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SW1A 2HQ

16 June 2010
Dear Mr Osborne
Emergency Budget

The Coalition Government has placed fairness at the heart of its agenda, and the Prime Minister has delivered a personal pledge that his Government will protect the poorest and most vulnerable individuals in society. But the cumulative impact of cuts – alongside the wider impact of the recession on disadvantaged areas and poorer households – is already having a negative impact on low income families struggling to get by.  In this letter we set out the priorities to ensure the action the Government believes is necessary on the deficit can be met at the same time as reducing inequality and making progress on the child poverty targets.
Context and statutory obligations

Decisions made in the emergency budget must be consistent with the Government’s commitments and obligations under the Child Poverty Act and the Equality Act. They must not damage the likelihood of meeting the four targets in the Child Poverty Act and they must have regard to the benefits of ending unequal outcomes for those affected by socio economic disadvantage.

Beyond the statutory duties on Government, there are economic and moral imperatives to safeguard poorer groups from the impact of the cuts. A combination of in-work poverty and inadequate adult benefits kept too many children living in poverty during a time of economic growth when other incomes grew rapidly. The recently published The State of the Nation Report  sets out a ‘comprehensive assessment’ of poverty in the UK at the start of the new Government which it reports will ‘inform policy decisions’ as the Government advances its aims of ‘tackling poverty and improving life chances’. The report provides a benchmark for progress, and we urge you to keep this in mind when implementing cuts.  

Although the redistribution of considerable wealth in the UK is the most effective way to protect the most vulnerable groups and inequality, attention seems to be focused on targeting middle to low income households. The recent admission by the local Government minister, Bob Neill MP, that ‘those in greatest need will bear the burden of the coming deficit reduction programme’ is extremely worrying.  It is unfair, unjust and unacceptable that low income families, who derived little benefit from the economic boom, and suffered most during a recession that hit the poorest the hardest, should now be forced to make further sacrifices that will push them deeper into personal debt and crisis to pay off a national debt generated by a reckless financial sector. 

Economically, it would be a grave error to cut jobs, support and services to families and children whose wellbeing is crucial to our future economic prospects. The Joseph Rowntree Foundation calculates that child poverty already ‘costs’ the UK £25bn a year, with an estimate £18bn per year that would accrue to the exchequer if it were ended today.   

Meeting child poverty targets and ensuring fairness

· Fairness Test 
It is vital in a time of general constraint that the public understand and support painful economic decisions.  A failure to put in place a publicly transparent and verifiable process will undermine public confidence in the cuts, damage the government’s commitments to fairness and ending child poverty and make it more difficult for Ministers to meet their duty on socioeconomic disadvantage under the Equality Act. Cuts to the extension of free school meals and one-to-one tuition, both of which were specifically put in place to support disadvantaged children in schools, would be very unlikely to pass this kind of inequality impact assessment. Urgency must not mean haste or lack of transparency and accountability.  CPAG urges you to put a Fairness Test at the heart of all decisions to ensure that tax rises and spending cuts for deficit reduction do not increase inequality of incomes, assets or access to services.

· Protect family security and incomes

Child tax credit (CTC): Limiting CTC to families with incomes below £50,000 a year undermines a successful programme of ‘progressive universalism’ which resolves some of the problems associated with a stigmatising, complex, means-tested system. While tightening entitlement to CTC may seem attractive - because it reduces support for middle income families while retaining support for poorer families -  reducing the single income threshold at which families receive CTC will have a knock-on effect on families with significantly lower incomes. We share the Government’s view that families struggling to get by on £30,000 a year are not well off, and like you and are keen to protect households that face the highest risk of poverty. Larger families, and families affected by disability incur higher living costs and may still fall into poverty and material deprivation with incomes of over £30,000 per year. Reducing the level of entitlement will erode incomes in just such households, thereby undermining recent progress on reducing poverty in these two groups.  The Government is also committed to reducing complexity within an overburdened benefit and tax credit system – and this change would do the opposite. Changes to CTC will have an impact on entitlement to WTC and vice versa. Together they provide valuable protection to families who are both in and out of work. CPAG opposes policies that will reduce incomes in middle to low income households, actively damage some families already facing the risk of poverty and introduce greater complexity in an already over-burdened tax credit and benefit system. Restricting the income threshold for CTC entitlement will do all three.
Child Benefit (CB): We are encouraged by the Government’s commitment to universal child benefit and the assurances given by the Prime Minister and the former Shadow Chief Secretary to the Treasury, Philip Hammond that child benefit will not be taxed or means-tested.  The Coalition’s commitment to reduce reliance on means-tested benefits and simplify complex and costly administrative processes will depend on retaining and building on universal child benefit. Simple, straightforward and easy to claim, child benefit has a take up rate of 98%. It reaches more children living in low-income families than complex means-tested benefits or tax credits and reduces the numbers needing other sources of support.  It does not vary when you move in and out of employment. It ‘follows the child’ through periods of family transition, which trigger stressful reassessments of means-tested entitlements. It provides valuable support to parents as they move in and out of work, and puts money into the pockets of mothers; research shows they make financial decisions that are focused on their children’s needs. It also establishes the size of accommodation needed and the level of housing benefit allowed. As a passporting benefit, it is sometimes used to establish whether an adult is the person responsible for the child, whether they can claim IS or JSA and what level should be awarded. It protects families from poverty and provides valuable continuity of support when other elements of the complex, means-test system breakdown, keeping children fed and containing family debt. Changing entitlement to child benefit will have a domino effect on complexity. Retention as a universal benefit will avoid the recruitment of an army of bureaucrats to administrate a new system and will prevent new administrative demands on DWP and HMT staff to address interactions with other parts of the tax and benefits systems. Universal child benefit in tandem with more progressive taxation provides an effective mechanism for preventing and alleviating child poverty while ensuring that those with the broadest shoulders carry the greatest weight. Retaining universal child benefit is in keeping with the Government’s desire to reduce benefit complexity and enhance work incentives.
Reduce a reliance on indirect taxes – like VAT: The poorest 20% of households spend 11.6% of their disposable incomes on VAT, as opposed to 5.7% for the richest 20% of households. An increase in VAT is a regressive and unfair option that will have the greatest impact on the poorest households who pay more for essential items.   CPAG urges the government not to rely on VAT to reduce the deficit.
Progressive tax – a more equitable and effective policy: The Office for National Statistics reports that for the top income quintile there has been a slight decrease in the direct taxes paid from 25% of gross income in 2007/08 to 24 per cent in 2008/09. Increasing the tax threshold to £10,000 will have some benefit for the poorest households, but they will not be the main beneficiaries. The interaction between low incomes and benefits would see any gains made through tax reductions automatically lost in benefit withdrawal – particularly housing benefits. Without altering benefits tapers in light of this tax threshold change, families also in receipt of benefits will not gain from these proposals. This will benefit families on middle incomes not those most in need, and could potentially create a perverse disincentives to increase income. Further tax measures that are better targeted to the needs of low income families are needed to make the tax system sufficiently fair. CPAG urges the Government to focus more imaginatively on using direct and progressive taxation as opposed to regressive indirect taxation to reduce the deficit and tackle inequalities, and should produce a transparent analysis of the thinking behind the ratios of direct/indirect taxation and progressive/regressive taxation for deficit reduction.
· Protect low paid workers

Public sector jobs and wages: So far the recession has generated significant job losses – and pay reductions – amongst low income workers and in the most disadvantaged areas.  It would be disastrous if the cuts resulted in the collapse of some disadvantaged communities which would render much needed regional equality and neighbourhood renewal more expensive and harder to achieve in the long term.  Cuts to public sector jobs and pay freezes for low income earners will not only generate additional costs in terms of increased poverty, stress and ill-health, but they will reduce buoyancy in the local and national economy. According to John Philpott, the Chief Economist at the Chartered Institute of Personnel and Development, the cuts will reduce overall public sector employment by 50,000 during this financial year and have a "knock-on effects" on the private sector that do contract work for public bodies. Policies that increase in-work poverty must be avoided.  Public pay freezes must also be avoided for low earners and reflect both rises in average earnings and inflation rates for essential goods and services.  Employees of contracted deliverers of public services also need protections. Reductions to public sector and private wages must only impact on higher earners. 
Increase earnings disregard for means tested benefits:  moving into work triggers the sudden withdrawal of benefits and passported support such as free school meals and free prescriptions, and this means that low paid workers are often no better off in work than they are on benefits. The abrupt removal of benefits contributes to high rates of in-work poverty and poses a major barrier to employment. This was one of the main recommendations of Iain Duncan-Smith’s Dynamic Benefits.  Increasing the benefit disregard would not only reduce these problems, but it would obviate the need for families to be drawn into a costly and complex tax credit system. 
· Protect public services: Despite commitments to safeguard frontline services, some of the cuts announced so far will have a direct impact on the delivery of local and national services low income families rely on, and this situation is likely to get worse. Some major departmental cuts – for example within the DWP – will have an impact on the delivery of services upon which the poorest families rely. Assessing the economic case for introducing cuts to services requires a detailed assessment of their current benefits and efficiencies. Services that mitigate the effects of poverty on children – particularly during the early years – are a cost effective way of tackling poverty while reducing spending pressures over time. Funding for popular and successful initiatives that are providing effective support now and will bring long-term benefits, such as free school meals and Sure Start, must be a priority for protection. 

Reducing the deficit

CPAG strongly believes that a failure to reconcile the need for cuts while protecting disadvantaged families will result in long-term economic problems that will damage children, destabilise society and undermine economic recovery. A wide range of policy options that would enable the Government to maintain this balance are yet to be implemented. It would make financial sense to reconsider expensive policies that are actively damaging poorer groups and focus on policies that will ensure that those with the broadest shoulders take on their share of the burden – for example increasing and collecting taxes more efficiently.  The following recommendations show that there are different and less damaging ways of balancing the book:

· The Tax Gap: The National Audit Office believes at least £40 billion of revenue is lost every year due to a failure to collect tax revenues effectively. Other estimates suggest the full loss may be over £100 billion per annum. High levels of tax avoidance, evasion, fraud, written-off debt and revenue lost to the black economy must be stigmatised and tackled.  Honest tax payers and poor households must not end up shouldering the financial burden because of lost tax revenue driven by dishonest and unscrupulous practice. The government must retain the capacity to ensure that everybody who is liable fulfils their obligations and liabilities in this regard, to bring in the revenue that is currently being lost due to fraud, and to bring those committing tax fraud to justice. We encourage the government to cancel all planned staff cuts at HMRC, and to publish an analysis of the tax gap and a strategy to close the gap. 

· Welfare reform

The Government could make substantial savings by not rushing into investing tens of billions of public money in private sector contracting of welfare to work services in a sector that – according to NAO and other researchers – has so far failed to show value for money. CPAG urges the Government to ensure that the new Work Programme reflects research findings showing many contracted out employment programmes line the pockets of the providers with public money while failing to deliver decent outcomes for employment growth and poverty eradication.

· ESA and higher rate DLA claimants: is generating problems for decision makers and claimants alike because of the woeful inadequacies in the design of the Work Capability Assessment and shortcomings in quality of assessments undertaken by ATOS.  Each assessment costs around £300 and high numbers of appeals will push costs up further. The transition should be slowed down until full independent evalution of ESA has been completed. By exempting higher rate DLA care component claimants from the assessment and allowing them direct access to the support group around £60 million could be saved. They will still be able to have access to work related support. The Government should slow down the migration of claimants to ESA and exempt higher rate DLA claimants from the WCA.

Budgetary responsibility

Finally, we would like to stress once more that child poverty is costly for individuals and society alike. Cuts to support and services for low income families are dangerously short-termist and will produce long-term social and economic losses and costs for the UK. If poverty reduction is not supported by deficit reduction strategy and decisions, then future governments will have greater costs and lower revenue as a result of worse health, worse educational outcomes and major barriers to employment.

As a member of the End Child Poverty Campaign we call on you to make explicit in your budget statement the consideration given to national and local government obligations under the Child Poverty Act and the socioeconomic duty of the Equality Act; and to explain how the measures taken in the Budget will protect low income families and make further progress towards a reduction in child poverty.

We look forward to working with you further on the opportunities provided by the Comprehensive Spending Review to reduce inequality, make progress on child poverty and create the circumstances for economic inclusion necessary for sustained and stable growth in the long term. We would be grateful for the earliest opportunity to meet with you after the Budget to discuss the CSR objectives for inequality and low income families and look forward to hearing from you soon.

Yours sincerely

Imran Hussain
Head of Policy, Rights and Advocacy

CC. Rt Hon Danny Alexander, Rt Hon Iain Duncan Smith, Rt Hon Michael Gove, Rt Hon David Cameron, Rt Hon Nick Clegg, Justine Greening, Sarah Teather, Maria Miller.
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