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Foreword 

I welcome the proposals drawn up by the National Council for One Parent Families, Family Welfare Association and the Child Poverty Action Group for reform of the Social Fund.  I hope these proposals will stimulate a national debate on how the Social Fund should be reformed to help Britain’s poorest families.

The Social Fund was set up to help people who are trapped in poverty, with some of the basics that most of us take for granted – basics like beds, cookers and cots.  

The reality is that most of the help offered to lone parents is not in the form of a grant – but a loan.  So where does this leave people in greatest need? Where does it leave those who have already been forced into debt just to keep their families afloat? Where does it leave those whose incomes are so low they cannot afford to repay a loan?

Reform is needed. So what needs to be done?

To begin with, we are asking the government to reform the Social Fund as a means to helping eradicate child poverty. In this report, the National Council for One Parent Families, Family Welfare Association and Child Poverty Action Group make a series of proposals for replacing the present system with a new set of ‘Inclusion Funds’. 

The proposals include replacing the current system of loans with a programme of Child Development Grants – focused on providing the basic essentials for a decent home and healthy, secure children.  As a first priority, we need to recognise the costs of growing children at key stages of their lives.

We’d also like to see an ‘Opportunity Grant’, to help parents make the transition from welfare to work – to help with those extra costs such as work clothes and up-front childcare costs. 

And we’d like to see help from the government for lone parents who are in debt when they move into work.  We are proposing that the government considers piloting a scheme for lone parents moving into work, to match their social fund debt repayments pound for pound – to make work pay.

In an ideal world of course, I would like to see the government have the courage to wipe out the social fund debts of lone parents who simply do not have the means to repay them, and who are being pushed further into poverty as a result.  Perhaps one day this could happen.  But for now, I hope the government  - and the opposition parties - will look very carefully at what we are proposing.  

A better, fairer system will cost more, but if we are really serious about eradicating child poverty, and helping more lone parents who want to get into work, this is what we need to do.
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1. Introduction 

For the first time a British government has pledged to eradicate child poverty within a generation. Tackling poverty and disadvantage is set to remain a key priority for Government spending plans this year.
 In the light of Government activity on poverty and changes to the delivery of benefit services, the National Council for One Parent Families, the Child Poverty Action Group and the Family Welfare Association wanted to examine the options for reforming the Social Fund. 

The original objectives of the Social Fund in the 1980s included concentrating help on those with the most difficulty managing due to low income, and offering a more varied approach to individual need, without prejudicing the Income Support scheme.
 The Fund objectives reflect conditions in the late 1980s, and the previous Government’s response to the economic situation and impending community care reforms. However, the Fund has failed to break new ground in community care, instead providing limited assistance to some of the poorest families with the kind of basic items which were available (more extensively) through the former single payments system. 

Since 1997, different Government objectives have been set, including the target to end child poverty and tackle social exclusion. Also, because new structures for the delivery of financial and other support are emerging, including agencies under the new Department for Work and Pensions. The Fund and its objectives are now in need of overhaul and modernisation. 

Lump-sum payments can have a role to play in meeting key Government objectives such as the eradication of child poverty, tackling social and financial exclusion, and enabling full employment.  The key mechanisms for meeting some of these objectives, such as the development of new tax credits, involve a significant departure from existing practice because they separate adult and child payments. The introduction of new tax credits provides an opportunity to examine the adequacy of payment levels and raises such questions as who will be eligibile for passported benefits, including access to the Social Fund. Emerging ideas about asset-based welfare also pose questions about the extent to which low-income families can expect to save for the future while also meeting more immediate demands on their income (such as for essential household items). Payments to facilitate welfare to work, handled by New Deal Personal Advisers, have also developed on a discretionary basis. This paper attempts to draw some conclusions about the future of the Social Fund from these developments.  

What the paper covers

New agencies such as Jobcentre Plus and the Pensions Agency mean that in future, the Social Fund could potentially be administered through a range of agenices dealing with  people on low incomes. Here we concentrate on the needs of families with children rather than the other groups who may need support from a re-modelled Social Fund. However, some assumptions have been made about other groups, for instance, that payments relating to older people (such as the Winter Fuel payment) might be administered by the Pensions Agency.

Issues for disabled or older people and aspects of the existing Fund such as funeral payments (which would be required in a comprehensive review) have not been considered. Neither have we pursued how reviews and appeals might be handled differently. 

At this stage, the options have not been fully costed, but it is hoped that subsequent revisions of this paper will include some estimates where feasible.  

2. The Social Fund – what’s the problem?   

The Social Fund is currently in two parts 

· The regulated Fund, covering grants for maternity and funeral expenses, winter fuel payments [for older people] and cold weather payments. 

· The discretionary Fund, for community care grants and budgeting/crisis loans.  

Gross spending on the discretionary Social Fund in 2000/01 was as follows: 

Community Care Grants 

£100.1 million

Budgeting Loans


£435.2 million

Crisis Loans



  £65.3 million

The discretionary Fund operates within priorities and weightings, both subject to cash limits for each area. This has led to criticisms that the Fund operates both a ‘postcode’ and a ‘calendar’ lottery rather than responding to real need. 
 People can only receive loans if it is considered that they are able to repay them. Spending on loans far outweighs that on grants, and in some years the Fund has recovered more than it has paid out in loans.

During 2000/01, 591,000 grant applications were made, 1,724,000 for budgeting loans and 1,292,000 for crisis loans.
 About one-third of Community Care Grant (CCG) spending and almost one-half of Budgeting Loan spending is paid to lone parents (reflecting the level of need for essential items experienced by lone parents on income support). But many are refused help.  

Community Care Grants – the Fund that likes to say no

CCGs are payable to help people to remain or establish themselves in the community, and include easing ‘exceptional pressures’ on families. However, as decisions are discretionary and are subject to cash limits, what counts as exceptional pressure can vary and Social Fund Inspectors regularly see cases that have been refused when qualifying conditions have been met and a payment should have been granted.

Only a minority of applicants receive a CCG (up to last year the figure was about one in five). Over the 13 years of the Fund, growing pressure on the Social Fund budget has led to more refusals – some 8 million applications were denied help up to 1999, and 700,000 of these were refused because the application was considered to be of ‘insufficient priority’ – ie, there was not enough money to meet the need.
   People who have been refused a grant or who have only been awarded a small amount can experience hardship as a result: 

· A lone parent with two children aged six and nine was refused a payment for replacing her cooker and washing machine; her cooker had broken down and she said: ‘I am having to wash clothing in the bath’ - there was no launderette in the locality. 

· A couple family with three children who had been living on Income Support for five years was refused a grant when they were re-housed for a second time because they had been given a grant on the first occasion. Instead, they were awarded a loan of £250, deducted from benefit on top of a commercial loan of £25 a week and £20 a week for gas and electricity, leading to the family cutting back on food. The family was left with £2.70 a day to spend on food, clothes and fares to school.
 

The Family Welfare Association, a charitable trust, makes payments to individuals to meet needs that cannot be provided for by the state. Since the introduction of the Social Fund it has been flooded with applications for essential items.
  In the financial year 2001/02, over 6,000 grants were made totalling over £1 million.
 Almost one-half of the awards were for essential household items such as beds and bedding, cookers and heating.

Budgeting Loans and the new system

Budgeting Loans are interest-free loans, intended to help people with intermittent expenses that are difficult to budget for after a period on Income Support or Income-based Jobseeker’s Allowance. The process of applying for Budgeting Loans changed in 1999 so that the bar against repeat applications and exclusions no longer applies as the number and type of ‘items’ applied for is no longer relevant.
 Most applications (both before and after the change) have been for essential household items like beds, cookers and washing machines.
 

There is no legal entitlement to a Budgeting Loan, but decision-making is based on legally-binding, factual criteria rather than discretion. The criteria are applied nationally but the amount received depends on the district budget (hence it could be argued that access to Budgeting Loans remains in part a ‘postcode lottery’).
  The initial factual criteria are the length of time on benefit and family size. A higher ‘weighting’ is given to those who have been on benefit for longer periods and to larger families. The ‘maximum’ amount that can be offered depends on factors such as the amount of any outstanding Budgeting Loan. Double the amount the applicant already owes to the Fund is deducted from the maximum that can be loaned. For example:

Someone applies for a £200 loan, and the maximum Budgeting Loan for the weighting of the application is £300. There is an outstanding Budgeting Loan of £140. This reduces the maximum award to £20 (£300 minus double the amount of the existing loan of £140, ie £280).

This is intended to stop people from continually topping up loans, but many people are refused on the grounds of inability to repay. In 2000/01, the size of an existing debt to the Fund was the most common reason for refusing a Budgeting Loan (59 per cent of all refusals and 77 per cent of lone-parent refusals). Since the introduction of the new Budgeting Loan system, applications have increased and more have been successful.
 

There are strengths and weaknesses in the current system of Budgeting Loans.
  

Weaknesses

· Loans have been problematic because of the high and inflexible repayment rates (repayment has to be within 78 weeks and at 5, 10, 15 or 25 per cent of the applicable amount of benefit). These rules have left many people unable to afford to pay for other essentials, or excluded them from obtaining loans for other items.

· Most successful applicants have not received the full amount requested and do not know what items they can borrow for or how much.

Strengths

· On the other hand, Budgeting Loans may be the only source of help for people who cannot gain access to mainstream commercial credit.

· They do not require a bank account.

· Loans are interest-free, and are deducted from benefit. This is preferred by claimants as it helps to ensure that they do not fall behind with payments. (See also section 8). 

Problems with the discretionary Social Fund have been well rehearsed and have been amply illustrated above; suffice it to say that the use of discretion within tight cash limits has led to a failure to meet the needs of many poor families.
 Even official evaluation indicates that people who receive awards are not in any greater need than those who do not.
 

3. Joining up Social Fund reforms to key Government objectives 

We will now consider some changes to the current balance between loans and grants in the context of key Government objectives and structural reforms. This presumes the abolition of the Social Fund in its current form and the removal of conditions that create hardship – such as:

· the reduction of any award if the applicant has savings of more than £500 (£1,000 for those over age 60); 

· strict rules for loan repayments; and 

· the refusal of help to the poorest and most indebted claimants.

The future of these options also depends on the adequacy of weekly incomes and the extent to which people can afford to meet one-off expenses. In the short to medium term, the Social Fund could be replaced by several vehicles that more closely reflect key Government objectives, such as the eradication of child poverty. 

There is a real opportunity to transform the ‘Social Fund’ into one or more  ‘inclusion funds’. Both grants and loans have a role to play but on a different basis than in the current discretionary Social Fund. 

A new approach may also be needed if income measures of poverty (contained in the data published as Households Below Average Income figures) are to be supplemented by deprivation indicators. Measuring poverty by taking a snapshot of people’s incomes at a point in time does not necessarily capture the full picture of deprivation or exclusion. Not all people with low incomes have to go without essentials. For example, some students or newly retired people who may be able to depend on assets already acquired, whereas others, who can be considered to be ‘poor’, cannot afford basics such as clothing, heating or household items, perhaps because they have been on benefit for longer periods.
 Similarly some people who have acquired assets can lose them, such as on separation or divorce from a partner.

If a measure of ‘deprivation’ is developed for child poverty, some of the options discussed in this paper could offer mechanisms to meet the target of reducing the numbers in child poverty. 

The Government has already made significant progress in raising incomes for families with children. In particular, early years support such as the increases in the Sure Start Maternity Grant, with a further rise from April 2002, and for families in the first year of a child’s life. This paper attempts to build on that approach by suggesting some additional ‘life events’ when people on low incomes may have greater needs, especially for one-off spending.  
4. Eradicating child poverty – child development grants

The Government aims to halve child poverty by 2009 and eradicate it by 2019.
 An important question about childhood poverty is whether there are key stages in a child’s life which generate one-off expenses that could be met by a simpler system than applications for specific items being made each time. 

Evidence for ‘key stage’ development grants

Experiencing poverty at certain stages of childhood can affect educational attainment and work opportunities in later life. A significant proportion of the raw correlation between family income and educational attainment is due to the effect of income alone.
 More specifically, being in a poor family when the child is between ages 6 and 10 reduces self-esteem by age 11, and at ages 11 to 14 increases the likelihood of leaving school at 16.
 Being poor between six and ten years old can affect educational attainment in boys. Poverty during adolescence is a powerful predictor of educational ‘failure’ – not just in terms of leaving school early but in shaping school expectations at earlier ages and reducing the chances of high-level achievement at the end of mandatory schooling.

It is possible that lump-sum payments, as well as weekly payments, might have a role to play in eradicating child poverty and therefore helping to raise educational attainment. 

Education can also generate one-off expenses, for instance, when a child is moving to a new school or class and needs items of clothing or equipment for school. Educational items – trips, lessons, contributions to school, sponsorship, sport, account for 51 per cent of family spending on primary school children and 57 per cent on secondary school children.
 Although local authorities are expected to provide some help for low-income families with the cost of school uniforms, a survey by the National Association of Citizens Advice Bureaux of 125 local education authorities found that nearly one-third provided no assistance, and when available, provided less than the amount needed.
 Until recently there was no Social Fund help. Since April 1999, people may, in theory, obtain some assistance through Budgeting Loans as these are available irrespective of the item needed. However, they are restricted to those who have been on benefit for at least 26 weeks and depends on the interaction between weighting factors, the amount of outstanding Social Fund loans and the district budget. In recent years the Family Welfare Association has recorded an increase in requests for help with school uniforms as more local education authorities are cutting their budgets.
 Local authorities are also not required to include payments for other expenses like PE kit and stationery that are required for school; yet a low cost sports kit could cost £32 for a primary school boy (£92 if uniform is included), and £61 for a secondary school boy (£156.60 with uniform).
 

Options for using lump-sum payments to help meet child poverty targets

Lump-sum payments could be an additional mechanism to tackle child poverty (similar to the use of the Winter Fuel payment in tackling pensioner poverty). 

Here we consider two types of options  – lump-sum payments at certain stages of a child’s life (option A) and payments for specific items considered essential to the health of a child (Option B, discussed in section 5). 

Option A: Child Development Grants 

Regular lump-sum payments to children, either annually or at key stages dependent on the age of the child, could reflect some of the additional expenses incurred at stages in the child’s life (early years or when changing school).  Questions about whether these should be available to all children or targeted at those in low-income families are considered below. 

There are several variants on this option: 

A.i. Annual payments in respect of a child under age 16, perhaps based on a notional amount for essential items (see Appendix 1)
, or associated with the amounts of weekly Child Tax Credit. Eligibility could be based on the maximum Child Tax Credit threshold for families out of work (see below): 

A.ii. Child Trust Fund endowments expand to become a part-payment to meet shorter-term needs for low-income families as well as a reminder that an account is ‘live’ for longer-term needs. The Government’s proposal is for a ‘progressive’ endowment (based on linking eligibility to a tax credit or an income measure used in tax credits) with top-ups to keep the account ‘live’ at ages 5, 11 and 16, although access to the fund would only be at age 18.
 

Assuming an endowment of £100, option A.ii could entail a ‘matched’ £100 to be paid as a grant, enclosed with a reminder for the account. 

Other ages that could mark important stages in a child’s life are age 3 (when many children start nursery), 7 and 13 (reflecting key stages in educational attainment).
  

This option could ensure that low-income families have some access to cash payments for short-term needs without undermining the objective to have a savings fund for their child. However, it would only be feasible if the current Social Fund rules (reducing awards if savings are over £500) are changed (see Option B).

A.iii. A ‘child development credit’, payable with the Child Tax Credit as a lump sum, mirroring the same ages as option A.ii or to reflect the stages when a child might need new kit for school (the London Borough of Hackney allows a grant at ages 5, 7, 9, 11 and 13).
 Payable by the Inland Revenue, eligibility could be similar to options Ai and Aii. 

A.iv. An annual fuel payment is made to low-income families where there is a child under age five specifically for heating costs. Eligibility could also be as for options Ai and Aii. It would replace the cold weather payment element of the regulated Social Fund. Paying for gas and electricity was one of the most pressing regular needs of Social Fund applicants.
 This option could also run alongside options A.i, and/or A.ii. and Aiii.  

A.v. Annual child development grants (up to age 16) every October, as a ‘winter’ payment, which would allow the purchase of a warm coat or extra heating.  In the Poverty and Social Exclusion Survey, a child’s warm waterproof coat was seen as essential by 95 per cent of the public, but lacked by 11 per cent of households containing children. ‘New, properly fitted shoes’ were considered essential by 96 per cent and lacked by 12 per cent of families.

Payments could be paid into new accounts, which might also help to promote future savings (see section 8). 

Relevant Government objectives: eradication of child poverty, improvements in educational attainment and children’s health. 

Eligibility for child development grants – measuring incomes

An issue for Option A variants (and most of the other options discussed in the rest of this paper) is how far up the income scale such payments should go. The trigger of income-related benefits like Income Support will no longer be available when child and adult payments are separated on introduction of the new child tax credit and working tax credit, so eligibility will need to be re-considered in this light. 

Eligibility for most of the options could be based on either the maximum Child Tax Credit, or on a threshold for families out of work, or could be tapered off for higher income families. 

The Child Tax Credit could be payable some way up the income scale. The Institute for Fiscal Studies suggests that around 5.7 million families could receive it (that is, all but the richest fifth of families).
  Illustrative rates of the Child Tax Credit are expected to be announced as part of Budget 2002. In the meantime, modelling of the tax credit changes by the Institute has also assumed a higher threshold (above which it tapers off) after incomes reach £663.75 a week, while the Working Tax Credit could taper at £255 a week. As a result, the problem with attaching Child Development Grants to the maximum Child Tax Credit is that it could create a disincentive to improve incomes if to do so might risk a loss of payment. It is not yet clear whether an irregular lump sum would have this effect. To avoid this problem, it might be better to taper-off payments at higher income levels. 

A further complication is that incomes will be assessed over the period of a year, with some facility to adjust payment at the end of the year or to respond to changes in circumstance. As a result, some people could fall within and outside of eligibility for Child Development Grants under option A during the course of a year. Eligibility might then depend on being within scope at any point during the previous year. 

Only 2.6 million children live in families on key benefits, ie Income Support and Income-Based Jobseeker’s Allowance, and it is this group and those living on equivalent incomes when tax credits are introduced, who are likely to have the most pressing needs.

An annual lump-sum payment of £100 for each child on a low income would therefore cost around £260 million, and could be relatively easy and cheap to administer.

The merits of a system of payments for all children lie in simplicity and lack of stigma. However, without some ‘progressive’ element, the poorest children could gain proportionately less.  

The balance is whether Option A, Child Development Grants, should be made annually or at different intervals, and whether specific ages in a child’s life represent real points of need when families could gain from a lump sum.  

Key-stage payments would also need to be supplemented by more specific payments at times of need. A need may arise through wear and tear at a time that does not coincide with the payment of a ‘bonus’; for instance someone might receive a winter payment and spend it on a warm coat for the child, but then their cooker breaks down. Help with essential items to prevent hardship and promote child health and safety is also needed, and is considered next. 

5. Child poverty and health and safety grants 

If poverty measures include lack of basic essentials, as noted in section 3, other mechanisms will be needed to tackle deprivation as well as income poverty. 

There are already two measures used in official data on families with children, based on indices of ‘hardship’. They include ownership of consumer durables (unable to afford four or more on the list), having two or more debts, unable to afford two or more food items, unable to afford three or more clothing and leisure items.
 The former Survey of Low Income Families (now the Families and Children survey) has a nine-point scale across similar items, defining moderate hardship if scoring on two points of this scale, severe hardship if scoring three or more. Moderate-income families managed to avoid severe hardship, although the difference in incomes between those in and those out of hardship was only around £34 a week at the time of this research. This is similar to the gains from work that could be made at that time for those claiming Family Credit.
 The replacement of Family Credit with the Working Families’ Tax Credit could increase the gain from working by an extra £30.
 

This might indicate that a combination of weekly incomes and one-off payments equivalent to this amount could make a difference to families in severe hardship. 

Putting together a list of essential items, and when they might be needed, is not easy. Research into poverty and deprivation has tended to include the purchase of essential items into weekly budgets, rather than separately identifying them, the particular circumstances under which the need arises, or taking a longitudinal view across the lifecycle. In some cases the distinction is not easy to make (for example, things wear out) or people need both regular payments and lump sums. For instance, heating occurs as both a regular expense (for fuel) and as a one-off item (heating equipment). In addition, access to credit can turn major, occasional expenses into regular payments (discussed in section 8 below).
  Further research is needed (for a summary of gaps in the research see section 9).

The Social Fund evaluation noted some of the lump-sum expenses incurred by families, including household goods and school expenses. However, in the course of a year, over 12 per cent needed a bed, 9 per cent needed a cooker and 7 per cent a washing machine (Table 1). 

Table 1: Percentage needing specific household goods during the year

Bed/cot/mattress
12.6

Bedding
10.8

Carpets
10.8

Cooker
9.1

Washing machine
7.0

Fridge
2.4

Heater
0.6

(Source: Huby, M and Dix, G, 1992, ‘Evaluating the Social Fund’, DSS research report no 9) 

All the items
 in Table 1 are considered essential by members of the public, and we can assume they are crucial to a child’s health and development: 

· Repair/replacement of electrical (or gas) appliances (cooker, heater, etc) was considered as essential by 85 per cent of the public and lacked by 12 per cent.
 

· Heating living areas was also seen as essential by 94 per cent (lacked by 1 per cent). 

· A cooker was one of the top five items requested by lone parents in the official evaluation of the Social Fund.
 

· Beds/bedding were also seen as essential by 95 per cent of the public and lacked by 12 per cent of respondents to survey. Bed and bedding (separately) were in the top five items requested by lone parents in the Social Fund evaluation. 

Hence there is a case for a further Option B based on grants for essential items - to run alongside Option A (for the balance of options, see section 9). 

Option B:  ‘Health and Safety Grant’ – payments to ensure basic essential items for child health and safety

· A system of grants for the key items considered essential for a child’s health and safety, such as repair or replacement of gas and electrical items. A ‘short’ list would probably include: Cooker

· Heating equipment

· Beds

· Bedding

· Fridge

A ‘longer’ list might also include a washing machine, either for all eligible families with children or targeted specifically at those where there is long-term illness or disability, or where access to a launderette is difficult, eg, in rural areas. Where a family member has poor health or disability evidence from a professional (for example, social worker, health worker etc) stating that the item was needed because of the condition would suffice (for example, someone with incontinence needs a washing machine). 

Health and Safety Grants would probably need to be administered via Jobcentre Plus, with eligibility for those on maximum Child Tax Credit for people out of work (see discussion on eligibility in section 4 above).

The main target group would be people who have been on benefit for a long time and so may not be able to afford to meet these costs, perhaps after 6 or 12 months. It would be based on the individual providing evidence of need; perhaps including verification by a third party (such as a health visitor or Sure Start worker) either using a standard form included in the application, or sent out direct to the person named by the applicant on the claim form or by telephone if the need is urgent. 

Loans may need to be available as well as the main grants to cover situations of need which do not fall within the categories suggested (see section 8 below).

Relevant government objectives: improvements to child health, decent housing, eradication of child poverty.

With perhaps the exception of illness or disability, this option raises the problem of the extent to which people should be able to afford these things for themselves – and therefore the level of the Child Tax Credit is crucial. If the need for these items arises from simple wear and tear, simply because people have been on benefit for a long time, this option may be more difficult to sustain unless there are specific circumstances generating the needs. Setting up a new home is covered under Option C below, but other circumstances might include:

· the loss of items through fire, flood, theft or other emergency; 

· the need for another item eg child moves from a cot to a bed, new child comes to live with the family; or

· other new needs arising for example,  developing illness or disability; or 

· forced to move because of domestic violence..

Further research into the needs and circumstances of families who are currently eligible for help from the Social Fund, and current applicants, could help to illuminate these events. We now turn to some of the circumstances or life events that might generate lump-sum needs.

6. Social inclusion and life events 

Payments at the time of the birth of a child (the £500 Sure Start Maternity Grant) as well as the recently improved payments in the first year of a child’s life, are designed to meet need at a point when spending is likely to be high and income is low (such as when the mother is not working). They are also crucial to a child’s well-being and development. It is an obvious ‘life event’ to be covered by a grant, as are payments for funeral expenses, both of which are currently paid by the regulated Social Fund.   

The current arrangement for CCGs could be reformed along similar lines, to reflect life events that generate the need for lump-sum expenses.  Currently CCGs can go wider than families with children, for example, people being resettled into the community after a period in hospital, prison or other institution.

Lump-sum payments for those groups could be more focused and administered by different agencies as part of the process of resettlement. As many existing payments from a variety of agencies are subject to individual discretion, if this approach is adopted then the standard framework for administration (discussed in section 7) should have wider application across all such payments. 

Relationship breakdown as a ‘life event’

One of the main life events for many families with children (aside from birth) is where the relationship between parents breaks down, and one of the partners moves out of the home. In some cases, such as women fleeing domestic violence, people may leave quickly and without many of the essential items needed – thirty-five per cent of lone parents have experienced domestic violence in their last relationship.
 

Among people currently eligible for Social Fund help, and for people on low incomes generally, more research is needed to examine the rate of separation and the level of need for essential items that follows. Around 1 in 4 of the 114,350 households accepted by local authorities as homeless had lost their home because of relationship breakdown, so some of these families are likely to need essential items to start up a new home. 

Lump-sum payments at this time could help meet Government objectives such as targets to reduce the number of children living in homes which fall below the decency standard, and there is also now a strong policy emphasis on preventing and dealing with domestic violence.
 

Option C: ‘Secure Homes Grant’ – payments for essentials needed after re-housing  

The Secure Homes Grant would provide lump-sum payments to enable families with children to obtain basic essentials (for example, cooker, beds) to furnish a home if they are re-housed. The main aim would be to help people who are fleeing domestic violence, relationship breakdown or homelessness. 

Currently, people may be eligible for a CCG under these circumstances, although if a Budgeting Loan is considered someone has to have been on benefit for 26 weeks. Under Option C, payments will need to be available without having to serve a period on benefit. Currently, some women fleeing domestic violence are only considered for a Budgeting Loan and are deemed ineligible for any support if they have not ‘served’ the requisite 26 weeks on Income Support. 

A fixed amount (say £1,000) payable as a grant to people in these circumstances, perhaps with higher amounts for larger families (for example, to ensure there is a bed for each child). 

People would have to demonstrate need, perhaps with the offer of accommodation being verified by housing authorities or specialist workers (such as those concerning domestic violence, women’s refuges). There could be a list of specified circumstances when a payment could be made, eg relationship breakdown, re-housing in an emergency.  

There may need to be some discretion to increase the amount where people can show that the payment is insufficient. Equally there could be some people who will need help but fall outside of the main categories, in which case a loans element (but with realistic repayment rates) may be needed. 

The Secure Homes Grant is best administered by Jobcentre Plus, as some applications will need to be processed quickly or on an emergency basis. Eligibility (also discussed under Option A, above) could be determined by the maximum Child Tax Credit for people out of work, or where the child or adult had a disability. 

Relevant Government objectives: improvements to child health, decent housing, eradication of child poverty. 

One of the issues to be resolved with this option is how tightly a category might have to be drawn in order to target those in need without requiring intrusive personal information or leading to administrative complexity.  The system would also need to be secure to avoid inappropriate claiming and unecessary cost. 

7. Welfare to work 

The transition from welfare to work can be a difficult one, especially for lone parents, many of whom are concerned about meeting living expenses and paying rent or having work-related expenses on entering work. Lone parents appear much more anxious about returning to work than unemployed claimants.
 

About one-half of lone parents surveyed for the New Deal for Lone Parents (NDLP) evaluation were worried about having enough money to live on and getting through the first few weeks without Income Support.

Data from the Survey of Low Income Families, referred to above, also shows a link between hardship and low morale, which can be an additional barrier to work. Being in hardship can erode self-confidence and make it more difficult to contemplate the demands of working and bringing up children.

Payments to help the transition into work

The NDLP has included payments to help lone parents into paid employment, such as paying for childcare while the lone parent is attending an interview or looking for work, and paying for travel to NDLP interviews. The 2001 Budget extended eligibility to discretionary funds to lone parents who have been on Income Support for six months to include childcare costs in moving from welfare to work. 

However, the NDLP evaluation noted that payments were infrequently used:

· Only 2 per cent of participants said NDLP ever paid for childcare, and not all costs were covered; 

· Perhaps not surprisingly only 14 of the participants interviewed who took advantage of the service were happy with it.
 

· Only one-quarter were told of funds to reimburse travel costs. 

Two possible explanations for low use of the funds were suggested by advisers. Firstly, that some advisers might be motivated by protecting the public purse and found that making payments went against standard practice. The other was that payments were made less often because it was felt that for lone parents to benefit from the programme and move successfully into work they needed to be able to demonstrate their commitment by overcoming such barriers as obtaining childcare and transport. This suggests the need for a more standardised basis for making payments (as indicated earlier). 

The Government has set a target for 70 per cent of lone parents to be in work by 2010, the current rate being just over half (51.5 per cent).
 If the employment and child poverty targets are to be met, more needs to be done to ensure that lone parents get the support they need to find and keep paid work.

The evidence suggests that leaving matters to individual personal adviser discretion may be serving to ration payments rather than to facilitate welfare to work. 

Hence some standardised and comprehensive payments (Option D) to help smooth the transition into work may be needed. 

Option D:  ‘Opportunity’ Grant – helping people make the transition from welfare to work

It is likely that the establishment of Jobcentre Plus will entail some rationalisation of payments made by the Employment Service and the Social Fund to help with the transition to work after a period on benefits. For example: travel to interviews, some Budgeting Loans and grants for work-related items from the Employment Service.  

There are probably three different but related aspects to the kind of support required: 

· Living expenses pending payment of wages, consisting of a comprehensive run-on of previous benefits and which can be automatically set in motion.

· Grants to cover specific work-related costs such as travel to work before payment of wages, work clothes or equipment.

· Upfront childcare costs, currently available through New Deal advisers, could be more comprehensively available.

These could be administered by personal advisers at Jobcentre Plus. 

A range of payments and schemes already exist to help with some of these items, but a better framework is needed than the current individual adviser discretion, which can mean that people do not know what assistance is available or they find out too late. 

A standard framework should include clear information to advisers and job seekers about what they could claim and the conditions of entitlement.  For example, a list of eligible costs could be compiled, and an ‘Opportunity grant’ available to those who can show their adviser they qualify. 

This could also sit with Option E (ways to reduce arrears). 

Relevant Government objectives: increasing employment rates, eradication of child poverty. 

In order to assess the potential demand among lone parents for the different elements of the Opportunity Grant, we can consider a survey of lone parents receiving the former Jobfinders Grant.
 This found that the actual expenses on starting work included clothes/shoes for work (59 per cent); travel to work (46 per cent); childcare costs (31 per cent) and work equipment (10 Per cent).
 Over one-third used their grant for four or more different kinds of expenses, three-quarters spending part of it on work-related items, rather than living expenses. 

The Jobfinders Grant was replaced by Job Grant in April 2001 as a £100 one-off payment for people moving from welfare to work, but not lone parents. The rationale being that the two-week Income Support run-on provides the necessary financial buffer against the expenses incurred during the transition to paid work. 

While the Child Tax Credit will be a ‘seamless’ payment whether in or out of work, ‘run-ons’ might still be required for basic living expenses. The Child Tax Credit is intended to meet the needs of children rather than the adult’s needs for additional work-related costs. 

Some people may also need specific expenses as a result of their particular job and so it is likely that a framework for the administration of work-related grants under set circumstances would still be needed. As noted above, a standard framework for advisers could have more general application.  

8. Financial exclusion and asset-based welfare 

People on low incomes often need to borrow money to buy essential items, as they cannot afford to save up for them. However, families with children, especially lone parents, often face financial difficulty because they lack access to mainstream or low-cost credit. The only other alternatives are Social Fund loans or more expensive sources like weekly-collected credit companies. The conditions of obtaining the former can reduce weekly disposable incomes, creating hardship, and the interest rates of the latter can mean using up limited weekly income over extended periods to pay off a loan. Hence people can end up being in arrears or facing hardship through cutting back on other items. 

The cost of borrowing  

Research has shown that people often applied for Budgeting Loans because they had limited access to commercial credit, and so were forced to use high-cost alternatives like moneylenders. 
 Budgeting Loans may be the only source of help for people excluded from mainstream credit, and as they are interest free, are cheaper than other alternatives like weekly-collected credit (already noted in section 2). 

For example, a washing machine, which could be bought in the high street for £400 using a Budgeting Loan, would cost £500 if bought from a mail order catalogue with repayments spread over 50 weeks. If bought through a rental purchase scheme it would cost about £600, with the risk of repossession if payments were missed, and a 50-week loan from one of the weekly-collected credit companies would cost £700.
 

Repayment of loans reducing weekly incomes

While loans can help, the amount that is deducted in repayments can significantly reduce the weekly income available to meet other needs. 

Budgets produced by the Family Welfare Association have shown that in some cases, spending is several pounds a week higher than income, some families being left with only £3 a day for food, laundry and activities.
 In some cases, repayment rates are as high as 20 per cent of their income.

Over twice as many lone parents as other claimants (nearly one-half compared with one in five) have deductions made from their benefit for a Social Fund loan.
  

A case example from the Family Welfare Association highlights some of the problems with having multiple loans and being in arrears:
 

Susie is a lone parent with two children aged six and eight. Her partner left without warning leaving her with rent arrears of £250 and a credit card bill totalling £1,000. She now has to rely on income support. The Benefits Agency made a mistake in calculating her benefits and started to deduct £10 per week from her benefit. When her cooker broke down, she applied for a budgeting loan but was refused because due to the existing deductions she was deemed unable to afford to repay a loan. She applied to the Family Welfare Association for a grant of £150 to buy a cooker as her only alternative was a high interest credit company.

As noted earlier the amount that can be awarded for a Budgeting Loan is reduced by double the amount owing, and in some cases the rate of repayment can reduce weekly benefits to levels which make it hard for families to budget for regular essentials. 

So, while Budgeting Loans can have a role to play in offering low cost borrowing, some minor improvements could be made in the short term to address these problems. Similar changes would also be needed if there were to be a loans element under Options B and C. 

Minor improvements to Budgeting Loans:

· Reduce the maximum only by the amount of the loan (not double).

· Introduce greater flexibility in repayment rates. 

Arrears as a barrier to work, saving and borrowing

Falling behind with repayments and running up arrears can also be a barrier to work. The NDLP evaluation showed that almost three-quarters (71 per cent) of lone parents interviewed had some cash loans or debts such as for goods bought by hire purchase, on a credit card or via mail order.
 One-third of those with debts said they were a ‘huge’ or ‘big’ problem. Those on Income Support were more likely to report debts and to say these were a huge or big problem than lone parents working for 16 hours or more.  

Around one-third of lone parents were concerned about paying back loans or debts straight away. Budgeting Loans have a different impact – people cannot fall behind because repayments are made through direct deductions from benefit. But, once they leave benefit, these deductions can no longer be made, which can result in delays and difficulties in recovering outstanding amounts
 and can be a worry for claimants. 

Similarly, being in arrears can also be a barrier to saving, as available income is being used up to repay loans rather than to save for the future. It also means that access to low-cost borrowing is more difficult as people can be refused a Budgeting Loan if they are considered unable to repay it, mainstream credit sources may exclude them, and they may not be able to afford higher-cost alternatives.  

Hence there may be options to test out ways in which people could be helped when they fall into arrears, especially lone parents wanting to return to work.  

Option E: testing out ways to reduce arrears 

The aim of this option is to test out ways of reducing arrears, especially for lone parents entering work. Evidence suggests that many lone parents are in debt and that this can be a real barrier to entering work or earning more. Many lone parents have money worries that make it difficult to leave Income Support.

There are several options for helping people to manage if they run into arrears with payments to lenders. 

One is to use the strength of the Budgeting Loan system to develop ‘debt buy-out loans’, along the lines undertaken by some Credit Unions on an experimental basis.
  This would entail consolidating existing debts into one (similar to existing money advice practice), taking out a Budgeting Loan to pay it off (but repaid at a reasonable level of weekly deductions from benefit).  

Consideration could also be given to a limited pilot to test out the feasibility of a matched debt reduction scheme, in conjunction with money advice.
 This could be based on a referral from a Jobcentre Plus Personal Adviser to a specialist money adviser, who would manage the individual’s debt problems and deal with them in a holistic way. Someone in the scheme could have their debts reduced £ for £ (similar to the concept of matched savings). Eligibility for the scheme would need careful thought in order to to avoid abuse. One possible target group could be those with multiple creditors or with arrears above a set limit. The pilot could include testing against other options (such as an amnesty for lone parents planning to enter paid work, but undertaken under tightly defined circumstances). It would be a good idea to pilot such a scheme first to establish if it has merits for a longer-term solution. It could run alongside options D and F.

Relevant Government objectives: tackling financial exclusion, eradicating child poverty. 

There has already been a recommendation that people could be assisted to obtain money advice where necessary through Jobcentre Plus
, which is consistent with this option. Option E might also fit into the Savings Gateway (where the government matches savings for people on low incomes for three-five years) as a ‘first stage to savings’ – the initial aim being to help people reduce the level of arrears, and the second to increase the individual’s savings capacity.

Asset-based welfare and low-cost borrowing  

The developing interest in asset-based welfare might also contribute towards better access to low-cost borrowing. Lone parents are unlikely to have any savings from which one-off expenses can be met (let alone longer-term needs). Over two-thirds have no savings at all, compared with less than one-third of all adults. 
 Lone parents can also lose assets if they go through a marriage or relationship breakdown, for example, staying in the matrimonial home may be at the expense of giving up a share of financial assets like savings.
 The Government is consulting on proposals for assets and savings, notably the Child Trust Fund and the time-limited Savings Gateway, both of which should help lone parents and their children. 

The Child Trust Fund would be a welcome addition to the children of lone parents, but many lone parents would be unable to make their own contributions to the Fund.
 As many cannot afford to save, a shorter-term objective could include adapting savings vehicles to enable lone parents and low-income families with children to gain access to borrowing at low cost. 

For example, payments of a Child Development Grant (Option A) could also be made into a newly opened account with a Credit Union or similar scheme. This would give them the option of borrowing at low cost in the future, using their ‘savings’ as collateral.
  The Savings Gateway might be another vehicle for this approach. 

This might also help people to open new current accounts and help with the Government’s objective to tackle financial exclusion by promoting new basic bank accounts (including paying benefits into them). Having an account can also count towards a higher ‘credit rating’ and so may indirectly help people to borrow from mainstream sources. 

Helping more people gain access to Budgeting Loans

A report for the Treasury produced by the Policy Action Team concerned with financial exclusion recommended that officials explore the scope to extend existing loan facilities to people in low-paid employment,and to consider how to promote wider access to debt counselling for people coming off benefit to take up employment.
 Nonetheless, there is a tension between extending loans to a wider group of people and focusing on better provision for those most in need. Repayment rates were designed to ensure that loans were repaid as quickly as possible and so available to be ‘re-cycled’ to other claimants. However, as noted above, repayment rates can reduce disposable incomes to the extent that it causes hardship.  

Option F: A Low-income Loans Scheme 

The aim would be to extend loans to a wider group than those currently eligible for Budgeting Loans, including those who may be in work but on low incomes. This should be considered as a longer-term prospect than some of the other options as the immediate priority for resources needs to be people who cannot afford basic essentials, and this option might not be feasible without more basic needs being met through grants. 

Extending loans would require more flexible conditions on repayment than the current system, ie ensuring that people retain enough disposable income to meet their ordinary living expenses and that regular repayment rates do not reduce net income below a set level. Similarly the duration of repayment would need to be flexible. Repayment by deduction at source may also help applicants to budget and avoid default. The scheme lends itself to being outsourced (perhaps run by Credit Unions or the private sector) and takes into account  other developments such as asset-based welfare and the new bank accounts. 

Assuming basic needs were covered by grants, the loan element may not need to be subsidised but would need to be run on a not-for-profit basis, and if not cash-limited, could be made at more affordable repayment rates. 
 

Relevant Government objectives: tackling financial exclusion, eradication of child poverty.

9. A balance of options  

The different options discussed above may need to be considered as ‘packages’ which can help meet Government objectives such as eradicating child poverty. 

A ‘transitional’ child development package

An early ‘package’ might consist of elements of Option A (such as annual Child Development Grants) payable in the light of policy decisions about the level of weekly tax credits − part of the problem with the current Social Fund being the inadequacy of weekly incomes to meet such needs. This would be a similar approach to the lump-sum Winter Fuel payment in raising the level of resources to pensioners alongside the weekly Retirement Pension. The Child Development Grant would need to be adjusted annually (for example, in future, a lower lump sum might be appropriate if the weekly tax credit rises).  

This also needs to be accompanied by grants for items essential for the health of a child (Option B), perhaps also backed up by loans or a part loan, part grant system. Other short-term options include more flexibility in BL repayments. 

Balancing needs-led payments with specific life events 

There may also be choices in the balance between approaches based on specific ‘life events’ (such as Option C) and the more general health-related essential items (Option B). If they can be identified, defined circumstances may be more straightforward to administer but could run the risk of being less responsive to need than grants payable at the time of need. 

Longer-term, low-cost borrowing packages

In the longer term a package of low-cost loans might be devised to extend access to loans for other low-income families, provided incomes were high enough to meet some basic needs and/or that grants remained available to the poorest (Option E). 

Most options assume an end to annual budget limits as currently constructed, instead requiring the level of need to be predicted and projected as part of departmental budgets. 

Gaps in the research 

In order to make such projections, further research and analysis is required, as noted in this paper, including: 

· the reasons for low take-up of the existing Social Fund among eligible groups; 

· the need for essentials and how they may vary across the lifecycle;

· identifying which essentials could best be met by regular payments and which through one-off payments; 

· exploring how needs for essentials arise, such as the balance between wear and tear resulting from long periods on low incomes and specific circumstances; 

· what circumstances generate needs for essential items; 

· the impact of separation from a partner on the need for essential items and one-off spending;

· how frequently essential items may need to be replaced by people on low incomes (see Appendix 1); and

· whether some groups of people on low incomes have particular needs for essential items.

All options will have a price tag. However, the costs could be spread across different budgets and would be more clearly targeted at meeting Government objectives than the current system. 

Appendix 1: Estimated demand for essential items across a ‘family lifetime’ 

It may be possible to estimate the demand on Options A and B by adapting some of the budget standards research and applying standard amounts used by the Family Welfare Association for essential items. 

Looking at potential demand for items that are essential to a healthy home environment for children, we could make the following assumptions, based on the ‘life expectancy’ of essential items estimated by the Family Budget Unit:
 

Table 2: The lifetime of durables (in years) 

Bed
18

Bedding
9–12

Furniture/fittings
16–20

Fridge
15

Gas cooker
12

Washing machine
11

(Source: Parker, H, ed, 1998, ‘Low Cost But Acceptable: A minimum income standard for the UK: families with young children’, Family Budget Unit/Zaccheus Trust 2000, Policy Press 

However, poor-quality, cheap or second hand items may not last as long, and other events (such as relationship breakdown or fire) can generate needs over and above the expected lifespan of an item. Ill-health or disability may also generate greater wear and tear, for example, through bedwetting or behavioural damage. Housing conditions may also have an impact (for example, damp rooms). More research may be needed  to examine what factors might affect life expectancy of items in low-income families, but in the meantime the Family Budget Unit estimates should be viewed as a ‘maximum’ life and not necessarily as a standard for poor families. 

Nonetheless, adopting the Family Budget lifetime of durables in Table 2, and assuming a ‘family life’ of around 20 years (2 children born 3 years apart, covering both children up to age 16), we could anticipate that over a period of 20 years, the needs of a family (excluding maternity
) might include: 

· One bed for each child 

· One bed for adult/s 

· Two sets of bedding for each bed 

· Replacement of either a fridge or a cooker 

· Replacement washing machine 

· Replacement of heating equipment (no estimates given by the Family Budget Unit, but assume once)

The cost of these items, based on Family Welfare Association average grants, are as follows: 

Table 3: Family Welfare Association Average Grants by Category 

Beds and bedding
£190

Cooker
£200

Fridge/freezer
£190

Heating
£185

Washing machine
£220

Safety equipment
£175

Using these costs, the total for a ‘family life’ as above would be £1,735, which, divided by 20, would suggest a lump-sum payment in the order of £90. 

This might suggest that a fixed-rate payment under Option A, if intended to cover some essentials, could be set at £90 as a minimum – alternatively the demand on Option B from a family with 2 children might be in the region of 6 items over 20 years. However, more research may be necessary to estimate a more accurate ‘lifetime’ of durables, to take into account the reservations noted above.  
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