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Executive summary

Upon election in 1997, the Labour government declared its intention to
end child poverty in the UK by 2020. This was followed by a sustained
period of reform designed to redistribute income from the better off to
the less so and to encourage the unemployed and economically inactive
to work.

Reforms have included the introduction of a minimum wage and tax
credits, the overhaul of Jobseeker’'s Allowance (JSA) and Incapacity
Benefit (IB), and the introduction of a variety of child related benefits and
investment in childcare. There has been real progress: 500,000 children
have moved above the poverty line, as have 1.1 million pensioners.’

However, the government is not currently on course to reach its poverty
targets. While many people just below the poverty line (defined as those
with incomes below 60 per cent of median income) have been brought
above it, much less has been done to help those in the deepest poverty.
Employment has increased, but so have the numbers on IB, while work
incentives for lone parents and for those who work part time remain
weak. In addition, growing budget constraints mean that the govern-
ment will find it increasingly difficult to lift individuals and families out
of poverty by raising benefit levels. This is particularly true of those in
extreme poverty, who will be most expensive to bring above the poverty
line through higher benefits alone.

The next phase in the fight against poverty must rely more on increasing
employment. As the Joseph Rowntree Foundation (JRF) and others have
concluded: “Employment is the most robust way of keeping people out
of poverty.”? The priority must be to address three key problems:

Individuals in low wage jobs have little incentive to move from
part time to full time work;

The large numbers on incapacity benefit, who receive little
support in moving into work;

Low (although much improved) lone parent employment rates.
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Over the last ten years, welfare policy in the United States has travelled
a similar path. Although primarily motivated by a desire to reduce
welfare dependency and government expenditure, many of the reforms
are similar to those that the UK has introduced, such as the use of
in-work tax credits. The approach to benefits for those out of work
has differed significantly from UK practice however, particularly with
regard to the use of sanctions. All welfare recipients are required to
work within a short period of time after they start to receive benefits and
are sanctioned if they do not, while in many states individuals may only
receive welfare for a total of five years over their lifetime.

The results have been broadly successful — the numbers on welfare
have been halved, and poverty has been reduced by a degree similar to
that in the UK. However, the US has had greater success than the UK in
improving work incentives and in increasing lone parent employment. In
addition, whereas the decline in poverty in the UK has been significantly
driven by falls in pensioner poverty, falls in poverty in the US have been
spread more uniformly across the population.

This report evaluates the strategies employed by Britain and the US to
boost employment rates and explores whether the UK should enhance
its anti-poverty strategy by adopting some of the measures introduced
in the US. In order to address the three key problems above, the report
advocates increasing the use of both ‘carrot’ and ‘stick’ strategies. Those
out of work should face greater obligations to find employment, but
should be rewarded with greater levels of in-work benefits. Furthermore,
those benefits should start to be reduced at higher levels of income than
at present. This will encourage more people into work, and more of
those who work part time to move to full time work.

To this end, the report recommends:

Increasing the incentives for individuals to move from part time
to full time work by raising the level of earnings at which the
working tax credit and child tax credit begin to be reduced from
£5,220 to £8,346 (the earnings someone would receive for
working 30 hours per week on the minimum wage). This could
be paid for in part by tapering the family element of the child
tax credit as soon as the child elements have been tapered and
reducing the value of the 30 hour element of the working tax
credit.

Placing greater work seeking requirements on those who claim
JSA, with the possibility of sanctions for those who refuse. This
would include lone parents — Britain is almost alone in the OECD
in not requiring lone parents to seek work as a condition of
receiving benefits. Lone parents should be required to find part
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time work when their youngest child reaches the age of five,
and work full time when that child is 11. However, the report
does not recommend introducing time limits on welfare, which
seem to have little effect on either employment or poverty.

Reforming IB, as the government has planned, by converting
it into an Employment and Support Allowance (ESA). The ESA
would have two components — an ‘employment allowance’
for those capable of work and a ‘support allowance’ for those
genuinely incapable of work. In addition, the report recommends
removing the discrepancy between the level of the JSA and the
level of IB for those who are capable of work. Half of the £1.35
billion saved through this reform should be spent on raising the
support allowance by £40.50 per week (a 50 per cent increase)
to ensure that those genuinely incapable of work are kept out
of poverty.

Simplifying and aligning as far as is possible the eligibility criteria
and thresholds for the major benefits paid by Jobcentre Plus
— JSA and IB - and those paid by local authorities — council tax
and housing benefits.

Introducing strategies to increase take up and understanding of
benefits, with particular emphasis on the childcare element of
the working tax credit.

Continuing to increase the minimum wage at a level above aver-
age wage growth, with regional variations to reflect different
economic conditions in different parts of the country.
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1. Poverty and welfare in the UK,
1997-2007

The extent of poverty in Britain when the Labour government took office
in 1997 has been well documented. Poverty levels had risen significantly
for a variety of political, economic and demographic reasons. These
included the deep recession of the early 1980s, macroeconomic changes
which reduced the number of manufacturing jobs and increased incomes
for skilled labour, and cuts to the top rates of income tax combined
with increases in more regressive indirect taxation. A series of means
tested welfare and pension programmes created structural incentives for
recipients to remain unemployed rather than find work. The number of
lone parent families and births to teenage mothers increased substantially,
while pensioner poverty rose in part due to increased longevity.® The
challenge for the government was clear: to reduce poverty while
maintaining and building on economic growth.

In many ways, the most important government decision was to set a
child poverty goal with ambitious interim targets: to reduce child poverty
by a quarter by 2004/05, by half by 2010, and to eliminate child poverty
in Britain by 2020. These targets have driven many of the changes to
the welfare system over the past ten years.

The major reforms since 1997 have included:

The Working Tax Credit (WTC) is effectively a means tested benefit
rather than a tax credit. It is designed to supplement the incomes of
those in low wage jobs and therefore increase the incentive to work.
Working tax credit is available to those with children who work over 16
hours per week, and those without children who are over the age of 25
and work over 30 hours per week. The WTC is worth £1,730 per year,
with an additional £1,700 per year paid to the second adult in a couple
and to lone parents. Individuals who work more than 30 hours per week
(jointly if the couple has children) can claim an extra £705 per year.

To encourage parents to work, low income families with children receive
higher levels of WTC. They are also eligible for the ‘childcare element’ of
the WTC, which provides 80 per cent of their childcare expenses up to
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a maximum of £175 per week for one child, or £300 per week for two
or more children. However, only 14 per cent of those eligible actually
claim this benefit.*

The value of the WTC starts to be reduced at a rate of 37 per cent on
every pound earned above gross incomes of more than £5,220 per year.
The government has announced that in 2008 the taper rate and the
income threshold will rise to 39 per cent and £6,380 per year respec-
tively. In 2005, 1.68 million individuals were receiving WTC at a cost of
£9.4 billion per annum.®

In addition to paying more WTC, the government provides support
to families with children in other ways, both to reduce child poverty
through direct payments and to encourage parents to work. Some of
these are means tested; others are universal or continue to be offered to
those with high incomes.

The universal child benefit is available to all parents with children. It
currently stands at £18.10 per week for the eldest child and £12.10
per week for each additional child. Families with children can also claim
Child Tax Credit if their income is less than £58,175 a year (up to
£66,350 if they have a child under one). The payment is made up of
two elements:

A family element worth up to £545 per year paid to any family
with at least one child, withdrawn at a rate of 6.7 pence for
every pound of gross earnings above £50,000 per year.

A child element paid for each child in the family and worth up
to £1,845 per year. This is reduced at a rate of 37 per cent on
gross incomes above £14,155 or, if the family is also receiving
WTC, bundled with WTC and reduced by 37 pence for every
pound of gross earnings above £5,220 per year.

The Labour government has increased funding for childcare from just
over £2 billion in 1997-98 to around £5.5 billion in 2007-08, with the
aim of widening educational opportunity and increasing the employ-
ment opportunities of parents with young children. The 1998 National
Childcare Strategy and 2004 Ten Year Childcare Strategy encompass a
wide range of reforms. The introduction of 12.5 hours per week of free
nursery education for three and four year olds and the childcare element
of the WTC are particularly relevant to helping boost parental employ-
ment rates. However, the availability and cost of high quality childcare
remain a concern for many parents, despite increases in funding.®
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The government has sought to expand educational opportunity as a
weapon in the longer term fight against poverty, and has increased
funding more generally (at university, school and pre-school level). In
addition, all children born since September 2002 are entitled to the Child
Trust Fund: a £250 benefit when born, with another £250 paid on the
child’s seventh birthday. This fund can be accessed by the child on their
18" birthday. While these are unlikely to help the government meet its
immediate poverty targets (a child born in 2002 will not gain access to
their Child Trust Fund until 2020), educating and financially empowering
children is important in the longer term battle against poverty.

The Jobseeker’s Allowance (JSA) replaced unemployment benefit in
1996, placing additional responsibilities on recipients with the aim of
encouraging more people into work. It is available for those working
under 16 hours per week and who are actively seeking and available to
work. It provides £46.85 per week for 18-24 year olds and £59.15 per
week for those over 25. Couples receive a total of £92.80 per week.

Recipients must take at least three steps towards work each week, such
as writing a CV or contacting employers, and must visit a jobcentre
once every fortnight. Lone parents, however, are not required to seek
work until their youngest child is 16 (or 18 if still in full time educa-
tion). This is extremely unusual in an international context: the UK is
an anomaly among OECD countries in not work-testing lone parents on
income support.” However, the government recently proposed changing
the work rules for lone parents to require them to seek employment
when their youngest child is 12, and 7 after 2010.8

Jobcentre Plus resulted from the merging of the Employment Service and
the Benefits Agency, and now administers Incapacity Benefit and JSA.
Individuals who apply for benefits now have, at the least, discussions
about returning to work. In addition, through the various ‘New Deal’
programmes (the New Deal for Young People, the New Deal 25 plus,
the New Deal 50 plus, the New Deal for Lone Parents, the New Deal for
Disabled People, the New Deal for Partners, and the New Deal for Musi-
cians), those on JSA receive advice, information and ongoing support
from a personal advisor with the aim of getting them into work.

Incapacity Benefit (IB) is paid to those unable to work due to illness
or disability. Claimants receive higher rates than JSA, and the amount
increases over time. For those under the state pension age, it is paid at
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£61.35 per week for the first 28 weeks, £72.55 per week from weeks
29 to 52 and £81.35 per week after a year.

The existing structure of IB poses a number of problems which the
government has acknowledged. First, there are few obstacles to claiming
IB — claimants can even receive money before passing the main medical
test. Second, IB can create perverse incentives by rewarding those who
continue to claim for long periods. Finally, claimants are not expected to
take steps which may lead them to re-entering the workforce. Many fear
that volunteering or training will prove that they are ‘capable’ of work
and that they will therefore immediately lose their benefit.®

The government is keen to reform IB: Gordon Brown recently pledged
to take one million people off IB and into work.'™® The 2006 Welfare
Reform Bill contained detailed proposals for reform. It proposed rolling
out nationally the piloted ‘Pathways to Work’ scheme, which introduced
compulsory work-focused interviews for most new IB claimants and
provided a £40 per week ‘return to work’ premium for the first year of
employment in jobs paying under £15,000 per year. The evidence so far
suggests that ‘Pathways to Work’ has led to an increase of 8 percentage
points in the number of claimants leaving benefits within six months of
their first claim.!’

The Welfare Reform Bill also proposes replacing Incapacity Benefit with a
new Employment and Support Allowance (ESA) by 2008. The details of
the system have not yet been finalised. However, it is expected to include
measures designed to distinguish between people who are temporarily
incapable of work (who will receive the ‘employment allowance’ of ESA
and be required to undertake ‘work related activity’) and people who are
permanently disabled (who will receive a higher ‘support allowance’).
It will no longer automatically label people as ‘incapable’, but rather
identify those who are capable of ‘work-related activity’. The new
benefit removes the higher rates for those who have been on IB longest
and introduces some sanctions for non-compliance.

In addition to means tested benefits and tax credits, the government has
sought to improve the incentive to work and living standards for those
on low incomes by implementing a national minimum hourly wage. The
minimum wage was instituted in April 1999 at a level of £3.60 per hour
and has increased incrementally (usually above the rate of increase of
average earnings) since then. It now stands at £5.35 (£4.45 for those
under 21), rising to £5.52 in October 2007 (£4.60 for those under
21).

10
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2. The results in the UK

This section evaluates the impact of the reforms on poverty, employment
rates and unemployment claims, incapacity levels, work incentives, and
their impact on children.

Poverty in the UK is defined as income at or below 60 per cent of median
income (currently £145 a week for an individual with no children).’? In
1997, there were 14 million poor people in the UK, of whom 4.3 million
were children. In 2005-06, this had declined to 12.7 million individuals,
including 3.8 million children. Figure 1 shows the progression out of
poverty over the past decade.
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These falls are significant. Nonetheless, the government is not on target
to meet its poverty targets, as Figure 2 shows.™

In addition, this decline in poverty may be less impressive than it first
appears. It has come primarily through those just below the poverty
threshold climbing to just above. The government has been helped in this
regard by the fact that the poverty threshold — 60 per cent of median
income — happens to fall at the highest point of the income distribution
curve. Thus, by targeting the large amount of individuals just below
the poverty line the government has achieved a dramatic reduction in
poverty. However, the government has failed to significantly improve
the position of those in deeper poverty. If calculated using a 40 per cent
of median income threshold, 250,000 more people were in poverty in
2003/4 than in 1994/5.' A report by Save the Children in 2005 found
that: “There has been little or no improvement in the percentage of
children living in severe poverty in Britain.”"®

Furthermore, much of the drop in poverty has been driven by a decline
in pensioner poverty — driven by increases in direct payments and a
replacement effect (today’s pensioners are richer than those of a decade
ago). While pensioner poverty has fallen by over 12 percentage points,
poverty among working age parents has fallen by under 2 percentage
points and has increased for working age individuals without children.

12
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Year Children Pensioners Working age | Working age All
parents non-parents

% Million % Million % Million % Million % Million
1996-97 | 34.1 4.3 29.1 2.9 26.6 3.3 17.2 3.5 25.3 14.0
1997-98 | 33.2 4.2 29.1 2.9 25.9 3.2 15.9 3.3 24.4 13.6
1998-99 | 33.9 4.3 28.6 2.9 26.3 3.2 15.5 3.2 24.4 13.6
1999-00 | 32.7 4.2 27.6 2.8 25.5 3.1 16.1 3.4 24.0 13.4
2000-01 31.1 3.9 25.9 2.6 24.7 3.0 16.2 3.4 23.1 13.0
2001-02 | 30.8 3.9 25.6 2.6 24.5 3.0 15.6 3.4 22.7 12.8
2002-03 | 29.8 3.9 24.2 2.5 241 3.0 16.5 3.7 22.4 13.1
2003-04 | 28.7 3.7 20.6 2.2 23.5 2.9 16.6 3.7 21.5 12.6
2004-05 | 28.4 3.6 17.6 1.9 23.0 2.9 16.1 3.6 20.5 12.1
2005-06 | 29.8 3.8 17.0 1.8 24.8 3.1 17.5 4.0 21.6 12.7

Source: IFS, 2007

Over the last decade, there has been significant growth in employment
and a reduction in the number of Jobseeker’s Allowance (JSA) claims,
as figure 4 shows.

This rise in employment has been marked among couples with children.
Lone parent employment also rose, from 42 per cent in 1995 to 56 per
cent in 2005. It has been estimated that around five percentage points
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of this change were due to policy changes since 1999.'® However, lone
parent employment rates remain one of the lowest in the OECD (Sweden
has a lone parent employment rate of around 80 per cent), and are well
below both the government’s 70 per cent target and the eight out of
ten who say they want to work."” John Hutton, the former Secretary
of State for Work and Pensions, has cited evidence that up to a third
of lone parents seek eligibility for IB when their youngest child turns 16
— an indication of the difficulties of entering or re-entering the workforce
after many years’ absence.’®

Work helps families to escape poverty: only 3 per cent of families in
full time work are poor, compared with 19 per cent who work part
time and 43 per cent who are economically inactive.'”® Nonetheless,
the relationship between the nearly 2 million jobs created in the UK
and the fall in poverty over the last decade is not a simple one. Many
new jobs have been taken by new entrants into the labour market or
by others who were previously economically inactive but not living in
poverty. Moreover, much of the fall in poverty has been driven by the
drop in pensioner poverty. As seen above, the fall in poverty for those
of working age is much less impressive — under 0.5 percentage points
(an increase in absolute terms). A lack of high quality panel data — data
which follows the same individuals over time — has made it difficult to
determine the exact causes of the reduction in poverty.

Similarly, it is difficult to determine precisely what happens when people
stop making unemployment claims. A Department for Work and Pensions
survey of those leaving benefits (JSA, IB or income support, of which
almost 80 per cent are JSA leavers) between February and April 2003
shows that 61 per cent returned to or started working 16 hours per
week or more, 7 per cent went into education or training, while 12 per
cent moved on to another benefit.?° In particular, the phenomenon of
people moving between JSA and IB has been documented. For example,
between April 1998 and 1999 200,000 people moved from JSA to IB.?’

It is important to note that unemployment data only reflect those who
are seeking work. The data include neither the disabled nor those not
seeking work, whether because of other responsibilities (e.g. caring
for young children) or because they are discouraged by job market
prospects. For example, some argue that there are around 1 million
‘hidden unemployed’ on IB.??2 The statistics also fail to distinguish
between part and full time employment. The UK has an unusually high
level of part time employment among women — 40 per cent of employed
women held a part time job in 2004, compared to the OECD average of
around 25 per cent. This effect is also seen in lone parents — just half
of employed lone parents work full time in the UK, compared to 75 per
cent in Canada and 95 per cent in Finland.?® A disproportionate number

14
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of these jobs are low paid and only a small number of women who work
part time subsequently move into a full time job.?*

Finally, the overall employment statistics hide significant regional dispari-
ties. London in particular stands out as having particularly high levels of
worklessness for families with children — 24 per cent of children live in a
household with no adult in work. Inner city London is even worse, with
35 per cent of children living in workless households. Other areas with
high levels of worklessness include the North East, Wales, the North
West and Yorkshire.?®

IB claims among the working age population in the UK have risen by
approximately 10 per cent over the past decade. There were 2.7 million
claimants in May 2005 compared with 2.5 million in May 1995.2¢ The
characteristics of those on IB have changed over this period. In 1995, 22
per cent of claimants were suffering from mental or behavioural illness
and 21 per cent from musculoskeletal pain. In 2006, the proportion with
a mental or behavioural illness had nearly doubled to 40 per cent while
18 per cent claimed for musculoskeletal problems.?’” The average age of
those receiving IB has also declined.

The evidence of individuals moving between JSA and IB, the rise in
claims and the change in characteristics of those receiving IB suggest
that there has been significant transfer from JSA to IB. This would be
rational: benefits for those on IB are higher than for those on JSA, and
IB recipients are not required to seek work or attend interviews. This is
despite the fact that, although labelled ‘incapable’, between 80 and 90
per cent of those claiming IB want and expect to work again.?® However,
without the appropriate support and incentives, many do not. As John
Hutton put it: “After two years on IB, a person is more likely to die or
retire than to find a new job."?°

As with employment statistics, there are significant regional disparities
in levels of incapacity claims. While the claimant rate is 16 per cent in
Glasgow and 15 per cent in Liverpool, through most of southern England
the rate is closer to 3 or 4 per cent.*®

One of the primary goals of reform was to ‘make work pay’. The aim was
to increase the numbers of those in employment by providing greater
rewards for those who work. Research has shown that increasing work
incentives through in-work benefits boosts labour supply; this effect is
particularly significant for lone parents.®'

15
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There are two elements to improving work incentives: offering greater
encouragement to those out of work to find employment and increasing
the incentives for those who are in work to work more hours or at higher
pay.

The table below shows that reforms have had a significant impact on
the former, but not the latter. In 1996, a single mother with two chil-
dren could potentially be financially better off not working than working
either part time or full time on a low wage. In 2007, by contrast, the
same mother has a much greater financial incentive to take a part time
minimum wage job. In 1996, the mother’'s replacement rate — the
percentage of her income which she would retain if she stopped working
completely — was 103.7 per cent when working 35 hours per week, and
133 per cent when working part time before childcare costs. In 2007,
by contrast, the two replacement rates have dropped to 76.9 per cent
and 77.0 per cent respectively.

However, the additional earnings gained from moving from part time
to full time work are almost entirely offset by income tax and national
insurance contributions and by reductions in working tax credit, housing
benefit and council tax benefit. This example is not abnormal — some
580,000 working adults in the UK keep less than a third of any extra
income they earn.®?

It is important to note that these incentives only exist if individuals
take up their full benefit entitlement. While in theory the single mother
documented in the table below has the incentive to move from unem-
ployment to part time work, this is only the case if she were to claim,
and receive, all the in-work benefits to which she is entitled. If she, for
example, is not aware that she can receive up to £240 per week of

Income Replacement rate
Not in work £8,5563.16 -
1996 | 16 hours per week £6,439.16 133 %
35 hours per week £8,246.60 104 %
Not in work £17,177.52 -
2007 | 16 hours per week £22,208.72 77.3 %
35 hours per week £22,254.36 77.2 %

16
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help with childcare costs, the incentives are weakened. Take up rates
of in-work benefits are therefore crucial to determining work incentives.
Unfortunately, the take up rates of several benefits remain low. Take up
of the WTC is 61 per cent, while for the childcare element of the WTC
it is just 14 per cent.%*

The British evidence on the impact of parental employment on child
development echoes that of the US. Children are generally not harmed
by their mothers returning to work. A large study found that for the
majority of children, maternal employment in the first three years of life
had no adverse impact on later cognitive outcomes — the only exception
being the relatively small group of children whose mothers return to full
time work before they are 18 months old. Even for these children, the
magnitude of the impact is slight.®® A JRF study found little evidence to
support concerns that mothers’ increasing labour market participation
has meant that they are becoming more rooted in their work life and
more ‘work-centred’ at the expense of their family responsibilities.*®

Significant strides have been made in reducing poverty in the UK over
the past decade. This has been driven by sustained economic growth;
raised employment and reduced unemployment claims; increased levels
of direct payments; and increased incentives for people to move from
unemployment into work. Children do not seem to be adversely affected
by higher rates of parental employment, while the minimum wage does
not appear to have had a negative effect on job creation.

Nonetheless, much more remains to be done. In particular, three major
problems have been identified:

Individuals in low wage jobs have little incentive to move from
part time to full time work;

Large numbers on IB, who face little support for them to move
into work;

Low (although much improved) lone parent employment rates.

The government is not on target to meet its poverty goals and its capac-
ity to meet them through increased state generosity appears limited. The
JRF and Institute for Fiscal Studies (IFS) estimated in 2006 that it would
cost an extra £4 billion per year to meet the 2010 target, and £28 billion
per year to meet the 2020 target, through higher direct payments and

17
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tax credits.®” Therefore, if the government is to meet its poverty targets,
getting those who are out of work into employment, and ultimately
full time employment, is crucial — work is the most effective long term
strategy in combating poverty. In seeking to improve employment, the
three issues above must be tackled as a matter of priority.

18
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3. Poverty and welfare in the US,
1996-2007

Like the UK, the US has substantially reformed its welfare and poverty
relief system over the last decade. In the US, responsibility for welfare
and benefits is shared between the federal (national) government and
the individual states. The federal government makes money available
to the states, which can supplement this with their own funds. During
the 1970s, the United States significantly expanded the scope and
generosity of federal and state welfare benefits. However, the 1980s
saw a backlash from the right against providing extensive support to
those out of work.

During the early 1990s, a number of states, including Minnesota and
Wisconsin (see below), were given waivers from federal regulations to
experiment with alternative welfare programmes. These plans all placed
greater responsibilities upon benefit claimants.

The US definition of poverty is significantly different to that used
in the UK. In the UK, poverty is defined as a certain percentage
of the median income - a relative measure which changes in
line with average incomes. In the US, by contrast, poverty is
measured on an absolute basis, reflecting calculations (driven
in large part by food and housing costs) of the cost of a basket
of goods deemed necessary for basic survival. The poverty level
has risen over time as prices have risen. However, as median
income has risen faster than inflation, the threshold has declined
in relative terms. Those deemed ‘poor’ have thus become more
impoverished relative to the population as a whole.

19
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In 1996, the Republican controlled Congress passed and President Bill
Clinton signed into law the ‘Personal Responsibility and Work Opportunity
Reconciliation Act’ (PRWORA). The Act fundamentally altered the system
of federal cash assistance to the poor. The bill was deeply controversial.
Supporters of existing programmes to help the poor were concerned
that the bill would cut off benefits, and that forcing lone parents into
the workplace would have negative effects on their children. The most
significant reform was to replace Aid to Families with Dependent Children
(AFDC) with Temporary Assistance for Needy Families (TANF). This
reversed the entitlement to financial assistance which AFDC had provided.
Instead of an indefinite entitlement to benefits, recipients could receive
only five years of federal welfare benefits over their lifetime. Recipients
were required to work as soon as they were ‘job ready’ and no later
than two years after claiming benefits. Lone parents were required to
work 30 hours per week and two parent families were required to work
up to 55 hours per week, depending on circumstances. Failure to meet
these requirements could lead to the reduction of benefits. Individual
states were given block grants for benefits, set at 1996 levels (therefore
declining in real terms over time), and broad discretion to pursue policies
to encourage individuals into work.
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The US welfare system is more fragmented than that of the UK, with a
greater number of benefits, administered at different levels of govern-
ment. Unlike the UK, where benefits are primarily financial, many in the
US are benefits ‘in kind’. Alongside TANF, the Earned Income Tax Credit
(EITC — upon which the British Working Tax Credit was modelled) was
intended to supplement the returns to work of low paid labour and to
fulfil President Clinton’s mantra that “if you work 40 hours a week, you
should not be poor”.®® Low income families in the US can also receive
a variety of other benefits, including health coverage through Medicaid,
food stamps, federal housing support, childcare subsidies and a variety
of other smaller programmes. As in the UK, there is a federal minimum
wage, currently standing at $5.85 per hour; over half of the individual
states have instituted higher minimum wages.

For those unable to work because of disability, there are two benefits.
Supplementary Security Income (SSI) is a relatively small programme
(especially when compared to IB in the UK) and makes payments to
those with no or very little income and under $2,000 of assets, while
Social Security Disability Insurance (SSDI) is an insurance scheme which
pays according to work history.*® Both schemes use a strict definition of
disability: the individual must be “unable to engage in any kind of substantial
gainful work which exists in the national economy”. A reform introduced in
2002, the Ticket to Work and Self Sufficiency Program, provides recipients
with a voucher which they can exchange for employment services, either
from a private employment network or a state vocational rehabilitation
agency. The service providers’ pay is based on the long-run employment
success of their clients.

The Minnesota Family Investment Program (MFIP) was piloted from
1994 to 1998 and a modified version now operates across the state.*°
The MFIP was an attempt to reduce the disincentive to work from high
marginal tax rates. The aim was to encourage work and reduce depend-
ency, but also to reduce poverty, often exacerbated in families moving
from welfare to low income jobs. The programme involved:

Financial incentives to reward work and reduce poverty, chiefly
through raising the income level at which welfare begins to be
reduced and paying childcare subsidies directly to the provider,
rather than reimbursing the recipient at a later date.
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Mandatory participation in employment and training serv-
ices for long term recipients, emphasising quick entry into the
workforce.

The programme also simplified the welfare process. For example, the
value of food stamps was ‘cashed out’ so that families received a single
monthly payment rather than a variety of coupons.

MFIP has raised state government expenditure by about $2,000 per
family on the scheme. Nonetheless, an evaluation by the social policy
research organisation MDRC demonstrated that lone parent recipients of
welfare enjoyed increased employment and earnings, reduced poverty, a
decrease in domestic abuse and improved children’s school performance
and behaviour. Overall, the MFIP seems to have contributed significantly
to the 30 per cent reduction in the number of families on welfare since
1994.

The Wisconsin Works, or W-2, programme sought to encourage self-
sufficiency by enforcing strict work requirements on welfare recipients.*'
The programme aimed to simulate the reward and sanctions of a private
sector job — benefit claimants receive cash, in exchange for participating
in training activities for up to 30 hours per week which will increase their
employability. The key elements of the programme are:

Individuals deemed ‘job ready’ do not receive cash benefits but
are eligible for training and assistance in finding a job.

Claimants without the necessary experience for employment are
allocated ‘trial jobs’ for which they are guaranteed the federal
minimum wage, while employers are subsidised up to $300
per month per participant to provide additional supervision and
training.

Claimants who lack basic work place skills are assigned commu-
nity service jobs, for which they receive their welfare payments.
They also participate in education and job search activities.

Individuals with more serious barriers to work (e.g. poor
knowledge of English or history of drug abuse) receive cash
assistance while they engage in education, training, rehabilita-
tion and counselling, with the aim of eliminating or reducing
these barriers to employment.

Parents with custody of an infant under three months are not
required to participate in work activities. Other claimants who
do not participate in their assigned activities face financial
sanctions and time limits — participation in a W-2 placement is
restricted to a cumulative 24 months.
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W-2 is delivered across the state through contracts with 52 public and
private providers. Local agencies are designed to be ‘one stop shops’
for cash assistance, employment placements and support services,
while outreach campaigns have aimed to increase the take up rates of
benefits. Uniquely, child support is passed directly to the mother and is
disregarded in the calculation of welfare payments.

The Wisconsin scheme has led to a large reduction in welfare caseloads
— a decline of 90 per cent over ten years — and has eliminated the
trend of ‘welfare migration’ from nearby Chicago. Child poverty has
been reduced by 20 per cent, and claimants are 30 per cent better off.
Critics argue that emphasising quick entry to employment comes at the
expense of strategies which may more effectively reduce poverty in the
long term. Nonetheless, in 2003, 54 per cent of former W-2 participants
were employed and about half were earning above the federal poverty
level.
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4. The results in the US

This section evaluates the results of welfare reform in the US using the
same criteria against which British reforms were measured: poverty,
employment, welfare claims, incapacity, work incentives and the impact
on children.

Absolute poverty rates in the US declined from 13.7 per cent in 1996
to 11.3 per cent in 2000. Rates rose until 2004 but have subsequently
fallen again although they remain above the low of 2000. This is
mirrored by child poverty figures, which dropped between 1993 and
1999, increased between 2000 and 2004 and have since started declin-
ing again. In addition, there are fewer neighbourhoods characterised by

high levels of poverty.*?
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In relative terms, US poverty rates stood at around 24 per cent in 2000
(the recent low point) — roughly the same level as that of the UK at that
time.** A further study has shown that whether the US ‘absolute’ or
UK ‘relative’ measure is used, the US and UK had comparable success
in reducing poverty, at least between 1998 and 2000.*®* However,
whereas in the UK the fall has been driven to a large degree by falls in
pensioner poverty, the US has fared better at tackling all adult poverty
— the decline in the percentage of pensioners in poverty has been the
same as among those of working age.*®

However, the UK seems to have had greater success than the US in
tackling child poverty. A UNICEF report on international child poverty
rates (using a 50 per cent of median income measure) found that the
UK had lower child poverty levels than the US, although both had made
comparable and substantial reductions.*’” This conclusion is supported
by other studies which have shown the UK has overtaken the US in
fighting child poverty since 2001. This success is attributed to the UK’s
greater focus on direct payments to poor families with children.*®

US employment rates have remained at consistently high levels for the
last decade, but are now below the peak of 73 per cent in 2000.4° In
the UK, by contrast, employment as a percentage of the labour force
has increased steadily.
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However, the US has had greater success than the UK in increasing the
employment rates of women and lone parents. While UK lone parent
employment has risen significantly, it remains at the relatively low level of
56 per cent. From a much higher starting point, lone parent employment
in the US achieved a similar percentage rise to that of the UK. Between
1993 and 2005 the employment rate of single mothers grew from 58
per cent to almost 70 per cent. The employment rate of single mothers
who had never been married rose from 43 per cent employment to 62
per cent — an “unprecedented” increase.’® The fact that lone parent
employment growth is far above levels recorded in the labour market
as a whole suggests the reforms have had some success. A number of
studies have supported this conclusion.®’ As one study concludes: “It
was the stick of welfare reform that induced mothers to leave welfare
for work; it was the carrot of work-support benefits that supplemented
the mothers’ earnings and led to substantial reductions in poverty.”%?

The numbers on the ‘welfare rolls’ — those receiving TANF — have been
significantly cut since 1996. Welfare rolls had started to fall prior to the
passage of the Personal Responsibility and Work Opportunity Reconcili-
ation Act, possibly aided by several years of experimentation in welfare
to work policies at state level. However, the decline after 1996 has
been impressive. The numbers receiving TANF have been halved - from
over 4 million families in 1996 to approximately 2 million families today.
Although some of the change is attributable to a strong economy and
the fast pace of job creation in low wage sectors, welfare levels contin-
ued to fall even during the recession of the early 2000s.
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Most of those who have come off welfare are significantly better off — the
earnings of the poorest 40 per cent of female headed households (those
with income below $21,000) rose by 25 per cent (in dollars adjusted
for inflation). 60 per cent of adults leaving welfare were employed at
any given point, and over a period of several months around 70 per cent
had held at least one job.®® Many of those returning to work remain
dependent on a variety of benefits programmes: in 2000, among the
poorest 40 per cent of female headed households, 23 per cent of income
came from welfare programmes, with earnings making up 60 per cent
of income. Nonetheless, this represents a significant improvement over
1993, when 55 per cent of income came from welfare programmes,
with just 30 per cent of income coming from earnings.

However, 40 per cent of those who have left welfare are unemployed at
any one time. In terms of income, around 10 per cent of single mother
families leaving welfare are worse off than before the reforms.%* An
increase in the benefit take-up rate would significantly reduce this
number. As in the UK, take up rates are low — 54.3 per cent of eligible
families in the US did not apply for welfare benefits in 2003. In 1998
it was calculated that full benefit take up among families with children
would lead to a 20 per cent reduction in poverty and 70 per cent reduction
in extreme poverty (50 per cent of the federal poverty level).%®

The most controversial part of the 1996 welfare reform bill was the
introduction of time limits on federal welfare benefits. Many anti-poverty
advocates were concerned about the fate of those who hit the five year
limit. The seven states with the largest welfare populations in the country
(California, New York, Texas, lllinois, Florida, Ohio, and Pennsylvania)
all chose to continue to provide benefits when recipients hit the national
five year time limit. The decline in welfare recipients in these states was
nevertheless in line with other US states. It thus seems that time limits
have had little impact on welfare numbers. This conclusion is backed up
by smaller studies on the impact of time limits on employment, earnings
and welfare. The JRF concluded that: “Time limits in systems where
people can mix welfare and work (through earnings disregards) produce
employment gains ahead of the time limits biting but these gains are not
dissimilar to other programmes without time limits.”%¢

Over the last ten years, the US and the UK have faced similar challenges
from a growth in the numbers on incapacity benefits. In contrast to
the reduction in the TANF case load, there has been an increase in the
number of people receiving SSI due to disability (as opposed to age) from
1.7 million in 1996 to 1.9 million in 2006 - a similar absolute increase
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to that seen in the UK.%” As in the UK, the average age of recipients
is declining.%® Perhaps because of the tough requirements for SSI and
SSDI, the US has substantially fewer individuals on disability rolls - both
in absolute terms and as a percentage of the population. Furthermore,
there does not appear to be as much of a transfer to disability rolls from
other welfare programmes as in the UK. However, given the changes in
characteristics of those receiving SSI payments, it is possible that some
trade off is occurring.

The initial impact of the Ticket to Work reform has been negligible.
Just one per cent of those eligible have been able to use their vouchers
— reflecting a lack of participant interest and providers being unwill-
ing to risk their payments on the future employment success of their
clients.®®

A major aim of welfare reform in the US was to increase work incentives
for the unemployed. Prior to reform, an out of work mother of two
in a typical state (Pennsylvania) would receive around $8,970 in cash
welfare and food stamps (in 1997 dollars). If the mother was in employ-
ment, and earned a gross income of $8,000, she would receive an extra
$540 in Earned Income Tax Credit (EITC). However, her welfare income
would drop to $1,900, and she would have to pay around $1,200 in
federal taxes.®® Consequently, she would have a net income of around
$9,275 - only around $300 more than if she had stayed on welfare.
This equates to a replacement rate of 96.9 per cent. Furthermore, if
she entered work, both she and her children would lose Medicaid health
benefits, while receiving no help with childcare costs. For such individu-
als, work was less lucrative than welfare.

Figure 10 shows that that situation has now been reversed. The
expansion of in-work benefits has reduced replacement rates to a level
significantly below those of the UK — between 36 and 60 per cent for
full time work.®" In addition, larger childcare subsidies and healthcare
benefits are now available.
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Replacement ratio
State Part time, Full time, Full time,
minimum minimum $9/hour
wage wage
Alabama 54% 40% 33%
California 67% 57% 55%
Colorado 65% 54% 46%
Florida 60% 48% 42%
Massachusetts 68% 57% 54%
Michigan 69% 59% 51%
Minnesota 65% 54% 52%
Mississippi 48% 36% 29%
New Jersey 68% 56 % 49%
New York 69% 58% 54%
Texas 56% 41% 34%
Washington 73% 60% 55%

Source: IFS, 2000

Marginal tax rates (the amount of each additional dollar of earnings that
would be lost due to reduced benefits and increased taxes) are lower
in the US than those in the UK. This means that lone parents have a
greater incentive to move from part time to full time work. It is gener-
ally thought that work incentives have a major impact on individuals’
employment choices. 62 Consequently, it should not be surprising that
the US has enjoyed far greater success than the UK in moving lone
parents into work and in moving them into full time work — fewer than
20 per cent of employed women work part time in the US, half the figure
in the UK.®3
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A major impact of welfare reform has been a large increase in the number
of lone parents in work in the US. At the time of the reform, many feared
that this would have a damaging effect on children. New York Senator
Patrick Moynihan declared that the law would make “cruelty to children
an instrument of social policy”.

However, despite these fears, a number of assessments have found
that the increase in parental work has not reduced children’s well-being
overall.’* The Child and Youth Well-Being Index includes 28 indicators
of child well-being, using 1975 as the base year. The score had fallen to
around 75 per cent of the base level by 1995, but has since increased
by 30 percentage points.®®

At the same time, contrary to the hopes of others, aggregate
improvements in parental earnings and reductions in child poverty have
not — or at least not yet consistently — improved other indicators of child
well-being. In fact, outcomes seem to vary by the age of the children.
The preschool children of families in welfare-to-work programmes are
doing better in school. But the outcomes for adolescents are more mixed —
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some studies have shown that parents leaving welfare for work may have
negative impacts on adolescents.®® One possibility is that the problem
is less the lack of parental supervision but adult supervision in general:
whereas young children with parents in work generally receive childcare,
adolescents are often simply left alone until their parent returns from
work.5”

The lack of evidence from the UK on the specific children of those
bought into work since 1997 makes systematic comparison with the US
impossible. However, given that the general evidence from both the UK
and the US points to the conclusion that maternal employment has little
negative impact on children, we should not expect the children of those
bought into work since 1997 to suffer significantly.

The reforms introduced in the 1990s have succeeded in moving poor
Americans into work and increasing overall income levels. Poverty is
down and the numbers of those claiming welfare have also fallen. Work
incentives have dramatically improved and children have not suffered
from increasing maternal employment levels.

In addition, most of those who have left the welfare rolls since the
1996 reforms are better off. Many are working and are supported by
stronger investment from the state. There is, however, a small but not
insignificant part of the poor population that is worse off — many of
whom do not seek the benefits to which they are entitled, and for whom
life is a constant struggle. The US lacks a sufficiently robust ‘safety net’
for these individuals.

Overall, the US has enjoyed similar levels of success to the UK in moving
people out of poverty and off welfare. However, the fall in poverty in
the US has been less driven by falls in pensioner poverty than has the
fall in the UK. The US has had greater success in moving lone parents
into work than the UK — seemingly driven by requirements, the threat of
sanctions and significant improvements to work incentives. Lone parent
employment is one of the key problems which need to be addressed in
the UK and on this at least, the British government could learn from the
US example.
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5. Reducing poverty in the UK:
the way forward

The Labour government has spent nearly a decade trying to loosen the
binds of poverty. It has implemented a wide range of programmes in
order to encourage and support economically inactive adults back into
the workplace, from job training to tax credits to childcare subsidies. It
has also increased direct subsidies to families with children in an attempt
to reduce the high levels of relative poverty in the UK. In many ways,
it has succeeded. There are 500,000 fewer children in poverty than
there were in 1997 and employment has risen consistently. However,
the government has had most success in bringing those just below the
poverty line above the threshold and it is not on course to meet its
poverty targets.

The IFS estimated in 2006 that it would cost an extra £4 billion per year
to meet the 2010 target, and £28 billion per year to meet the 2020
target, through increasing direct payments. But as the report noted,
even meeting the former target would require substantial spending cuts
in other areas and increased budgetary discipline.®® The policy proposals
in this report start from the assumption that the government will not
be able to increase spending in this way. Even if the government could
pursue this course of action, the Department for Work and Pensions
notes that: “Relying on benefit and tax credit increases to reduce child
poverty would be undesirable since, for many families, an income
through paid employment offers a more effective and sustainable route
out of poverty.”®°

The key to reducing poverty in the context of strict budget constraints
is employment. This is particularly true for those in deep poverty, since
these are the individuals it would be most expensive to bring above the
poverty line through direct payments. A large literature review by the
JRF concluded that “employment is the most robust way of keeping
people out of poverty”.”® In addition, the evidence is clear that working
brings non-financial benefits in terms of physical and mental well-being.”"
Raising the employment rates of lone parents and those currently on IB
would significantly reduce poverty. For example, achieving the govern-
ment’s target of 70 per cent of lone parents in employment would lift
200,000 children out of poverty.”?
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Reducing reliance on benefits and increasing income from earnings is
important not only for budgetary reasons. Work increases self-esteem,
improves health outcomes, and increases the likelihood that one’s chil-
dren do not end up in poverty. Furthermore, the political consensus
to redistribute income to bring people out of poverty is enhanced by
a clear statement that the right to government support comes with
responsibilities.

Based on this analysis, we recommend the following:

It is important to increase the incentives to move from part to full time
employment. A wide body of research shows that improving work incen-
tives raises employment, as has the US experience with lone parents.”®
To date, reforms have increased the incentive to do some work but not
to seek full time work.

At the root of this problem is the way the WTC and CTC are structured.
Those entitled to receive WTC receive an extra £705 per year if they
work more than 30 hours per week — the ‘30 hour element’. This is
intended to provide extra incentive to move from part time to full time
work. However, working tax credit begins to be reduced when an
individual works around 18 hours per week on minimum wage (although
the government plans to raise this level). As things stand, those who
work for 30 hours will have already lost over £1300 of WTC due to
earnings by the time they are eligible for the 30 hour element. Someone
earning the minimum wage who is single and without children will earn
£6,340 if they work for 16 hours a week, but only £7,293 if they work
for 30 hours.”*

The working tax credit should provide both an incentive to move from
unemployment to work, and also from part time to full time work. The
most straightforward way to do this would be to follow the Minnesota
reforms and increase the point at which WTC and CTC begin to be
reduced to £8,346 - the anual earnings someone would receive for
working 30 hours per week on the minimum wage. This would ensure
that there is a stronger incentive to move from part time to full time
work. The ‘30 hour element’ should remain as a further incentive to
work full time, but would no longer need to be so large. It could be
reduced from £705 to £400 in order to control costs. Thus, individuals
earning the minimum wage would not lose any WTC until they work 30
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hours, at which point the reduction of WTC would be softened by the
30 hours bonus.

The cost of this reform would be around £1.9 billion.”® This could be
partly paid for by reforming the family element of the child tax credit
— which does not currently begin to be reduced until income reaches
£50,000. The point of means tested tax credits is to benefit those on
low incomes — it is a poor targeting of resources to be giving them to
nine out of ten families. This report recommends treating the family
element of the CTC in the same way as the rest of the CTC and the WTC
— tapering the family element of the CTC as soon as the child elements
have been tapered. This change would save around £1.6 billion. The
net cost of the reforms would therefore be around £300 million. This
would be money well spent if the government is serious about meeting
its poverty targets and would represent just a small part of the £4 billion
per year the government would need to spend to meet its 2010 poverty
target through income transfers. In addition, this money could come
from reforms to IB, as discussed below.

Level of WTC and
CTC for a minimum
wage worker

A

30 hour element

Proposed system

/V Family element
Current system

1 1 N,
>

£5,220 £8,346 .
Earnings

A critical part of maintaining and improving an individual’s incentive to
work faced by individuals is increased benefit take up. This is particularly
important in the case of the childcare element of the working tax credit
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— currently claimed by just 14 per cent of those entitled to it. Research
shows that complexity reduces take up — and the childcare element of
the working tax credit is especially complex to claim.’® Parents must
gain proof from their childcare provider that they are purchasing a
certain value of childcare which they then present to HMRC, who then
repay the parents. This can be done prior to paying up front costs if
an estimate of future childcare costs is obtained from the provider. In
many cases, however, families will have to pay childcare costs up front
in the hope that they will be reimbursed at a later date. The Minnesota
reforms have shown that simpler schemes can be effective. This report
recommends that all families receiving working tax credit should receive
a non-transferable childcare voucher with the same value as the current
tax credit (80 per cent of costs up to a set amount). This voucher could
then be exchanged for services with a registered provider.

In addition to take up rates, it is important that individuals have greater
levels of information about how the benefits system works. The DWP
discovered that: “Customers...had little knowledge of being able to
receive housing and council tax benefit in work...understanding was
very limited and often confused and contradictory.””” Similarly, IB
claimants often fear that volunteering or training will prove that they
are capable of work and that they will therefore immediately lose their
benefit.”® If individuals believe they will lose their benefits if they move
into work, they will underestimate the positive benefits of employment.
The direction of policy should be to increase information levels, and
to simplify and align as far as possible the rules for the major benefits
administered by Jobcentre Plus (JSA and IB) with those paid by local
authorities (council tax and housing benefits). This leads into a broader
debate about whether a single working age benefit would be preferable
to the existing plethora of benefits. This is discussed below.

The minimum wage is a crucial tool for creating and improving work
incentives. The Low Pay Commission has recommended that the mini-
mum wage should no longer rise faster than average wages, following a
decline in low wage employment during late 2005 and 2006.7° However,
the economy is projected to grow above trend in 2007, and if this is
mirrored by an increase in low wage jobs, the minimum wage should
at least rise in line with average earnings. In addition, the government
should look at introducing regional variations in the minimum wage to
reflect the very different economic circumstances and costs of living
across the country.8®
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Some have suggested that the UK should follow the US example and
impose time restrictions on the receipt of welfare payments.®’ However,
as the previous chapter demonstrated, time limits played a limited role in
driving the fall in welfare rolls in the US over the last decade. Introducing
time limits would also raise the spectre of individuals and families being
forced into deep poverty.The Joseph Rowntree Foundation concludes:
“lf the policy aims are to raise employment and reduce poverty...time
limits alone offer no chance of success.”®? Consequently, this report
rejects following the US in introducing a draconian measure which
seems to have had little impact in moving people into employment or in
combating poverty.

In contrast to time limits, placing requirements upon benefit recipients
to actively seek work is effective in helping to move people off welfare
and into work. The US experience has shown that programmes which
combine increased incentives to work with ‘a requirement to undertake
work’ have greater impact on employment than programmes which
simply increase work incentives.®?

There are some work requirements in place in the UK for single adults who
claim JSA. However, lone parents do not have to seek work until their
youngest child is 16 and there are no work requirement for IB claimants.

This report recommends that firmer requirements and sanctions be imple-
mented to help encourage more people into work. These should include
a requirement that JSA claimants undertake work experience rather than
training or educational courses. The US based National Evaluation of
Welfare to Work Strategies (NEWWS) shows that the impact of educa-
tional activity and training schemes on employment is not impressive
— either in the short or long term.8 Gaining work experience and then
seeking training is more likely to achieve consistent employment and
upward mobility.

Of course, not every low-income adult will move easily into work. Many
face multiple barriers, including low literacy, little work experience
and/or the lack of child care. The government should focus its efforts
on supporting this group of adults as they enter the workforce, many
for the first time. This report recommends that reforms to JSA should
follow the model of the successful Wisconsin reforms:

JSA claimants should be assessed as to the level of barriers
they face to entering the workforce;
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Claimants with basic work place skills, but a lack of experience,
should be assigned community service or work experience jobs.
The receipt of JSA should be contingent on participating in work
experience, in work training and job search activities, with a
view to moving into unsubsidised employment. Where possible,
claimants should be given “trial jobs’ for which they are paid the
minimum wage. Their employers should be subsidised by the
government to the value of the JSA the individual would otherwise
be receiving (this reform is therefore revenue neutral);

Claimants with more serious barriers to work should receive
JSA while they engage in education, training, rehabilitation and
counselling, with the aim of taking part in work experience and
eliminating their barriers to employment;

Lone parents should be required to seek work at an earlier stage
than they are at present. The UK is an anomaly among OECD
countries in not requiring lone parents on benefits to seek work
until their children are 16 — France and Germany both require
that lone parents work when their youngest child is three.®®
The US has shown that an increase in lone parent employment
rates can be achieved through a combination of sanctions and
rewards. Maternal employment does not seem to harm a child’s
‘life chances’; in fact, social and educational outcomes are
improved by increased family income.®® Children are in full time
education from the age of five, and eight out of ten lone parents
want to work. Thus, lone parents who claim benefits should
be required to undertake at least part time work when their
youngest child is five and full time work when their youngest
child enters secondary school at 11;

To give these requirements “teeth’, claimants who refuse or fail
to participate in these compulsory programmes within a speci-
fied period of time should be sanctioned up to 25 per cent of
their JSA payments.

The government recognises the problems associated with IB. Recent
reforms are a welcome step in the right direction. This report endorses
rolling out the ‘Pathways to Work’ pilot programme, which has had
encouraging results. It also supports the government’s plan to replace
IB with the Employment and Support Allowance (ESA). This will have
two components — an ‘employment allowance’ for those capable of
work and a higher “support allowance’ for those incapable of work. The
planned reform will also remove the higher rates of IB for those who
have stayed on it for longest and make some job seeking requirements
of those deemed capable of some work.
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However, these reforms only represent a starting point for an overhaul
of IB. The US has had similar difficulties with incapacity to those
experienced by the UK. However, the initial results of the Ticket to Work
Program may show the limitations of voluntary schemes. Further, we can
learn lessons from the US experience with lone parents — requirements
and increased work incentives can be effective in moving those who
want to work into employment.

Even after the government’s proposed reforms are implemented, there
will still be a ‘sickness incentive’ since the ESA will be set at a higher
level than JSA. Indeed, because both components of the ESA will be set
at a higher rate than IB, the ‘sickness incentive’ will in fact be increased
under the proposed reforms.8” A better alternative would be to set the
‘employment allowance’ of the ESA at the same level as that of the
JSA. Reducing the rate of the employment allowance would save the
government approximately £1.35 billion per year if introduced today.%8

Although a large majority of those currently on IB are capable of (and want
to) work, some are not. These individuals should not be left in poverty. This
report recommends spending half of the money saved from the reduction
in the value of the ‘employment allowance’ on increasing the level of the
‘support allowance’. This would enable the government to raise the support
allowance by £40.50 per week. This would ensure that those who are
unable to work due to severe disability are not left in poverty.8®

A further £300 million could be spent making up the funding shortfall
in the reforms to the tax credit system detailed above. At least some of
the rest of the money should be spent on increasing and personalising
employment support for those claiming the employment allowance of
the ESA. Given that eight out of ten of those currently on IB want to
work, but many never do, greater priority must be to given to increasing
employment opportunities for those on IB. Thus, while claimants would
receive less money in direct benefits than under the current system,
they would receive far greater support in finding employment. The extra
money could be used to provide grants or subsidies (perhaps through
reduced National Insurance Contributions) for employers who employ IB
claimants; subsidise work experience or training places; make one off
grants for people with mild disabilities to purchase equipment or technol-
ogy which would allow them to participate in the labour market; and to
offer more generous in-work benefits for those who have come off IB.

These reforms would make the structure of the ESA closer to that of
JSA - more would be expected of those who receive benefits, while
there would be a greater focus on moving people towards employment.
As suggested in the Freud report, and by others such as the IPPR, there
is a strong case that the government should consider merging them into
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a single benefit for those of working age.®® This would certainly serve the
goal of increasing the simplicity of the current system. However, even a
single benefit would have significantly different components, with differ-
ing rights and responsibilities for different people. Consequently, it is not
clear how much more than a semantic change this reform would be. If
the current benefits are simply being renamed as different elements of a
single benefit, the reform would have little impact. On the other hand, a
major simplification of the existing system could lead to a ‘one size fits
all” approach which ignores the specific needs of different groups — for
example, those currently receiving the carer’s allowance (one of the
benefits the IPPR envisages being removed).

Ultimately, the effectiveness of these reforms is dependent on favour-
able macroeconomic conditions. All research shows that macroeconomic
conditions have greater influence in reducing poverty and increasing
jobs than government policy. Only a quarter of the recent drop in
worklessness among couples with children can be attributed to welfare
reforms.®" Similarly, despite reform, poverty rates rose in the US during
and following the recession in 2000-2001. Perhaps the most important
role for government, therefore, is not to jeopardise the macroeconomic
conditions which are most effective in reducing poverty — economic
stability and growth, job creation and low inflation and interest rates.

In addition, the government should focus on education policy as a way of
improving, on a long term basis, the skill levels of the workforce. Despite
recent progress, the skill level of the UK’s work force is unimpressive
by international standards. Some 35 per cent of the working popula-
tion — double that of the United States, Canada or Germany — lack the
equivalent of a good school leaving qualification. There is a very strong
connection between low skills levels and unemployment — roughly half
of those with no qualifications are out of work. Macroeconomic changes
are further reducing the numbers of low skilled jobs. As the Leitch report
recently concluded: “The millions of adults lacking functional literacy
and numeracy skills risk becoming a lost generation, increasingly cut off
from labour market opportunity.”®? It is critical that future generations
are better equipped to compete in the global labour market. Tackling
educational failure is central to achieving this goal.%®
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6. Conclusion

The government has, rightly, made poverty reduction a key policy
commitment. It has successfully reduced the number of people in
Britain living below the poverty line, particularly families with children
and old age pensioners. This improvement has come despite strong
growth in median income, which makes taking people above relative
poverty thresholds more difficult. Some of its success is accounted for
by economic growth, while some of it is due to a deliberate policy of
redistribution to those on low incomes.

The question, then, is how to continue to reduce poverty from now
on and particularly how to meet the government’s targets on ending
child poverty. This report argues that the experience of the US can be
instructive in helping the UK to tackle residual problems such as low
levels of lone parent employment. However, each policy introduced in
the US must be considered in the British context. There is no evidence
to support importing many of the harsher aspects of US policy such as
the absence of concrete goals on poverty reduction, lifetime limits on
welfare receipt and the lack of a safety net for those who ‘drop out’ of
the welfare system.

Nonetheless, many lessons can be learned. The US has had greater
success in increasing employment in lone parent families through the
use of sanctions and a greater focus on employment. The US has also
maintained work incentives at a higher level of earnings to encourage
people to move from part time to full time work. The UK should do
likewise — strengthening both the ‘carrots’ and the ‘sticks’ used to
encourage people into work. This report advocates increasing the strin-
gency of work requirements for JSA and IB claimants. However, benefit
claimants should be compensated by increasing the positive returns to
work — through raising the minimum wage, increasing the generosity
of the working tax credit and making childcare subsidies less complex.
Through this, the UK can get more adults back into work and, in the
process, bring more adults and children out of poverty.
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