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	CHILD POVERTY ACTION GROUP’S RESPONSE TO CHILD TRUST FUND CONSULTATION ON AGE 7 TOP-UP PAYMENTS 


Introduction

1. CPAG welcomes the opportunity to comment on the Government’s proposed top up of the Child Trust Fund (CTF) at age seven. As an organisation campaigning to eradicate child poverty CPAG recognises the importance the Government attaches to this reform within its long-term strategy on the reduction and eradication of child poverty.
 
2. CPAG welcomes any initative that directs financial support towards children, and especially benefit poorer children. We endorse the recognition that all families have the right to accumulate capital and assets, and that financial security plays a crucial role in enhancing childhood experiences and expectations, and broadening horizons and opening opportunities for 18 year olds. 
3. CPAG accepts that the CTF may well benefit some families from lower income households, and may enable families who might not otherwise have done so, to set up a savings account. We welcome the recognition that child poverty is not confined to the under-fives but affects young people and young adults (some of whom will be parents). 
4. However, CPAG has a number of concerns about the ethos and implementation of the Child Trust Fund which we summarise below.  (CPAG’s Briefing on the Child Trust Fund is also appended). These reservations inform our response to this consultation. 
CPAG’s concerns about Child Trust Fund 

1. People living in low income households cannot, and should not be expected - or made - to save out of incomes that are already too low to live on. Income adequacy is an essential pre-requisite for the accumulation of assets, but there is little in the new scheme to help low income families save for the future.

2. The Government wants all young people ‘to embark on their adult lives with a financial asset to invest in their future’. 
 However, although the Child Trust Fund (CTF) may benefit some lower and many middle and higher income families, it could prove largely irrelevant or actively damaging for children who are most at risk of living in poverty. 

3. Families who are at greatest risk of living in severe and persistent poverty – and would benefit most from having savings and assets - are the least likely to be able to contribute to the CTF and so their children will derive least advantage. 

4. For Government policy to be effective, it is not sufficient to help most children - it must address the needs of all children – particularly those living in poverty.

5. Reform of the cash-limited Social Fund, intended to help vulnerable families meet essential lump sum costs, is long overdue. Implementation of the CTF must not detract from improving the Social Fund as a source of financial support for poor and disadvantaged families. 
6. The state should not only ensure that inputs are pro-poor, but that outcomes are as well.
7. The research base on the efficacy of asset welfare is poor compared to other forms of spending. We would urge the Government to undertake qualitative and quantitative longitudinal studies of the CTF to assess whether it is an appopriate and effective use of resources.  

Response to consultation document

8. (1) ‘Value of the universal age seven payment into Child Trust Fund accounts: when the Child Trust Fund was announced in Budget 2003, the value of the initial endowment to all children was set at £250. The Government would welcome views on whether £250 is also the correct value for the universal top-up payment at age seven.’
9. The initial endowment of £250 and an additional top-up endowment of £250 will make little financial difference to children’s lives unless their parents are able to contribute substantial additional amounts. This is clearly impossible for families who have an income that is already too low to live on. Although we agree that all families should be able to accummulate capital and assets, the CTF must not detract from consideration of the importance of income adequacy, without which the accummulation of assets is clearly impossible.  
10. (2) ‘Value of the additional payment to children lower income families at age seven: In Budget 2003, the Government announced that the value of the higher initial endowment to children in lower income families would be £500.  Around 40 per cent of all children will receive this higher payment - those children in families eligible for the full Child Tax Credit (with household income at or below £13,480 - the limit in 2004-05).  Additionally, the Government has said that children in low income families who qualify for full Child Tax Credit at the child's seventh birthday will qualify for the higher payment at age seven. The Government would welcome views on whether £500 is the correct value for the higher payment to children in lower income families at age seven.’
11. CPAG does not believe that the Child Trust Fund is an effective or appropriate way of redressing financial inequalities in the short or in the long term. The poorest and most disadvantaged children will benefit least from the CTF because their parents are least likely to be able to make additional financial contributions. The Government must target additional support at these children who are most at risk of poverty, and review benefit income (specifically income support) in the light of the need to save for the future and to maximise take up to ensure children who are most at risk of poverty receive their full benefit and tax credit entitlement. 
12. (3) ‘Ratio of progressivity: based on initial endowments of £250 for every child and £500 for poorer children, the ratio of progressivity for the initial endowment into Child Trust Fund accounts is 1:2.  The amounts the Government is consulting on for the age seven payment would imply a ratio of progressivity of 1:2.  The Government would welcome views on whether 1:2 is the correct ratio of progressivity for the top-up payments at age seven.’

13. The 1:2 progression within the CTF does not and cannot redress the financial inequalities inherent within a society in which current income inequality is at its highest level in recent times. 
Recommendations

14. Although recent Government efforts have improved the financial situation for some lower income families, there is a long way yet to go before day-to-day incomes are sufficient for a scheme like the CTF to work in the interests of the poorest families in society. The horse has, we fear, been placed some way ahead of the cart. 

15. CPAG does not believe that the CTF is an appropriate medium for redistribution of income. We endorse the Government’s commitment to deliver gains to children from the poorest households. Reforms which specifically help these children are a priority. 

16. The Social Fund, which is specifically designed to help the poorest and most vulnerable people meet essential lump sum costs, is not working effectively enough and continues to leave many families without adequate support. An asset-based agenda must not deflect attention or resolve from the need to reform of the cash-limited Social Fund. 

17. The research base on the efficacy of asset welfare is poor, when compared to other forms of spending. If the Government regards it as an effective measure to improve social justice, we would urge them to undertake qualitative and quantitative longitudinal studies of the CTF to ensure that this is an appopriate and effective use of resources.  An improved evidence base is needed to monitor the impact the CTF has on financial and health inequalities, aspirations, and its impact on family saving patterns. Research needs to identify differences in saving patterns, the impact on children’s expectations and aspirations, and likely financial outcomes. Data needs to include detailed information about households – i.e. lone parenthood, disability, ethnicity, number of children, and so forth. It also needs to consider some of the following issues:

a. The Government believes that the CTF may raise expectations and improve social mobility. How do children view the CTF,? Do their perceptions vary according to their background? 

b. The CTF makes assumptions about the ability of families to save - but a much stronger research base is needed to validate such assumptions. How are families from low, middle, and high income brackets investing their child’s CTF? Family income is likely to fluctuate during the 18-year course of the CTF – and this will impact on saving patterns. Administrative data on current income levels (for example, entitlement to means-tested benefits) should be crossed-reference with the relative savings rate and progression of CTF from funds initially endowed with £250 and £500 respectively. We also suggest analysis is conducted to track how much families (1) with no child tax credit reciept; (2) with the family element; (3) more than the family element; and (4) the full amount of the per child element are contributing to the CTF.  

c. It is important to identify how additional payments to the CTF are made (other than by the state or a child’s parents). For example, does the CTF encourage relatives – such as grandparents - to invest on behalf of the child? Does this have a positive or negative impact on overall family income levels (‘shared’ wealth or ‘shared poverty’). Do contributions from family members increase or decrease inequalities? Are there differences beteen or within low and high income families?

d. Are there differences in the take up of different funds by the financial position of the parents? 

e. It is important to estimate whether high (potential) value funds (eg. equity based) are being taken up by lower income families, or whether segregation is built in through inital fund access (either through some level of redlining by providers – eg. advertising, or by reticence of families to take up equity based schemes).

f. Qualitative research is needed to monitor the impact such contributions has on family income. For example, does CTF encourage ‘appropriate’ savings behaviour? Does having a savings account encourage families to save if family income is low, sapping current spending adequacy. 
g. We suggest both qualitative and quantitative research should be commissioned to explore what choices families make when considering investing in the CTF and how this varies with their economic position. For instance does the CTF engender a greater sense of financial security or does it encourage poorer parents to incur debts in order to save for their children’s future? 

h. What is the value of the tax treatment of the child trust funds and how does that vary by the economic position (and hence savings behaviour) of families?

i. We recognise the importance of the CTF to the Governments plans to incorporate financial literacy as a vehicle for teaching skills, but question the effectiveness and appropriateness of such a strategy. If CTF is used as a teaching aid, to what extent will variation in fund value be made apprarent to children from different backgrounds?  Encouraging children to consider and compare the value of their funds might exacerbate the experience of childhood stigma.  The impact of ‘financial education’ on children from poorer families (both positive and negative) must be closely monitored. 

j. In due course there will also be a need to examine – and to guard against – the potential for some markets to target the CTF of children aged 18 - for instance for university top-up fees or rental deposits 

About CPAG

CPAG is the leading charity campaigning for the abolition of poverty among children and young people in the UK and for the improvement of the lives of low income families. CPAG aims to: raise awareness of the extent, nature and impact of poverty; bring about positive income policy changes for families with children in poverty; and enable those eligible for benefits and tax credits to have access to their full entitlement. 
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� As witnessed in the child poverty strategy document, published by HM Treasury, Child Poverty Review, 2004, para.4.04


� HM Treasury, Saving and Assets for All: The modernisation of Britain’s tax and benefit system, number eight (HM Treasury, 2001) 


� See for example Howard, M, Lump Sums Roles for the Social Fund in Ending Child Poverty, Child Poverty Action Group, Family Welfare Association and One Parent Families, 2003; see also a recent National Audit Office analysis, NAO, Helping those in financial hardship: the running of the Social Fund, HC 179 Session 2004-2005, January 2005.
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