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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
Admdss "HA(+ “mc sgd hmsgnctbsinm ne = u~ghdsx ne bgfkc qdk”sdc admdssr “mc
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
s gfdsr- \/gfkd B “mx odnokd itrs adknv sgd onudgsx kimd *cdsmdc ~r sgnrd
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-
Bdms ik smc hs mbgd ™ rimFix chesbtks sn kies imchuhct™kr “mc e~ Bhhdr nts
ne onudgsx ax q hrimf admdss kdudkr- Sgir hr o~ gshbtk™gkx sqtd ne sgnrd fm
extreme poverty, who will be most expensive to bring above the poverty
kmd sggntfg ghfgdg admdssr ~“knmd-

Sgd mdws og”rd hm sgd 5fgs ~f hmrs onudgsx Btrs gdkx B ngd nm imbgd™ rimF
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;

Sgd k“qfd mtBadgr nm tmb o bisx admdss+ wgn gdbdiud kisskd
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
im,2vngj s w bgdchsr- Sgd ~oogn~bg sn admdssr eng sgnrd nts ne vngj
g°r cheedgdc rifmhisb mskx egqn B TJ og bsibd gnwdudg+ o™ gshbtk™gkx whsg
regard to the use of sanctions. All welfare recipients are required to
vngj vhsghm = rgngs odginc ne shlld ~esdgq sgdx rs™gs sn gdbdiud admdssr “mc
are sanctioned if they do not, while in many states individuals may only
gdbdhud \sdke~qd eng ~ sns”k ne sud xd™qr nudq sgdhq kiedsh il d-

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
“cchshnmt vgdgd ™ r sgd cdbkimd hm onudgsx tm sgd TJ g~ r addm rifmhsb™mskx
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
nts ne vngj rgntkc e bd fqd sdg nakf sinmr sn smc d Boknx Bdms+ ats
rgntkc ad qdv ~qcdc visg fqd " sdq kdudkr ne im,\/ngj admdssr- Etgsgdq B nqd+
sgnrd admdssr rgntkc rs”gs sn ad gdctbdc s ghfgdg kdudkr ne imbn Bd sg™m
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
gdbdhutim¥ admdssr- Knmd o~ gdmsr rgntkc ad gdpthgdc sn smc 0°gs
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shlld wvngj vgdm sgdg xntmfdrs bgkc qd bgdr sgd “fd ne sud+
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
“mc sgqdrgnkcr eng sgd B Ting admdssr o~hc ax Inabdmsqd Oktr
— JSA and IB — and those paid by local authorities — council tax
“mc gntrimf admdssr-

Introducing strategies to increase take up and understanding of
admdssr+ wisg o gstbtk™q d Bog ™ rir nm sgd bgfkcb~qd dkd Bdms ne
the working tax credit.

Continuing to increase the minimum wage at a level above aver-

“fd v fd fgnwvsgt whsg gdfinmTk uTghTshnmr sn gd&dbs cheedgdms
economic conditions in different parts of the country.
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1. Poverty and welfare in the UK,
1997-2007

Sgd dwsdms ne onudgsx hm Aghs~hm \v/gdm sgd K™ antq fnudgm B dms snnj nesbd
im 0886 g~ r addm vdk cnbt B dmsdc- Onudgsx kdudkr g~ c ghrdm rifmhsb™mskx
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
gdbhohdmsr sn qd B ~hm tmd B oknxdc ¢ sgdg sg™m smc vngj- Sgd mt B adg ne
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:

Sgd Vngjmf S w Bgdchs "\VSB( hr deedbstudkx = Bd mr sdrsdc admdss
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
bk™h B sghr admdss-*

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 wiill 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.

Sgd tmhudgrk bghkc admdss hr “u~tkTakd sn Tk o gdmsr whsg bgfkcgdm- Hs
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
vd onm im sgd knmfdg sdgB sfgs ~F imrs onudgsxt “mc g r imbgd rdc
funding more generally (at university, school and pre-school level). In
addition, all children born since September 2002 are entitled to the Child
Sgtrs Etmed ~ ¢14/ admdss vgdm angm+ vhsg “mnsgdq ¢14/ o~ hc nm sgd
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
sgdhq Bgfkc Sqtrs Etmc tmstk 1/1/(+ dctb™smf “mc sm™mbh~kx d B onwvdgm
children is important in the longer term battle against poverty.

Sgd Inarddjdgr @knwv ™ mbd "IR@( qdok bdc tmd Boknx Bdms admdss hm
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
sgd Admdssr @Fdmbx+ “mc mnv ~c Bimhrsdgr imb~ o~ bisx Admdss “mc IR@-
imchulct™kr vgn ~ookx enq admdssr mnv g~ ud+ ~s sgd kd~rst cirbtrrinmr
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.

imb~0~bhsx Admdss "HA( hr o~hic sn sgnrd tm akd sn wvngj ctd sn fkmdrr
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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¢50-24 odq vddj enq sgd sqrs 17 vddjr+ ¢61-44 odq vddj eqnl vddjr
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
“mc sg~s sgdx Wik sgdgdenqgd h B B dch”sdkx knrd sgdhq admdss-°

The government is keen to reform IB: Gordon Brown recently pledged
to take one million people off IB and into work.1® 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
ognuhcdc ~ ¢3/ odq vddj dgdstgm sn wvngjg ogd Bt B eng sgd sqrs xd™q ne
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
onhmsr fm sgd mt Badg ne bk™h B “msr kd ™~ umf admdssr whsghm riw B nmsgr ne
sgdhq sqrs bkTh -2

Sgd Vdke™qd Qdeng B Alkk “krn ognonrdr gdok™ bim tmb ™0~ bisx Admdss wisg ~
new Employment and Support Allowance (ESA) by 2008. The details of
sgd rxrsd B g~ ud mns xds addm sm~kirdc- Gnwdudgt hs hr dwodbsdc sn hmbktcd
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
admdss qd B nudr sgd ghfgdq g sdr eng sgnrd wvgn g~ ud addm nm KA knmfdrs
and introduces some sanctions for non-compliance.

im ~cchshnm sn Bd™mr sdrsdc admdssr “mc s™w bgdchsr+ sgd fnudgmBdms g™ r
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.

Onudgsx hm sgd TJ tr cdsmdc ~r hmbn B d ~s ng adknv 5/ odq bdms ne Bdch™m
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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to meet its poverty targets, as Figure 2 shows.?

im ~cchsinm+ sghr cdbkimd hm onudgsx B ~x ad kdrr B ogdrriud sg™m hs sqrs
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
onudgsx- Gnwvdudgt sgd fnudgmBdms g r e fkdc sn rifmisb ™ mskx h B ognud
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 24.1 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

Nudg sgd k™ rs cdb™cd+ sgdqd g~ r addm rifmhisb™ms fgnwsg hm d B oknx B dms
and a reduction in the number of Jobseeker’s Allowance (JSA) claims,
“r sftgd 3 rgnvr-

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
bdms tm 1//4- s g~ r addm drshll “sdc sg~s “gntmc sud odgbdms™fd onimsr
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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
D “m hmchb™stnm ne sgd chesbtkshdr ne dmsdgim¥ ng qd,dmsdgim¥ sgd vngjengbd
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
vgibg enkknvr sgd r~ Bd mchuhct™kr nudg silld D g™ r B cd hs chesbths sn
determine the exact causes of the reduction in poverty.

Rh Bhk™ gkxt hs hr chesbtks sn cdsdg Bhmd ogdbhrdkx vg~s g~ oodmr vgdm odnokd
stop making unemployment claims. A Department for Work and Pensions
rtqudx ne sgnrd kd~utmf admdssr "IR@+ HA ng mbn B d rtoongs+ ne vghbg
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
bdms Enudc nm sn “mnsgdq admdss-2° 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.%!

Hs hr hBongs™ms sn mnsd sg~s tmd Boknx Bdms ¢™s™ nmkx gdsdbs sgnrd wvgn
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 [B.?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.?*

Efm~kx+ sgd nudg ™~k d B oknx B dms rs”shrshbr ghcd rifmhsb™ms gdfinm™k chro™gh-
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
sgs sgdgd g r addm rifmhsb™ms sq mredg eqn B IR@ sn #A- Sghr vntkc ad
g sinm~k9 admdssr eng sgnrd nm HA ~qd ghfigdg sg™m eng sgnrd nm IR@+ “mc
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
qdsigd sg™m sn smc = mdwv ina-€2°

@r wisg d Boknx Bdms rs”sirshbr+ sgdgd ~qd rifmisb™ms gdfinm™k chro™gishdr
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
imbdmshudr sggntfg tm,\ngqj admdssr annrsr k™antq rtookx: sghr deedbs fir
0~ gsibtk™gkx rifmhsb™ms eng knmd o~ qdmsr-3t
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