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1     Key requirements for the Budget 2013 
 

 
Growing up in poverty damages children and their longer term outcomes, such as health and 
educational attainment. In the previous decade, an average 100,000 children were lifted out of 
poverty each year. 
 
This downward trend in child poverty now looks set to be reversed.  
 

 Analysis for Child Poverty Action Group by Landman Economics suggests absolute child 
poverty will increase by 600,000 more children over the course of this parliament as a 
result of the measures announced by the Coalition government up to now.  
 

 The decision at the Autumn Statement to uprate key benefits by a sub-inflation 1% for the 
next three years will directly push 200,000 children more children into absolute poverty 
over the period, according to the government’s own analysis.  

 
A broad strategy is required to reduce child poverty. Progress is needed to support families in 
work, and out of work. It also requires progress improving work incentives, ensuring that work is a 
genuine route out of poverty for more families through fair pay, providing sufficient affordable 
homes, and affordable childcare. 
 
 
At the Budget 2013, CPAG wants to see measures announced that genuinely help low-income 
families. 
 

 Reduce measurable child poverty and ensure the Budget is progressive. The Chancellor’s 

Budget Statement needs to pass the fairness test and also help make progress towards the 

government’s targets for reducing child poverty.  Passing the fairness test means the overall 

effect of measures should be progressive according to the Treasury’s own distributional impact 

assessment. This is fully explained in section 4 below. For making progress on child poverty. 

The government should prioritise absolute child poverty and material deprivation to protect 

families from the rising prices of essentials and give those who need it most additional 

financial support. Supporting the budgets of the poorest families also benefits the economy 

because spending by the poorest households is recognised by economists as having a 

particularly high economic multiplier.  

 

 Extending the personal tax allowance has been presented as good for low-income families but 

analysis shows that the strongest advantages of the scheme accrue to middle and higher 

income groups rather than to those lower down the income scale. Critically, almost 1 million 

households receiving housing benefit and council tax benefit gain very little from this measure 

once their benefits are adjusted. These families would only retain 45p extra a week as a result 

of an increase in the personal tax allowance to £10,000 per year.   
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For action: If the government does extend personal tax allowances further up the income 

scale, CPAG would like to see the earnings disregards for housing benefit, council tax benefit 

and, in the future, universal credit (UC) raised to ensure that low-income families are able to 

keep the full value of any increase to the tax allowance.  

 

 Help with childcare cost:  the new proposals for childcare support are welcome in providing 

funding for up to 85% of childcare costs for some families on universal credit (only those 

earning above the personal tax allowance threshold). However, the bulk of extra support will 

go to wealthier families and all families are left waiting until late 2015 at the earliest for this 

extra support. CPAG supports the rise to 85% in support through UC, but believes it should be 

for all UC recipients; and the rest of the funds for today’s announcement would be better 

used in direct subsidy – and to do so for pre pre-school children and older children too. 

 

For action: to make work pay for low-income families and give the immediate benefit needed 

to the economy by helping more parents into work, additional funding for childcare through 

working tax credit is needed immediately in the Budget. The government should prioritise 

bringing forward the rise to 85% (from the current 70% level in working tax credit) and 

implement it from this April through the existing tax credit system.  

 

 Universal credit has the potential to reduce child poverty: in its October 2011 impact 

assessment, the government estimated 350,000 children would no longer live in poverty once 

the new benefit was fully in place. Eroding the value of UC awards by failing to uprate them in 

line with inflation damps down the poverty reduction impact of the benefit.  As a result, only 

150,000 children will now be lifted out of poverty once UC is fully implemented.  

 

For action: if the government wants to live by its promise that UC will reduce child poverty, it 

needs to ensure that UC awards are adequate and ensure the value of benefits keep pace with 

both inflation and average earnings. In addition, the government needs to set aside sufficient 

funds to smooth the transition for low- income families from their existing benefits to UC.  
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2     Child poverty: the facts 

 

 

Measuring child poverty: 
 

 There is no single measure of child poverty, as poverty has several significant dimensions. 
However, the government does need clear and measurable proxies for determining what 
progress is made. 

 The Government measures four dimensions of child poverty for the Child Poverty Act and its 
targets: 

 Relative low income (below 60% median household income) 

 Absolute low income (below 60% median household income help constant at baseline year) 

 Persistent poverty (3 years or longer living below 60% median household income) 

 Material deprivation (from a survey of what families can afford who are below 70% median 

household income) 

 The 60% of median household income measure (adjusted for household size) is often referred 
to as the headline measure, or the headline rate of child poverty. This is because it is the most 
straightforward indicator of child poverty to report and it reflects agreement across all the 
main UK political parties that reductions in relative child poverty must be a central goal of 
policy. 

 Before or after housing costs: which figure to use?  

The relevant figures to use for the ‘number of children living in poverty’ are always those 
measured after housing costs, because everyone’s lives are lived out after housing costs. The 
relevant figures to use for progress on government targets are those before housing costs. The 
Government uses before housing cost figures for the targets for statistical reasons to do with 
international comparisons. 

 There are 2.3 million children in poverty measured before housing costs and 3.6 million 
children in poverty after housing costs. (HBAI 2010/11). In other words, there are 3.6 million 
children living in poverty; and there are 2.3 million children in poverty below the government’s 
target line for before housing cost poverty. 

 More information on UK poverty stats can be found here: 
http://www.cpag.org.uk/povertyfacts/index.htm 

 
 

Action on Child Poverty: 

 As well as legal targets (the finishing line) the Government is legally required by the Child 
Poverty Act to have a strong engine pumping on all cylinders to drive progress forwards. This is 
in the form of a set of areas for action that the government must consider when it produces its 
national Child Poverty Strategy. These are: 

 the promotion and facilitation of the employment of parents or of the development of 
the skills of parents, 

 the provision of financial support for children and parents, 

http://www.cpag.org.uk/povertyfacts/index.htm
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 the provision of information, advice and assistance to parents and the promotion of 
parenting skills, 

 physical and mental health, education, childcare and social services, and 

 housing, the built or natural environment and the promotion of social inclusion. 

 To see the section of the Act, follow this link. 

 
     

The relative low income poverty line: 
 

 In 2010/11, the amount of household income below which, after adjusting for size and 
composition of household and after housing costs, a family was considered poor under the 
relative low income measure was as follows: 

 

 £258 per week (£13,416 per year) for lone parent with two children aged 5, 14 
 £349 per week (£18,148 per year) for couple with two children aged 5, 14 

 
 Regardless of family size, the relative low income poverty line is typically around £12 per 

family member per day for all spending needs after housing costs. For more information, see 
the government’s annual report, Households Below Average Incomes. 

 Note that it does not mean that a family in poverty will always have as much as £12 per family 
member per day; many families fall substantially below this line and have as little as £8 per 
family member per day. 

 

Progress so far on the ‘headline’ relative low income target: 

 

Since the baseline year for the Government’s target, child poverty has fallen by 1,2 million 
children. The table below shows child poverty actual figures and projections for key years. 
 

 Before housing costs After housing costs 

Baseline year 98/99: 3.4 million  4.4 million  

Latest official figures 09/10: 2.3 million  3.6 million  

IFS estimate for  20/21: 3.3 million  4.3 million 

Govt target for 20/21: 1.3 million* N/A  
 

 * 10% of children based on 2010/11 population count 
 

Sources: HBAI 1998/99-2009/10 (rounded figures before housing costs); Children and Working-Age poverty 
from 2010 to 2020, IFS 2010. 

 

http://www.legislation.gov.uk/ukpga/2010/9/section/9
http://research.dwp.gov.uk/asd/index.php?page=hbai
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Historical trend: 

The following chart show the changes that have occurred to the level of UK child poverty, both 
before housing costs (BHC) and after housing costs (AHC) since 1970. 

 
 
Sources: Actual child poverty rates are taken from DWP’s Households Below Average Income 2010/11; Projected child poverty rate 
through to 2020 taken from M Brewer, J Browne and R Joyce, Child poverty and working age poverty from 2010 to 2020, IFS 
Commentary C121, Institute for Fiscal Studies, 2011; counterfactual figures are taken from M Brewer et al, Child Poverty in the UK 
Since 1998/99: Lessons from the past decade, Working Paper 10/23, Institute for Fiscal Studies, 2010. 

 

Groups at greatest risk of poverty: 
 

Although the average risk of a child being in relative income poverty in 2010/11 was 18% (before 
housing costs) and 27% (after housing costs), the risk for different groups of children varies 
greatly according to family type and circumstances.  
 
Proportion of children living in poverty for different household circumstances: 
 

 Before Housing Costs After Housing Costs 

Lone parent 22 % 41 % 

Workless households 43 % 69 % 

At least one parent working 25 % 36 % 

Three or more children in family 24 % 35 % 

One or more disabled adult* 20 % 34 % 

Social rental tenants 35 % 52 % 

Private rental tenants 19 % 47 % 

Pakistani/Bangladeshi ethnicity 49 % 58 % 

Black or Black British ethnicity 30 % 47 % 
 

*Figures for households with disabled adults would be somewhat higher if disability benefits for care and mobility 
needs were counted separately to general household finances. 

Source: HBAI 2010/11 
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Material Deprivation 

The material deprivation survey asks families what items and services they can afford. It is an 
important dimension of poverty, measured under the Child Poverty Act, because it ensures that it 
is not only income that is looked at, but that a picture is formed of the lives children and families 
are living and the proportion of children who have to do without basic needs being met. 

Items and services in the material deprivation 
survey of families 

% of children living in homes 
that cannot afford it 

Make savings of £10 a month or more 43 % 

Keep up with bills 12 % 

Keep the house warm 11 % 

Home contents insurance 20 % 

Replace broken electrical goods 26 % 

Replace worn out furniture 35 % 

Hobby or leisure activity 20 % 

Go swimming at least one a month 11 % 

A one week holiday away from home each year 36 % 

Source: Department for Work and Pensions, HBA 2010/11 (after housing costs)
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3    Why action on poverty is good for growth 

The cuts to social security, and the ‘automatic stabilisers’, carry a major economic risk as well as a 
social risk. But the government has failed to conduct a proper assessment of that risk. 

 

Costs of child poverty: 

Research by the Joseph Rowntree Foundation suggests that the UK’s high rate of child poverty 
cost the economy around £25 billion a year. Of this, around £17 billion is a cost to the Exchequer.  

This results from extra public expenditure on services (e.g. health, children’s services, personal 
care and disability services, welfare to work services, policing), and lost productivity as a result of 
factors like low educational attainment and worse health. 

By taking an approach to deficit reduction that relies heavily on cutting support for low income 
families, the coalition is in danger of allowing the economic costs of child poverty to continue and 
worsen. In the medium to long term, this will hinder rather than help to reduce the deficit. 

But if we continue to make progress to the 2020 goals that the government is signed up to on child 
poverty, the UK will generate a ‘social dividend’ with lower costs to the exchequer and with more 
revenue flowing into the exchequer.  

 

Fiscal stimulus: 

Economists generally recognise the importance of spending by low income families in the 
economy. Low income families have the highest marginal consumption rates. In other words, they 
go out and spend their money straight away in their local shops and services to meet basic 
spending needs; whereas wealthier households are more likely to save money, or spend it outside 
of the UK economy. 

An International Monetary Fund analysis of fiscal stimulus options, contributed to by economists 
from the EU, ECB, Federal Reserve, OECD and Bank of Canada, suggests that transfers to ‘hand-to-
mouth’ and’ credit-constrained’ consumers provide higher economic multipliers.  

This is why many countries made support for low income households a central part of their fiscal 
stimulus policies in 2008 and 2009. A joint report by the International Labour Organization and the 
International Institute for Labour Studies reviewing global fiscal stimulus stated: 

“During the crisis, social and cash transfers not only assisted those in need, but by 
putting cash in the hands of those most likely to spend it, helped to shore up household 
consumption. For this reason, countries that strengthened the policies towards income 
transfers managed to recover faster than others.” 

However, when deep welfare benefit and tax credit cuts dramatically reduce income transfers to 
low income families, a reverse effect must be expected: fiscal hindrance. 
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The IMF and warnings on the dangers from fiscal hindrance: 

CPAG had previously warned that the available evidence suggested that the multiplier for the 
fiscal hindrance effect of cuts to welfare is likely to be around 1.6, rather than the 0.6 that the OBR 
and Treasury had estimated. 

The IMF has warned that the real multiplier could be as high as 1.7. 

In its report World Economic Outlook, October 2012: Coping with High Debt and Sluggish Growth, 
the IMF published analysis suggesting that the  

The government is implementing £20 billion of social security, benefit and tax credit cuts, and the 
Chancellor has indicated he wants to increase this to a total of £30 billion of welfare cuts by 2017. 

This means that, rather than reducing GDP by £18 billion as the Treasury had estimated (or 1.3% 
of annual GDP), the IMF have now warned that the social security, tax credit and benefit cuts 
could reduce GDP by £51 billion (or 3.6% of annual GDP) by 2027. 

A robust assessment of this risk is still lacking from the Treasury; and their previous estimate has 
been refuted and superseded by the analysis conducted by the IMF of the actual impact.  

Further work is urgently needed to more accurately estimate the fiscal hindrance that may be 
caused by the cuts and the economic impact it will have. It would be of great value for the 
Treasury, or Office for Budgetary Responsibility, to conduct and publish an analysis so that we 
have a much better understanding of the extent to which these cuts pose a major economic risk 
and may actually be detrimental to deficit reduction. Ideally this should use empirical field work in 
UK communities, rather than just analysis of economic and fiscal data, which would be produce 
more speculative conclusions.
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4    Deficit reduction options and fairness for families 

 

 
 
The table above shows the impact of the government’s  Autumn Statement measures for the 
year 2013/14. It is reproduced from the Treasury’s own distributional impact analysis, which can 
be found on page 5 of the Impact on Households document that they published in December 2012 
at the time of the Autumn Statement (http://www.hm-
treasury.gov.uk/d/as2012_distributional_analysis_impact_on_households%281%29.pdf). The 
largely regressive pattern repeats an almost identical pattern that has been seen across all the 
Coalition government’s major spending statements since they took office in 2010. 
 

The government’s analysis demonstrates two important points: 
 

1. The current deficit reduction approach does not meet the Fairness Test 
 
2. There are other choices about how to deal with the deficit; and the cuts to welfare 

benefits and tax credits are not necessary. 
 

http://www.hm-treasury.gov.uk/d/as2012_distributional_analysis_impact_on_households%281%29.pdf
http://www.hm-treasury.gov.uk/d/as2012_distributional_analysis_impact_on_households%281%29.pdf
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For the first point, it is certainly true that the richest 10% of the population are shouldering the 
greatest burden as a proportion of income. But after that the reality is very different. The rest of 
the chart is pretty much completely regressive.  
 
People from the poorest third of the population are shouldering a greater burden than 4 out of 
every 5 people in the richest half of the population. This is not the common understanding of 
fairness. 
 
For the second point, the government’s own analysis proves that there is tremendous room for 
manoeuvre by increasing the proportion of income contributed from deciles 6, 7, 8 and 9. Given 
that their incomes are much larger than the lower deciles, a relatively small rise in their 
contribution could allow for a large fall in the contribution from the lower deciles (as a proportion 
of their income). 
 

NOTE TO JOURNALISTS: 

In the Budget documents, look for a chapter, annexe or supplementary document named: 
‘Impact on households: the distributional impact’ or something similar. 

This will show you the Treasury’s analysis of whether the poorest or the richest are carrying the 
greater burden from the government’s tax and spending measures. 

Here is how HMT presented the information at last year’s Budget: 

 http://cdn.hm-treasury.gov.uk/as2011_distributional_analysis.pdf 

 

http://cdn.hm-treasury.gov.uk/as2011_distributional_analysis.pdf
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4     Budget letter to the Chancellor from  

Child Poverty Action Group 

 
The following letter was sent to the Chancellor on 15th March 2013. CPAG is now making the 
content of the letter public through the publication of this briefing. We are happy for journalists to 
quote the content of the letter. 
 
 

 
 
 
 
 

 

Rt Hon George Osborne MP 

Chancellor of the Exchequer 

HM Treasury 

Horse Guards Road 

London 

SW1A 2HQ   

 

 

15th March 2013 

 

 

Child poverty and budget 2013 

 

We welcome the government’s continued commitment to the Child Poverty Act 2010 and its recognition 

that child poverty damages childhoods as well as costs the country substantial sums in the longer term.  

 

However, we have increasingly grave concerns that the government’s policies are driving up child poverty, 

and that measures which the government is considering do little to help low- income families. Specifically, 

we single out the following three policies for comment.  

 

 

 

1. Income tax personal allowances  

 

Your commitment to raise the income tax personal allowance to £10,000 per year is on the record, as is the 

associated claim that this would be of great benefit to low income families. As many have pointed out, this 

is simply not the case: instead, analysis has shown that the strongest advantages of the scheme accrue to 

middle and higher income groups rather than to those lower down the income scale.  

 

Critically, low income families that gain in the first instance from the policy see much of its value evaporate 

as other benefits they receive are adjusted accordingly. DWP figures show, for example, that over 955,000 
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working households currently claim means-tested housing benefit and the majority of these families would 

also receive council tax benefit. As both these benefits are assessed on net earnings with taper rates of 65% 

and 20% respectively, a working family in receipt of both would only retain 45p extra a week as a result of 

an increase in the personal tax allowance to £10,000 per year.   

 

In the future, all universal credit (UC) claimants will face a similar problem as they see their awards 

calculated on a post-tax basis. Any additional income they receive as a result of larger personal allowances 

will be tapered away at 65%. Recent analysis has shown that families on UC will gain little more than £1 a 

week from any extension to personal allowances.  

 

We remain convinced that the money required to fund any further extension of the personal allowance 

threshold could have far higher poverty reduction impacts if invested in other ways.  

 

If the government does extend personal tax allowances further up the income scale, however, we ask that 

you consider increasing the earnings disregards for housing benefit, council tax benefit and, in the future, 

UC, to ensure that low-income families all are able to keep the full value of raised thresholds.  

 

 

 

2. Childcare tax relief 

 

We welcome the government’s focus on increasing childcare provision and believe that this is a critical 

element of any child poverty strategy. Readily available, affordable, high-quality childcare enables parents 

to work more, eases the pressures on family finances and has clear social and cognitive benefits for 

children from low-income backgrounds.   

 

Suggestions that the government might introduce tax relief on childcare payments would suffer from the 

same limitations for low-income families as an extension to the personal tax allowance. Not only would 

such a measure not benefit those families who do not earn sufficient amounts to pay tax, but again, any 

gains would be eroded as other forms of state support were adjusted accordingly.  

 

Instead, if the government wants to make work pay for low-income families, any additional funding for 

childcare could more sensibly be spent on reinstating support with childcare costs to 80% for those in 

receipt of working tax credit, and from October this year, universal credit, alongside further extensions to 

free nursery provision for two, three  and four year olds.   

 

Moreover, additional support with childcare costs for any section of the population should not be funded 

by cuts to child tax credit and child benefit. Evidence shows that children cannot derive the full benefit of 

early years education and care (ECEC) and later educational opportunities in the absence of an adequate 

family income. No matter how good the provision, ECEC simply cannot substitute for a decent income as 

has sometimes been suggested. Given this, moves to fund additional childcare provision by cutting income 

support to poorer families can only be regarded as counterproductive.  

 

 

3. Universal credit 

 

We were profoundly disappointed by the decision in the Autumn Statement to uprate universal credit (UC) 
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and other key benefits by a sub-inflation 1% in 2013/14, and to compound the real losses low-income 

families will experience next year by uprating on the same basis until 2016/17. As a result of this single 

decision, the government estimates an additional 200,000 children will be impoverished over the next 

three years.  

 

Universal credit has the potential to reduce child poverty: in its October 2011 impact assessment, the 

government estimated 350,000 children would no longer live in poverty once the new benefit was fully in 

place. Eroding the value of UC awards by failing to uprate them in line with inflation damps down the 

poverty reduction impact of the benefit.  As a result, only 150,000 children will now be lifted out of poverty 

once UC is fully implemented.  

 

Moreover, we are concerned that inadequate funds have been set aside to smooth the transition for low- 

income families from their existing benefits to UC. We are particularly worried that when wholesale 

changes are being made to the claims process, the awards structure and to payments processes, no budget 

has been found for advice services that will play such a critical role in supporting claimants through the 

transition.  

 

 

 

Looking forward, we are naturally worried that a further cut of £10 billion from working age benefits by 

2016/17 has not yet been fully ruled out by Cabinet. This is a move that could only drive up child poverty to 

increasingly unconscionable levels. In particular, we remind you of your legal responsibilities under the 

Child Poverty Act 2010 to progress towards the four child poverty reduction targets set out in the Act.  

 

We hope that your budget will be accompanied by distributional analysis that shows your programme of 

action is progressive across the income spectrum, as well as an account of how the measures you are 

introducing will reduce child poverty.  

 

We would be very happy to meet your ministers or officials to discuss further these proposals and we await 

your budget with much interest.  

 

Yours sincerely 

 
Alison Garnham  

Chief Executive, Child Poverty Action Group  
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6  Contact information 

 

For any request for quotes from CPAG spokespeople, or for further information and analysis on 
child poverty and the Budget, please contact: 

 

Tim Nichols 

Press and Parliamentary Officer 

Mobile: 07816 909302 (out of hours) 

Tel. 020 7812 5216 (Mon to Fri) 

Email. tnichols@cpag.org.uk 

 

 

END OF BRIEFING 

 

mailto:tnichols@cpag.org.uk

