for periods including, but not limitexg old-age). Unfortunately, there is
a ‘moral hazard’ inherent in any safety-net, whgrbarginal’ citizens are induced
to ‘sag’ into that safety-net. We must seek to eratk that ‘moral hazard’ without
blighting the lives of those with genuine need.
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This paper argues that if reform is to have anynimggiul chance of progress on these issues:

1. The means-testing of benefits agaimgtome must be merged into re-engineered
‘tax’ processes:

a. In order to improve the fluency of means-testingiast income, that means-
testing must be executgédactively, rapidly and automatically (i.e. in the
light of de-facto income on a rolling basisrather than during the assessment
process based on ‘best guesses’).

b. In order to provide the data to facilitate suchctee, rapid and automatic
means-testing against income, all sources of inamm& report that income to
the state systemmapidly and by recipient. In particular, employers must
reportearnedincome to the state systemapidly and by recipient.

c. In order to moderate the administrative burdenegiorting earned income to
the state systemspidly and by recipient, the administration of employment
must be simplified radically. This report suggetstat employers should be
obliged simply to ‘withhold’ from all of that incoen at the mid-income
marginal rate of Income Tax and Contracted-Out oveti Insurance
Contributions, without allowances or graduation.

d. All state systems must execute all payments to/faitizens by automated
transfer to/from a ‘bank current account’.

Then, and only then, the state systems would lzegosition to generate automated
transfers to achieve the desired post-state in@s@function of pre-state income on
a rolling basis:

2. The means-testing of benefits agaimstalth must be merged into re-engineered
‘pension’ processes:

a. During periods with income above the minimum-incosaéety-net (including,
but not limited to, old age), citizens should bdigdd to accumulate net-
wealth.

b.  During periods with income below the minimum-incosatety-net (including,
but not limited to, old age), citizens should béigddl to draw-down from their
net-wealth before seeking asset transfers fromsth®. The pressing short-
term cash-flow aspect of means-tested benefitsldhmude-coupled from the
process of writing-off that cash-flow as non-reqaide. Means-tested
benefits should be offered much more fluently, imitially as loans. Such
loans should then be reviewed for write-off or neany (from other net-wealth
and/or anticipated income); with a rolling accoogtitime-base of perhaps
three to five years, and with a final review on teaith a claim against the
estate.

84



Accountancy Business and the Public Interest, 3/d\o. 2

With these two sets of re-engineering propositiomdemented:

1. The administration of employment (and of all otlseurces of income) would be
simplified radically.

2. The administration of means-testing of benefitsirgjancome would be would be
simplified radically:

a. All ‘'second guessing’ of means-testing against meocould be eliminated
from all benefit-application processes.

b. All means-testing of benefits against income woulgé administered
automatically and reactively in line with de-faatcome.

c. All discontinuities in the mean-testing of benefgtgainst income would be
eliminated, replaced by a single flat rate encorsipgsall benefits.

3. The administration of means-testing of benefitsirgiavealth would be would be
simplified radically.

The administration of ‘pensions’ would be simplifieadically.
The ‘moral hazard’ of a minimum-income safety-neiwd be moderated.

As a final note, this paper does not extend spedifi to discussion about the terminology and
political packaging undoubtedly required to sectire consensus for implementation in a
liberal democracy. The requirement for such teatoigy and political packaging would have
to be decided in the light of the prevailing pakti climate.
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1 Taxation, and Means-Testing against Income
A later section proposes that the means-testingeoéfits againsivealth should be merged
into re-engineered ‘pension’ processes.

This section proposes that the means-testing afliermgainsincome should be merged into
re-engineered tax processes.

1.1 The Inevitable Economic Characteristics of Citizensincome

The characteristics of the current scheme in thefd/lsocial moderation of citizen's income,
and indeed the inevitable overall characteristit@amy such scheme, are characterised in
broad terms below and in the diagrams overleafe flli range of pre-state incomes can be
split roughly into three bands with the followinaracteristics:

1. A no/low-income band (0.0-0.5 x average):

a. Citizens in this band are net cash beneficiariesnfithe state; in that cash
benefits received are greater than taxes paid.

b. The income of citizens in this band is subject teegy high marginal rate of
tax/means-testing (up to approximately 90%, basadaily on the means-
testing of benefits).

c. Citizens in this band tend to have short-term dbsh-problems; to cover
essentials such as housing, heating and food.

2. A mid-income band (0.5-2.0 x average):

a. Citizens in this band are net cash contributoth¢ostate; in that taxes paid are
greater than cash benefits received.

b. The income of citizens in this band is subject tm@derate marginal rate of
tax.

3.  Ahigh-income band (2.0+ x average):

a. Citizens in this band are net cash contributoth¢ostate; in that taxes paid are
greater than cash benefits received.

b. The income of citizens in this band is subject togher marginal rate of tax.

In the UK at the turn of the millennium, these cuaeristics are implemented through the
following two groups of administrative processes:

1. Taxes (i.e. Income Tax and National Insurance @mutions) are levied at increasing
marginal rates from Income.

2. Means-tested benefits are distributed to boosbnoifhcome.
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The impact of this combination of processes issthated for earned income in the diagrams
below.

Current Administrative Processes - 1. Employment

High-Income | Taxes
Net Pre-State
Income

Mid-Income

Low-Income

L
0.5 2.0 4.5 8.0
Pre-State Income (x Average Earnings)

Current Administrative Processes - 2. State Adjustment

Tested
Benefits

Net Pre-State
Income

Post-State Income

\
0.5 2.0 45 8.0
Pre-State Income (x Average Earnings)

Tax and Welfare Cashflows- The Inevitable Characteristics

Post-State

High-Income Income

Mid-Income T Pre-State

Income
Low-Income P | —

|
0.5 2.0 4.5 8.0
Pre-State Income (x Average Earnings)

87



Accountancy Business and the Public Interest, 3/d\o. 2

1.2 The Deceit of 'Progressive’ Marginal Rates of Tax

It is an economic truism that if adequate 'so@apport is to be offered to those without
adequate resources of their own, then that suppast be withdrawn at very high effective
rates. It is theavoidable discontinuities, anomalies and wrinkles in the rent
administration, on top of thignavoidably high averagerate, which are responsible for the
worst excesses of the unemployment and povertg.tragonest reform should aim solely to
remove the avoidable discontinuities, anomalieswvandkles; through some form of flat-rate
'‘Benefit Surtax' levied from those receiving metasted benefits.

Indeed, it is an economic truism that 'low-tax kmrfdr the poor' (including earnings
disregards, tax allowances and the current 10%)b@ard help only the rich. The following
statements hold true with respect to any propasitidower the rate in a given income band:

1. They provide nothing for those whose marginal ineasunder the lower limit of
the band.

2. They provide an increasing bonus to those whosgimarincome falls between the
lower and upper limits of the band.

3. They provide the full bonus to all those whose nmaigincome is over the upper
limit of the band.

In fact, in order to define a revenue-neutral psifon (a pre-condition for honest debate), the
poor must be made worse off through reduced benefibrder to raise the revenue to pay the
bonus for the rich! The diagram below illustratee economic impact of a reduced tax rate
for the top half of the no/low-income band (e.greduction from 90% down to the mid-
income marginal rate).

The Deceit of Progressive Marginal Tax Rates

Current Post-
State Income

Low-Tax Band

Mooted 'Low-Tax Band for the Poor'

for the Poor
The Poor )
Get Poorer
N B e The Rich
Get Richer
o | | | | | |
0.5 2.0 45 8.0

Pre-State Income (x Average Earnings)

These arguments apply to all notions of 'low-taxdsafor the poor' (including earnings
disregards, tax allowances and the current 10%)band also to all notions of graduation of
National Insurance Contributions.
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In fact, using the high-income rate as a frameetdrence, even the mid-income rate can be
seen in the same light. The diagram below illuegdahe economic impact of increasing the
tax rate for the mid-income band to that of thehkilgcome band.

A Progressive Regime with Decreasing Marginal Tax Rates

Highdncome Rate Current Post-
for the MidIncome Band State Income
Decreasing

Marginal Rates

The Poor
// The Rich )
Get Poorer

o | | |

0.5 2.0 45 8.0

Pre-State Income (x Average Earnings)

There is of course a strong emotional and intuiappeal to propositions expounded with
phrases such as 'take some low earners out ofxheet altogether', and to the possibility of
extensions to the earnings disregards, tax alloesaad the current 10% band 'for the poor’;
with the implication that these propositions woirldome way address the problems of those
without adequate resources. In practice of coaéhose 'out of the mid-income tax net' (at
approximately 33%) are 'in the means-testing rat90%), and it is dishonest to separate
these issues. In fact, as described earlier, elemnytax band for the poor' makes the
underlying problem worse. Thus, the concept ofpssive marginal rates of tax on income
Is a deceit; and a wholly incoherent vehicle folivéey of provision for social distribution.
We should be looking instead for @ogressive overall regimebased ondecreasing
marginal rates.

As illustrated in the diagram below, those in th&@low-income band are not only net
beneficiaries from the state, they are beneficsaeeen when compared to the equivalent of
the mid-income line projected down through the ew/Income band.

Mid-Income Post-State Income as the Frame of Reference

Post-State

Highdncome Income

Middncome Mid-Income

Reference
Lowdncome I

| L L
0.0 0.5 2.0 4.5 8.0
Pre-State Income (x Average Earnings)

_
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Thus, it does not make sense for the Inland Rev@iouéncome Tax) and the Contributions
Agency (for National Insurance Contributions) tovide independently their own rather
complex regimes for progressive marginal rates,fanémployers to administer those rather
complex regimes for progressive marginal rates,nathe Inland Revenue (for Tax Credits),
the Benefits Agency (for National Insurance Bemsgfiéind local government (for Housing
Benefit and Council Tax Benefithust neutralise and reverse the effect of those pregres
marginal rates for all the people to whom they wairected with such good intentions (i.e.
for those with no/low income).

In practice, this spurious complexity is compountgdhe fact that each ‘scheme’ appears to
have been designed and developed by happenstanite absence of any perceived need to
standardise. As a result, the current tax prosept#Eces an unacceptable administrative
burden on employers; because of the need to admiiras individual Tax Code for each
employee, progressive marginal rates of Income(daxa cumulative-yearly accounting time-
base) and progressive marginal rates of Natiorsurmce Contributions (on a mixture of
weekly, monthly and cumulative-yearly accountingeaibases) in the presence of a great deal
of ‘churn’ in the employee base. Meanwhile, thanith Revenue (for Tax Credits), the
Benefits Agency (for National Insurance Benefitsyl docal government (for Housing Benefit
and Council Tax Benefit) appear to be inflexibleddanaccurate in their administration of
means-testing (based on a variety of accounting-bases).

But perhaps the most serious source of spuriouplexity lies in the need to means-test
benefits. Unfortunately, the processes which adit@n benefits do not have access to data
reflecting income on a timely basis. In fact, rates system has access to data reflecting
income on a timely basis. Of course, the InlanddReeeventually has access to such data,
but only for the previous tax year, and only whérhee relevant data from that year has been
submitted and collated. Thus, in current practale benefits are means-tested ‘up front’;
based on ‘best guesses’ as to future income, andhtans-testing of each benefit has to be
revised (independently, and clerically) as curremd projected circumstances change
(frequently, for citizens in the no/low-income bandgain, the means-testing process in each
‘scheme’ appears to have been designed and deddbydeappenstance, in the absence of any
perceived need to standardise. The result iscitiaeéns in the no/low-income band have to
live through a nightmare of inter-connected ecormoamd administrative discontinuities.

Thus, the current processes cost a great dealminesder, constrain political and economic
debate and scope for change, and deliver a venyquadity of service.

If reform is to have any meaningful chance of pesgron these issues, the administration of
taxation, benefits and means-testmgst be re-engineered through a single state system as
follows:

1. All sources of income must report that income riptd the state. In particular,
employers must report earned income rapidly tosthée. In order to moderate the
administrative burden of doing so, the administratiof employment must be
simplified radically. All sources of income othian benefits must ‘withhold’ from
all of that income at the mid-income marginal ratdncome Tax and Contracted-
Out National Insurance Contributions, without aliowes or graduation, and must
report that income and withholding rapidly to thhegée state system.

2. All awarders of benefits must award on the presionpbf no income; and must
report those awards rapidly to the single stateesys

3. The single state system would then be in a postitogenerate timely automated
debits and credits to achieve the desired pos-gtabme of each individual and/or
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family unit on a rolling basis.

1.3 Flat-Rate Taxation, and Tax Credits

The analysis of the previous sections suggestghieainevitable economic characteristics' of
tax and welfare should be implemented through dleviing set of administrative processes,

to generate timely automated debits and creditactoeve the desired post-state income of
each individual and/or family unit on a rolling ks

Tax and welfare agencies would co-operate to deffiegparameters of the required system:

1.

Then:

Tax agencies would definelniversal Income Tax(equivalent to the current mid-
income marginal rate of Income Tax plus the curraid-income marginal rate of
National Insurance Contributions.

Tax agencies would defineBasic Tax Credit to restore the post-state income of
those in the mid-income band. These Basic Tax iGraglould encompass the

current value of Child Benefits, the value of thas® Pension, and the value to
citizens in the mid-income band of Personal Alloees from Income Tax and

National Insurance Contributions.

Tax agencies would devise a scheme of escalatgigincome marginal tax rates.

Benefit agencies would define a minimum acceptdblel of income for each
family-unit, and would subtract the value of thesBaTax Credits of all of the
members of that family-unit. This would define aans-teste@upplementary Tax
Credit for each family unit.

Benefit agencies would define a single aggregateanswesting rate (at
approximately 90% minus the rate of the Universabme Tax).

All sources of income other than benefits wouldnivdld from all of that income at
the mid-income marginal rate, without allowanceg@duationand would report
that income rapidly to the state system

Flat-Rate Taxation Administrative Processes - 1. Employment

High-Income

Mid-Income

Low-Income

I L
0.5 2.0 4.5 8.0
Pre-State Income (x Average Earnings)
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For each citizen, the state system would pay trecBeax Credit (depicted here as a
Personal Social Dividend). This would restored¢heent post-state income of those
in the mid-income band.

Flat-Rate Taxation Administrative Processes - 2. Personal Social Dividend

High-Income M Net Wage
Persona! .
Mid-Income Social Dividend
Low-Income
0 %
0.5 2.0 4.5 8.0

Pre-State Income (x Average Earnings)

The state system would pay means-tested Supplemdrda Credit to each no/low-
income family-unit claiming them.Because all sources of income would report
that income rapidly to the state systemthe state would be in a position to means-
test Supplementary Tax Credit automatically andtrealy in line with the de-facto
income of the members of that family-unit. Thisulbrestore the current post-state
income of those in the no/low-income band.

Flat-Rate Taxation Administrative Processes - 3. Means-Tested Benefits

Means-Tested
High-Income Benefits
Mmm Net Wage
Mid-Income
Personal
Social Dividend
Low-Income
0
0.5 2.0 4.5 8.0

Pre-State Income (x Average Earnings)
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4. The state system would levy high-income Surt®ecause all sources of income
would report that income rapidly to the state systen (see earlier) the state would
be in a position to levy high-income Surtax autaoadiy and reactively in line with
all of the de-facto income of the members of eaxhvidual or family-unit, rather
than just the earned-income from the primary eainedme source. . This would
restore the current post-state income of thoskarhigh-income band.

Flat-Rate Taxation Administrative Processes - 4. High-Income Surtax

High-Income
Means-Tested
Mid-Income Benefits
M Net Wage
Low-Income Personal
Social Dividend
0
0.5 2.0 4.5 8.0

Pre-State Income (x Average Earnings)

In cash-flow terms, the State system would genesateegular sequence of adjustment
payments/charges to the home-maker of each famity4o implement 'the right result' on a
rolling basis; including the following elements:

1. The Basic Tax Credits of all of the members of faatily-unit.
2. Supplementary Tax Credit means-tested in line detHacto income.

3.  High-income Surtax levied in line with all de-fadt@h income, rather than just the
earned-income from the primary earned-income source

Flat-Rate Taxation Administrative Processes - 5. Net State Adjustment

Direct Debit

) (or Invoice)
Post-State Income Direct Credit

(or Cheque)
Retained
Net Wage

0.5 2.0 45 8.0
Pre-State Income (x Average Earnings)
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1.4 Housing Benefit and Council Tax Benefit Based Purglon ‘Need’

To the extent that benefits are extended in praporto actual expenses, potential
beneficiaries will be encouraged to ignore econamigeratives in their spending behaviour.
For example:

1. With Housing Benefit based on actual rent, tenavitsbe encouraged to collude
with landlords in committing to a housing rent begdheir means.

2. With Council Tax Benefit based on actual Councix,Neoters receiving Council Tax
Benefit will vote for high spending safe in the kiedge that they will not suffer
from the costs.

Thus, Housing Benefit and Council Tax Benefit skoideally be based purely on ‘need’,
rather than on actual rent and council tax. Ireotd moderate ‘ghettoisation’, they should be
based purely on family formation and post codenglthe lines of the current Local Housing
Allowance (LHA) initiative. The post-code variati® would allow for variations in local
rents and other living costs.
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Currently, there are a number of different benefitsed at supplementing the income of those
in the no/low-income band. There is a great déaparious activity devoted to ‘thrashing’
between those benefits. However, most of the idiffees between those benefits are based on
false assumptions about entittement and meanswestin terms of practical effect, tax
allowances and benefits could be rationalised ksie:

1. Non-means-testeBasic Tax Credits (based purely on age) could replace the value
of the following:

a
b
C.
d
e

Child Benefit.

The value of the current allowances against tax.

The Basic Pension.

The mid-income ‘non-means-tested’ part of the WgKTax Credit.

The mid-income ‘non-means-tested’ part of the Chigak Credit.

2. Means-teste@upplementary Tax Credits(based on age, family formation and post
code) could replace the value of the following:

a.
b.

C.

Income Support minus by the value of the Basic Ceedit.
Incapacity Benefit minus by the value of the Basax Credit.

Job Seekers Allowance (Contribution Based) minushieyvalue of the Basic
Tax Credit.

Job Seekers Allowance (Income Based) minus by #heevof the Basic Tax
Credit.

The nol/low-income ‘means-tested’ part of the Wogkirax Credit minus by
the value of the Basic Tax Credit.

The no/low-income ‘means-tested’ part of the CHikk Credit minus by the
value of the Basic Tax Credit.

Housing Benefit (based purely on family formatiardgost code, rather than
on actual rent).

Council Tax Benefit (based purely on family forneatiand post code, rather
than on actual Council Tax).

These Supplementary Tax Credits could be meansdtesttomatically and reactively
against de-facto income at a single aggregatedtat of approximately 90% minus
the rate of the Universal Income Tax which wouldébeen be levied on all income
at source.
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2 Pensions, and Means-Testing against Wealth

The previous section proposed that the means-gesfirbenefits againghcome should be
merged into re-engineered tax processes.

This section proposes that the means-testing adfliermgainstvealth should be merged into
re-engineered ‘pension’ processes.

2.1 Response to the Pensions Commission

The following comments are offered as a responséhéoFirst Report of the Pensions
Commission, published in 2004

1.

The Report places major emphasis on aggregateageveand median figures.
However, the sole social imperative relates tolikely incidence of poverty, and
poverty is a verypersonal thing. Aggregate, average and median figuresoére
merely peripheral interest. One citizen with anwal income of £1 million and 99
citizens with an annual income of nothing leavesvith an average annual income
of £10,000 but 99% of the population living in atjepoverty. Thus, the
Commission should ignore the wealthy, should igreaygregate figures, and should
focus solely on the outlook for those tracking $ad’ into poverty. All civilised
societies provide some form of minimum-income safedt (for periods including,
but not limited to, old-age). Thus, the Commissstrould focugprimarily on the
following:

a. At what level should we set the minimum-income safet (which ought to be
the boundary of our concern); based on age, faimilpation and post-code ?

b. How many citizens are tracking to ‘sag’ into thahmum-income safety-net,
and by how much ?

c. How do we moderate the ‘moral hazard’ inherentng safety-net provision,
whereby citizens are induced to ‘sag’ into thaesahet ?
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Citizens can accumulate net-wealth without staieriention. State intervention can
range through the following:

a. Education and exhortation.
b.  Tax wrinkles.

c. Compulsion.

Of the above:

a. Education (definitely) and exhortation (possiblypwid be counter-productive
in the context of ‘the pensions conundrum’, simpicause they would merely
highlight the self interest of the ‘moral hazardlhe state would have to lie
and/or obfuscate, or advise no/low-income citizenspend their savings and
‘sag’ into the minimum-income safety-net. In aduit of course, education
and exhortation is irrelevant for those who haweliible to consider saving.

b. Tax wrinkles are merely ‘giveaways’ to those whowdbsave anyway, with
bribes in proportion to net-wealth and income —\tbgy opposite of the social
imperative. The classic example is the StakehoRiarsion, the majority of
which have been taken out by the non-earning partrfesurtax payers.

c. Compulsion is the only option which addresses theral hazard'.
Thus:

a. Education and exhortation, whilst worthy objectiwesheir own right, should
be discounted as a deceit in the context of ‘thsjees conundrum’.

b. All tax wrinkles should be discontinued, and therrently-squandered
resources should be re-directed into increased basiefits.

c.  Accumulation of net-wealth from income should benpailsory.
The Report places major emphasis on ‘retiremddtwever, to a very large extent:

a. Povertyin old age is simply a continuation of, and a natanadl inevitable
consequence of, poveigfore old age.

b. As employment has become more disjointed, all entszface periods without
earned income (for periods including, but not ledito, old-age).

c. With improvements in health, and the consequenirarease in life
expectancy, the boundary between ‘working’ age amtirement’ age has
become diffused.

Thus, the Commission should drop the concept dirément’ altogether. The
following definition suggests itself:

a. During periods with income above the minimum-incosaéety-net (including,
but not limited to, old age), citizens should bdigdd to accumulate net-
wealth.

b.  During periods with income below the minimum-incosagdety-net (including,
but not limited to, old age), citizens should béigddl to draw-down from their
net-wealth before seeking income support from thtes
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The Report places major emphasis on ‘pension’ sesenHowever, all ‘pension’

schemes comprise an ‘accumulation of net-wealtl'sph(i.e. through contributions)
and a ‘dissipation of net-wealth’ phase (i.e. tlgfouincome drawdown and/or
purchase of annuities). Informed opinion has dlyadrawn attention to the need to
distinguish clearly between those two phases. dddmformed opinion has already
emphasised that citizens should ‘shop around’ far best ‘dissipation’ package
when switching from one to the other. Thus, them@ussion should drop the
concept of ‘pension’ schemes altogether, and shaolisider independently the
options for accumulation of net-wealth and the aifor dissipation of net-wealth.
Again, the following definition suggests itself:

a. During periods with income above the minimum-incosaéety-net (including,
but not limited to, old age), citizens should bdigdd to accumulate net-
wealth.

b.  During periods with income below the minimum-incosadety-net (including,
but not limited to, old age), citizens should béigddl to draw-down from their
net-wealth before seeking income support from thtes

The Commission should concern itself more posiiweith the fluency with which
citizens can draw-down from their net-wealth. Z&tis should be able to ‘borrow’
from the state to supplement their income whilsima@@ning ownership of a ‘family’
home or business of ‘reasonable’ value. However:

a. Citizens should be obliged to liquidate more spattveé investments before
seeking to ‘borrow’ from the state in this way.

b.  Any such ‘borrowing’ should be secured againstvaleie of the ‘family’ home
or business concerned, and should be recoveredath tom the estate.

The Report places major emphasis on current canioiiis in proportion solely to
income. However, the requirement must surely &d®ount of current net-wealth
and the time left for further contributions. Thelldwing extended definition
suggests itself:

a. During periods with income above the minimum-incosaéety-net (including,
but not limited to, old age), citizens should béigeal to accumulate net-wealth
up to anage-related reference net-wealth The age-related reference net-
wealth should rise with age until ‘peaking out’ ishgr a ‘retirement age’ band
at the actuarial value required to top up the B&sasion to the minimum-
income safety-net for the rest of the citizen'®.lif From then on it should
decline with age as life-expectancy declined.

b.  During periods with income below the minimum-incosadety-net (including,
but not limited to, old age), citizens should béigddl to draw-down from their
net-wealth before seeking income support from ttaes(taking their net-
wealth ‘overdrawn’ if necessary by ‘borrowing’ frotime state).
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The Report places major emphasis on the breakddvmetevealth. However, the
Commission should not concern itself with the boeain of net-wealth; only with
the ‘bottom line’ of net-wealth:

a.

There should be no distinction between assetsetleth to heirs’ (e.g. a family
home or business) and other net-wealth. Duringpgswith income below the
minimum-income safety-net (including, but not liedtto, old age), citizens
should be expected to draw down frone whole of their net-wealthbefore
seeking income support from the state. If a aitigkooses to live in poverty in
order to leave wealth to heirs, that should beragreal choice of that citizen.
There is no social imperative to boost the weatftheirs. If there is a social
imperative to maintain continuity of ownership offamily’ home or business
of ‘reasonable’ value, the owners should be ableotwvow against those assets
(see earlier).

There should be no distinction between differeseaslasses:

I. Family home.

ii.  Other real estate.

iii.  The actuarial value of defined-benefit pension st

iv. The actuarial value of SERPS and S2P pension scheme

v.  The actuarial value of annuity schemes.

vi.  Stocks and shares.

vii.  Gilts and bonds.

viii. Bank accounts in credit, and cash.

Negative wealth should be included in the assessaoiaret-wealth:

I. Real estate borrowing (e.g. mortgages).

ii.  Educational borrowing (e.g. student loans, etc.).

iii. Consumer borrowing (e.g. hire-purchase debt, cabd, @tc.).

iv. Bank accounts in debit (i.e. overdrafts).

There should be no distinction between differenhemship packages:
I. Specific holdings (e.g. personally-owned real eststhares, etc.).

ii.  Specific collective holdings (e.g. unit trusts, éstment trusts, insurance
policies, defined-input pension schemes, etc.).

iii.  ‘Slush-funded’ collective holdings (e.g. with-prisfiinsurance schemes,
SERPS, S2P, defined-output pension schemes, predpnds, etc.).

There should be no distinction between differemt jackages (indeed, these
should be part of the options for change):

i Pension and insurance schemes.
ii. PEPs, ISAs, VCTs, etc.
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The 2004 reports of both the Pensions Commissidnfasm Employer Task Force on
Pensions have placed a great deal of emphasisanlthof ‘employer’ contributions
to pension schemes. However, it is important tie mioat ‘employer’ contributions to
such schemes are not philanthropic or altruistis &g the employer. They are an
integral part of the employer's cost of employmant an integral part of the
employee's remuneration package. Thus, the irdgalte about employer pension
schemes should focus not on the detail merits @ddhschemes, but on a question
more fundamental in a liberal democratic sociebeslitmake sensdor employees
to sub-contract administration of their welfaretheir employers? Surely, it makes
far more sense for employers to be free to conaentm their 'real’ business and the
actual employment in question, rather than divgrtitheir management and
administrative attention to the running of patromgsand amateurish welfare and
asset-management services. Seen in this lighgrieerers must surely be guided by
the principle thatemployers should be obliged to pay the full remuneation
package immediately, in full, and in legal tender The current employer plus
employee contributions should be seen astiaen’'s contribution (from the full
remuneration package) tpersonal schemes (i.e. independent from employment
status, and subject solely state direction and regulation). Thus, the Commission
should consider the proposition that all employaresnes should be re-engineered
into personal schemes (i.e. independent from employment statut sabject solely
to state direction and regulation).

Many employer pension schemes are defined-outpgwgnses rather than defined-
input schemes. Over and above the general polirdady made about employer
contributions to such schemes, the whole conceptefihed-output schemes is a
deceit. Thus, the Commission should consider tbpgsition that all employer and
defined-output schemes should be re-engineered peicconal defined-input
schemes (i.e. independent from employment statod, subject solely tostate
direction and regulation).

Finally, with regard to macro-economic factors:

a. In the first instance, increased savings would §mipd up the value of
existing assets without increasing future earningsleceit.

b. If enterprises/borrowers become aware that citivemsumers are going to
decrease consumption (a pre-requisite for increasathgs), they will not
respond by increasing borrowing to absorb thosengavas a patriotic duty’.
They will respond by cutting back on borrowing fovestment, stocks and
employment. The result would be a slump, and redweealth for all.

Thus,if we wish to persuade the poor to increase theirasing, without blighting
the return on those savings or blighting the econome_must find a way to
persuade the rich to reduce their savings We must persuade the rich to spend
more of their wealth, thereby creating the infamand elusive ‘trickle-down effect'.
This confirms the previously made point that ak tarinkles (for the wealthy, in
proportion to wealth) should be discontinued, andt the resources currently-
squandered on ‘bribing the rich to save’ should bae-directed into_increased
basic benefits for those who actually need such saksupport.
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2.2 The Deceit of ‘Employer’ Contributions

The 2004 reports of both the Pensions Commissidrtla Employer Task Force on Pensions
have placed a great deal of emphasis on the rolenoployer contributions to pension
schemes.

However, it is important to note that 'employerntibutions to such schemes are not
philanthropic or altruistic acts by the employeérhey are an integral part of the employer's
cost of employment and an integral part of the eyg®'s remuneration package. Thus, the
initial debate about employer pension schemes dhioglus not on the detail merits of those
schemes, but on a question more fundamental lreeali democratic society:

1. Does itmake sensdor employees to sub-contract administration eirthvelfare to
their employers ?

2. Should the statencourageemployees to sub-contract administration of thifare
to their employers (via Income Tax and Nationalhasice Contribution wrinkles) ?

3. Does itmake sensdor employers to get involved in the administrataf the welfare
of their employees ?

4. Should the statencourageemployers to get involved in the administrationtiod
welfare of their employees (via Income Tax and dlai Insurance Contribution
wrinkles) ?

5. Should the statallow employers to get involved in the administratiorthed welfare
of their employees ?

6. Should the statallow employers toforce employees to contract-in to employer
schemes ?

7.  Should the statallow employers tavithhold part of the remuneration package from
employees who do not contract-in to employer sclsePne

Surely, it makes far more sense for employers tirdeto concentrate on their ‘real’ business
and the actual employment in question, rather tlarerting their management and
administrative attention to the running of patromgsand amateurish welfare and asset-
management services. Seen in this light, the aissmest surely be guided by the principle
that employers should be obliged to pay the full remun&tion package immediately, in
full, and in legal tender. The current employer plus employee contributisinguld be seen
as acitizen’s_contribution (from the full remuneration package) personal schemes
(i.e. independent from employment status, and stibgolely to state direction and
regulation).
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Thus, all employer and defined-output schemes shdud re-engineered intpersonal
schemes (i.e. independent from employment statub,sabject solely tgtate direction and
regulation). This should be done as follows:

1. The state should create and mana8ecial Reserve Accounfor each citizen.

2. The state should assign unequivocally to each iddal citizen the actuarial value of
rights already-established through historic emplay®d employee contributions to
state pension schemes such as SERPS and S2Pshohid be done in the form of
once-off contributions tgpersonal schemes of the citizen concerned, with that
citizen’s Social Reserve Account as the defaulioteNthat this is merely a book-
keeping exercise to recognise in the national ddlability which has been kept 'off
the balance-sheet' for far too long.

3. The state should oblige employers to assign unegally to each individual citizen
the actuarial value of rights already-establishatbugh historic employer and
employee contributions to employer schemes. Thdailsl be done in the form of
once-off contributions tgpersonal schemes of the citizen concerned, with that
citizen’s Social Reserve Account as the default.

4. The state should oblige employers to incorporate dhtuarial value of ongoing
employer contributions into a higher level of noalimages.

All employer contributions should be discontinued.

By default, all employee contributions should bese¢to generate from the increased
nominal wages the same total contributions as Xietieg employer-plus-employee
contributions generate from current nominal wagélis should be done in the form
of contributions t@ersonal schemes of the citizen concerned.

Then:

1. The State should define minimum-income_safety-net based on age, family
formation and post-code.

2. During periods with income above the minimum-incosadety-net (including, but
not limited to, old age), citizens should be oldige accumulate net-wealth up to an
age-related reference net-wealth The age-related reference net-wealth should rise
with age until ‘peaking out’ during a ‘retiremenged band at the actuarial value
required to top up the Basic Pension to the miniamitome safety-net for the rest of
the citizen’s life. From then on it should declimeth age as life-expectancy
declined. This should be done in the form of dbntions topersonal schemes of
the citizen concerned, with contributions to thiéizen’s Social Reserve Account as
the default.

3.  During periods with income below the minimum-incosefety-net (including, but
not limited to, old age), citizens should be oblige draw-down from their net-
wealth before seeking income support from the stafthis should be done in the
form of withdrawals frompersonal schemes of the citizen concerned, with
withdrawals from that citizen’s Social Reserve Aamcbas the default (taking the
balance ‘overdrawn’ if necessary).

This combination of measures would diffuse the negeof the need to means-test benefits
against wealth during the application processesd, would moderate the ‘moral hazard’
inherent in any safety-net provision for poverty ard age.
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2.3 The Deceit of Defined-Benefit Schemes

Many employer pension schemes are defined-outphienses rather than defined-input
schemes. Over and above the general points almadg about employer contributions to
such schemes, the whole concept of defined-outh@rses is a deceit:

1.

10.

They form an inappropriate base for those who dofeitow the 'old" employment
pattern of 'a single employer for life'’. The moddrend is towards a more
fragmented employment history, and the need fotigoity of welfare processes is
most needed at times of discontinuity in employntesiory.

Because of the focus on final-salary times yeaiseofice, early leavers subsidise the
long stayers. It should be illegal for an emplaygedo so with 'employee assets'.

Because of the input-focus on employee statuswith. a single rate of 'input’
regardless of family formation), and the benefittfe on provisions for a family unit
(i.e. with ongoing benefits for surviving spousedaaffspring), single/childless
employees in effect cross-subsidise those with miggrets. Whilst such cross-
subsidy may well be appropriate for services funtigdthe state from taxes and
subject to democratic audit, it should be illegai in employer to do so with
‘employee assets'.

Because the ownership of the assets of the schemsuglly diffused in trust-fund
status (‘'morally’ owned by the employees and peessobut legally owned by the
employer, and administered and controlled by a tnsch is usually controlled in
turn by the employer), over-funding can become eugoof acrimony when for
instance an employer uses 'surplus’ assets to d@akenput holiday, make a
withdrawal, or fund redundancy payments.

Because even the 'moral’ ownership of the assdteafcheme is usually diffused in
trust-fund status, the rights of the dependantsermployees and pensioners are
usually subject to rather arbitrary variation. the event of divorce, for example, a
spouse and children can loose all rights to a share

They contradict insurance principles, in that if @nployee's career flattens out or
goes downhill, then so does the pension.

They contradict insurance principles, in that emeés’ current pay and subsequent
pension are both exposed to the solvency and ittegtheir employer.

They promote ageism, in that promotions and/or wiggs to older employees are
disproportionately expensive, because of the reqent for higher outputs without a
corresponding input history.

They are open to abuse by senior management viigng/age rises for themselves
in their last few years, to secure high but lowbilgy outputs without a
corresponding input history.

They are open to abuse by senior management vbigngut low-visibility outputs
for themselves without any corresponding inputdmst
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In addition, the theoretical 'insurance’ or ‘smaagh aspect of a typical employer's final-
salary pension scheme is a deceit. In theory, etmployee is protected from adverse
movements in investment values by reserves withan s<cheme and/or top-ups from the
employer. However:

1. The only way the trust-fund of such a scheme camraalate such reserves is to
withhold allocation to the employees of some ofabeumulated inputs, income and
capital gains in that trust-fund.

2. The only way an employer can accumulate such resdssto withhold distribution
of the full remuneration package during employment.

In both cases, the theoretical 'insurance’ is plexviby the employees' and pensioners’ own
assets! It would surely be more honest and traespé such reserves were allocated fully to
the employees during the period of employment (ette still, distributed fully to the
employees as part of the full remuneration packégethe employee to makgersonal
schemes (i.e. independent from employment statub,sabject solely tgtate direction and
regulation). The possibility that the employer /@amndthe trust might turn out to have
dissipated such reserves by the time they are daeddorces this point.

In addition of course, it is impossible to insurgaiast systemic losses. The principle
underpinning insurance is shared exposure to spe@ks. For example, if approximately
1% of the population breaks a leg each year, tHeanfiual premiums can fund £100 claims
by the 1% who are unfortunate each year. Howef/éghe value of financial assets fall in
aggregate, the value of everyone’s financial astdtssimultaneously. There simply isn’t
enough wealth to go round!

Surely, it makes far more sense for employers tirdeto concentrate on their ‘real’ business
and the actual employment in question, rather theerting their management, administrative
and financial attention to the running of assetsgahsurance services.
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Thus, all defined-output schemes should be re-eegad intadefined-input schemes. As an
extension of the re-engineering proposition outimethe previous section, all employer and
defined-output schemes should be re-engineered petgonal defined-input schemes
(i.e. independent from employment status, and stibgolely to state direction and
regulation).

1.
2.

Then:

The state should create and mana8ecial Reserve Accounfor each citizen.

The state should assign unequivocally to each iddal citizen the actuarial value of

rights already-established through historic emplam@d employee contributions to

state pension schemes such as SERPS and S2Pshohid be done in the form of

once-off contributions t@ersonal defined-inputschemes of the citizen concerned,
with that citizen’s Social Reserve Account as teédlt. Note that this is merely a
book-keeping exercise to recognise in the natiaedit a liability which has been

kept 'off the balance-sheet' for far too long.

The state should oblige employers to assign unegally to each individual citizen
the actuarial value of rights already-establishatbugh historic employer and
employee contributions to employer schemes. Thdilsl be done in the form of
once-off contributions t@ersonal defined-inputschemes of the citizen concerned,
with that citizen’s Social Reserve Account as tagadlt.

The state should oblige employers to incorporate dhtuarial value of ongoing
employer contributions into a higher level of noalimages.

All employer contributions should be discontinued.

By default, all employee contributions should bese¢to generate from the increased
nominal wages the same total contributions as xietieg employer-plus-employee
contributions generate from current nominal wagélis should be done in the form
of contributions to theersonal defined-inputschemes of the citizen concerned.

The State should define minimum-income_safety-net based on age, family
formation and post-code.

During periods with income above the minimum-incosagety-net (including, but
not limited to, old age), citizens should be oldige accumulate net-wealth up to an
age-related reference net-wealth The age-related reference net-wealth should rise
with age until ‘peaking out’ during a ‘retiremenged band at the actuarial value
required to top up the Basic Pension to the miniamitome safety-net for the rest of
the citizen’s life. From then on it should declimeth age as life-expectancy
declined. This should be done in the form of dbotions topersonal defined-
input schemes of the citizen concerned, with contrim#ito that citizen’s Social
Reserve Account as the default.

During periods with income below the minimum-incosefety-net (including, but
not limited to, old age), citizens should be oblige draw-down from their net-
wealth before seeking income support from the stafthis should be done in the
form of withdrawals fronpersonal defined-inputschemes of the citizen concerned,
with withdrawals from that citizen’s Social Reserecount as the default (taking
the balance ‘overdrawn’ if necessary).

This combination of measures would diffuse the negeof the need to means-test benefits
against wealth during the application processesd, would moderate the ‘moral hazard’
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inherent in any safety-net provision for poverty ard age.
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2.4 Means-Testing against Wealth

The pressing short-term cash-flow aspect of meeasting benefits against income should be
de-coupled from the process of writing-off thatlellew as non-recoverable. The means-
tested Supplementary Tax Credits defined earli@ulshbe replaced byupplementary
Cash-Flows offered initially as automatic withdrawals frono&al Reserve Accounts (taking
the balances overdrawn if necessary).

2.5 The Propositions for Reform

The tax and welfare processes should be re-engiteesrfollows:

1.

The state should create and mana8ecial Reserve Accounfor each citizen:

a. Negative balances should attract interest at lzse r

b. Positive balances should attract interest at batge and/or should be invested
in a range of low-cost tracker funds. These wdnddow-cost because of size,
and because there would be no ‘marketing’, ‘proortor intermediary costs.

The state should assign unequivocally to each iddal citizen the actuarial value of
rights already-established through historic empla®d employee contributions to
state pension schemes such as SERPS and S2Pshohid be done in the form of
once-off contributions to personal defined-inpubhesoes of the citizen concerned,
with that citizen’s Social Reserve Account as teédlt. Note that this is merely a
book-keeping exercise to recognise in the natiaedit a liability which has been
kept 'off the balance-sheet' for far too long.

The state should oblige employers to assign unegally to each individual citizen

the actuarial value of rights already-establishatbugh historic employer and
employee contributions to employer schemes. Thdilsl be done in the form of

once-off contributions to personal defined-inpubhesoes of the citizen concerned,
with that citizen’s Social Reserve Account as tagadlt.

The state should oblige employers to incorporate dhtuarial value of ongoing
employer contributions into a higher level of noaliwages.

All employer contributions should be discontinued.

By default, all employee contributions should besetto generate from the increased
nominal wages the same total contributions as Xietieg employer-plus-employee
contributions generate from current nominal wagélis should be done in the form
of contributions to the personal defined-input sohs of the citizen concerned.
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Then, each citizen should manage their own ‘pensaffairs (i.e.independent from
employment status, and subject solelgti&te direction and regulation). This should be done

as follows:

1. The State should define minimum-income_safety-net based on age, family
formation and post-code.

2. During periods with income above the minimum-incosadety-net (including, but
not limited to, old age), citizens should be ohllige accumulateegistered net-
wealth up to anage-related reference net-wealth
a. The Social Reserve Account of each citizen wouldhieeprime element of the

registered net-wealthof each citizen. Each citizen should be ableetpister
other assets such as a home, other real estatsiopeschemes, annuity
schemes, insurance schemes, saving schemes, sibhEkgs, gilts, bonds,
collectables, etc.. The state would have a ‘lem’each such registered asset
(i.e. as if that asset were mortgaged to the stai@)zens should be obliged to
register all debts secured against registered sagseth as a mortgage on a
registered home or on other real estate), andtbelget value would count for
the above comparison with the age-related refereatgvealth.

b. The age-related reference net-wealth should risk age until ‘peaking out’
during a ‘retirement age’ band at the actuarialgatequired to top up the
Basic Pension to the minimum-income safety-nettiier rest of the citizen’s
life. From then on it should decline with age iés-&xpectancy declined.

c. The compulsory accumulation should be done in ¢ fof contributions to
personal defined-input schemes of the citizen concerned, with contrilmgio
to that citizen’s Social Reserve Account as thaudlef

d. The compulsory minimum rate of accumulation shdugdproportional to the
shortfall of actual net-wealth when compared to dge-related reference net-
wealth.

3.  During periods with income below the minimum-incosefety-net (including, but
not limited to, old age), citizens should be oblige draw-down from their net-
wealth before seeking income support from the stafthis should be done in the
form of withdrawals fronpersonal defined-inputschemes of the citizen concerned,
with withdrawals from that citizen’s Social Reserecount as the default (taking
the balance ‘overdrawn’ if necessary).

4.  Citizens should be able to ‘borrow’ from the statesupplement their income whilst

maintaining ownership of a ‘family’ home or busisesf ‘reasonable’ value.
However:

a. Citizens should be obliged to liquidate more spattve investments before
seeking to ‘borrow’ from the state in this way.

b. Any such ‘borrowing’ should be done in the form withdrawals from
personal defined-input schemes of the citizen concerned, with withdrawals
from that citizen’s Social Reserve Account as thédlt (taking the balance
‘overdrawn’ if necessary).

c.  Any such ‘borrowing’ should be secured againstaieie of the ‘family’ home
or business concerned, and should be recoveredaih tfom the estate.
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Citizens should be able to ‘borrow’ from the staiefund ‘productive education or
training. However:

a. Citizens should be obliged to liquidate more spattve investments before
seeking to ‘borrow’ from the state in this way.

b. Any such ‘borrowing’ should be done in the form withdrawals from
personal defined-input schemes of the citizen concerned, with withdrawals
from that citizen’s Social Reserve Account as thédlt (taking the balance
‘overdrawn’ if necessary).

All negative balances in Social Reserve Accountsikhbe reviewed for write-off or
recovery (from other net-wealth and/or anticipatetome); with a_rolling
accounting time-base of perhaps three to five yearand witha final review on
death with a claim against registered assets
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3 The Benefits of the Propositions for Reform

The Propositions for reform would have the followimenefits:

1.

They would eliminate the incohereetonomic discontinuities in the levying of
IT/NICS, and in the delivery of benefits (i.e. tiaher arbitrary ‘step changes’ in the
level of benefits typically required to simplify @histration in non-reactive
processes).

They would eliminate the incoherenash-flow discontinuities in the delivery of
benefits (i.e. the rather arbitrary delays in chagghe level of benefits in non-
reactive processes when circumstances change).

They would eliminate the psychological and admraiste nightmare of abandoning
the reliable cash-flow safety net of no-income liéhén order to take up part-time
and/or insecure employment and/or training; with fiisk of further discontinuities in
cash-flows each time circumstances changed.

They would tend to direct the reliable cash-flowfesa net of benefits to the
housekeeper/purse rather than to the breadwinn@tywaith only the incremental
earned income directed to the breadwinner/wallet.

They would minimise the exposure of the most vidbér to the integrity and
competence of employers.

They would simplify the administration of employnien
They would simplify the administration of all othwurces of income.

They would simplify the administration of BenefiThe level of benefits would be
assessed to refleneedwithout regard to potential income, and would neebe re-
assessed only when thagedchanged. The total of benefits would be meansdes
automatically and reactively on a rolling basidime with reported income.

They would improve take-up rates for no/low-incobemefits, in that they would be
delivered automatically by default.

In addition:

1.

They would mitigate the current ‘two-nation’ petcap of ‘on the dole' benefit
recipients as a 'feckless underclass'. All citizeinom cradle to grave, poverty-
stricken through to wealthy, would receive theirsBaTax Credit as a right of
citizenship. Those on low incomes would receivaansetested Supplementary Tax
Credit, but that would be a matter of degree ratti@n distinction.

They would clarify the spurious nature of the cotrdebate about effective tax rates
for those on low incomes. The current effectivertte ‘for the poor’ is around 90%

not 0%, and we should be discussing realistic pjons to reduce that 90% rate
rather than spurious propositions related to theageis of ‘taking some low-earners
out of the tax net altogether' and 'extending laxrates for the poor'.

They would clarify the spurious nature of the cotrdebate about minimum wage
legislation. If the true position was more trangpé employers would not be able to
attract employees with a very low gross wage; gni@cause potential employees
would not work for less than 10% of a very low wiage
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