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	CPAG’S RESPONSE TO THE CONSULTATION ON THE HOUSEHOLDS BELOW AVERAGE INCOME SERIES

FEBRUARY 2005


Key recommendations

Any change in the methodology of the HBAI is of considerable public importance both in terms of the progress shown but also – when changes are made to the statistics underlying measurement – to public confidence in measurement and ultimately in progress. (para.5)

We welcome that the consultation document makes clear that the HBAI will continue to give equal prominence to results for income before housing costs and after housing costs. We interpret the ‘equal prominence’ to mean that full analysis will continue to be made available in the body of the text, rather than in the appendix, on both a BHC and AHC  basis and we call on the DWP to make this clear in writing. (para.13)

CPAG argues strongly that a budget standards approach – one which investigates real spending needs (totals and the differences between household members) needs to be undertaken to demonstrate whether equivalence scales match reality. If a new after housing cost scale is to be derived, this budget standards method should  be used to arrive at it. (para.22)

Introduction

1. CPAG welcomes the opportunity to comment on the Households Below Average Income (HBAI) series and the equivalisation scales used in its derivation. We regard the method used to equivalise incomes as critical to the number of children categorised as poor and the composition of this group - changing the equivalisation formulae has the capacity to alter both of these. Since the number of children categorised as living in poorer households, and the composition of this group, also has an impact on the policy that stems from attempts to reduce this number, equivalisation also has significant implications for both policy regarding and for public confidence in these policy efforts. 

2. Despite its importance, the process of equivalisation is opaque, both in terms of the derivation of the various scales and the impact the choice of scale actually has. This submission focuses on the impact that decisions around equivalisation may have on the measurement of child poverty, on policy choices to tackle child poverty and on public confidence in this process. 

3. The consultation document raises a couple of specific (largely procedural) questions on which we would also wish to be clear. This is an organisational response from CPAG (contact details appear at the base of the email) and has been consulted upon internally. We are more than happy for this to be made publicly available and will place it on our own website. 

4. Question four occupies the rest of this submission, presenting two specific options:

Option A) That HBAI statistics continue with the approach of focussing on results with the McClements scales, and presenting results on the ‘modified OECD' scales in an appendix; or


Option B) To report most results on the modified OECD scales, with results on the

McClements scales in the appendix.
Later paragraphs discuss CPAG's response in further detail, however in summary presented with the options reproduced above, we call for:

· Continued full publication of analysis on both a before and an after housing cost basis, we welcome the implication within the consultation paper that this will occur;

· Sufficient data to be published to track the impact of the changes in the methodology underlying the child poverty pledge;

· Budget standards methodology to be used to evaluate existing equivalence scales and to develop an updated after housing cost measure scale.
The child poverty context

'Our historic aim will be for ours to be the first generation to end child poverty, and it will take a generation. It is a 20-year mission but I believe it can be done.' Tony Blair, 18 March 1999

5. Central to recent social policy has been the 1999 commitment to eradicate child poverty. Targets set to measure progress toward this aim have used the HBAI series as a baseline, ensuring that its methodology is both influential on policy and on public perception of the success of policy. In consequence any change in the methodology of the HBAI is of considerable public importance both in terms of the progress shown but also – when changes are made to the statistics underlying measurement – to public confidence in measurement and ultimately in progress.
 

6. The process by which the pledge was to be achieved has been defined by a series of milestones, the Government was to have reduced the numbers of children experiencing poverty by a quarter between 1998/99 and 2004/05 (the first PSA, discussed below), by a half by 2010/11 (the second PSA) and to have ‘eradicated’
 child poverty by 2020. The HBAI series has been used to benchmark progress, as required by the first and second PSA. The differences between each of these PSAs are discussed below. 

Public Service Agreement 1998/99–2004/05

7. The first PSA covered the period between the HBAI data collection points of 1998/99 and 2004/05. Key detail of the target, drawn from the technical note which supported the PSA
 is as follows:

· Progress to be judged against figures from the HBAI;

· The target was to have reduced by a quarter the number of children in relative low-income households;

· Low-income households defined in terms of household income being below 60 per cent of concurrent median using both BHC and AHC data equivilised using the McClements scale. Table 1 sets out the baseline and latest data:

Table 1: Relative child income poverty 1998/99–2004/05 (millions)

	
	1998/99
	2002/03

	Before Housing Costs
	3.1
	2.6

	After Housing Costs
	4.2
	3.6


CPAG has been encouraged by the reductions in the number of children experiencing income poverty and accept in line with recent research
 that the signs are positive that the first milestone is likely to be met. This nevertheless leaves a significant problem to be dealt with, looking towards the halving target, by policy and enforced by future PSAs.

Public Service Agreement 1998/99–2010/11

8. The Department for Work and Pensions document, Measuring Child Poverty
, resulting from a consultation and review of the measurement of child poverty, introduced a series of changes to the measurement of child poverty. Those that relate to the PSA
 are worth examining here, since this affects directly the content of future HBAI publications:

· One relative low-income measure is proposed using the same threshold (60 per cent of national median) but relying solely on before housing cost data.

· The equivalisation scale to be used is the modified OECD scale. 

· A further material deprivation target will sit alongside this target, to be released with the next spending review (see paras 23 and 24).

The effect of the changes in measuring child poverty

9. There has been a substantial aggregate effect on the numbers of children counted as poor, as well as compositional changes resulting from the shift away from judging progress on both after and before housing cost data, towards relying solely on before housing cost data. Given the policy and political implications of this, it is critical that full data continues to be available on both a BHC and AHC basis to track these implications.

10. The aggregate effect on the figures of the proposed changes can be estimated from the HBAI series for 2002/03 (figures
 for each measure are below):

AHC McClements

3.6 million children

BHC  McClements

2.6 million children

BHC modified OECD

2.9 million children

The overall effect of the shift between the McClements AHC scale to the BHC modified OECD scale is a substantial reduction of 700,000 children. When comparing the BHC McClements and modified OECD scales, there was an increase of around 300,000 children (this is because the modified OECD scale weights younger children more highly than does McClements). 

11. Analysis from the Institute for Fiscal Studies (IFS)
 indicates that not only is there a substantial aggregate effect on the number of children categorised as poor, but also on the composition of this group. It estimates that between 800,000 and 900,000 will have been lost from the measure (captured by AHC or BHC McClements but not the new measure), of whom the vast majority have been lost from the AHC measure. 100,000 children were estimated as newly categorised as poor by the new measure.

12. The IFS analysis also demonstrated that the aggregate reduction did not apply evenly across children - it particularly affected certain groups (particularly those with high housing costs) and so had a differential effect on the measured poverty rate between groups. The HBAI does not currently contain full tables on the modified OECD scale that would allow examination of the impact of this. Those most likely to be ‘removed’ by the methodological change were those with high housing costs, were concentrated in the South and East of England, and were also more likely to be lone parents.
 Since there is not only a difference in the numbers of children counted as poor, but which children are most likely to show up in this group, it is critical that full analysis by groups of children is provided in the HBAI to track of these effects. This means that full data ought to be produced on both a before and an after housing costs basis and published in the main body of the report. 

13. Given the controversy (for reasons raised above) which surrounded the shift away from the use of after housing cost data, it is critical to have more rather than less data available so that the impact of the change in methodology is made clear, the most important issue here is having full access to both before and after housing cost data, but it would also be useful to have data prepared on each of the different scales (modified OECD and McClements), especially at the point at which the methodology is changed, but it is accepted that for clarity the appendices rather than the main body of the HBAI text may be the most appropriate place for this. We would therefore suggest an AHC measure and the modified OECD measure in the main text, together with the McClements scale (BHC certainly and AHC if a new variant is adopted, as suggested in para.22).

14. As the initial call for submissions makes clear, the proposed change is not a purely technical one. This also has serious ramifications for confidence in policy in this area. In consequence we welcome that the consultation document makes clear that the HBAI will continue to give equal prominence to results for income before housing costs and after housing costs. We interpret the ‘equal prominence’ to mean that full analysis will continue to be made available in the body of the text, rather than in the appendix, on both a BHC and AHC  basis and we call on the DWP to make this clear in writing.
Equivalising for differences in relative need 

15. This section discusses the differences between existing equivalence scales, and those implied by the benefits and tax credit system. It argues that since equivalence scales vary between one and other and because of the importance of the assumptions within them (for those categorised, or de-categorised as income poor) a better basis be developed through budget standards research which ought to establish truly how need varies, this would also be a good opportunity to make the HBAI data more sensitive to other variations in need, for instance in relation to the additional costs associated with disability.
 The need to review the after housing cost scale offers an opportunity to improve on McClements (for reasons discussed below) and to evidence the assumptions within the modified OECD scale. 

16. Table 2 examines the differences between equivalence scales: 

Table 2, Relativities between equivalence scales (expressed as percentage of first adult)

	 
	McClements AHC
	McClements BHC
	Modified OECD

	First adult
	100
	100
	100

	Spouse of first adult
	82
	64
	49

	Other second adult
	82
	75
	49

	Third adult
	82
	69
	49

	Fourth + adults
	73
	59
	49

	Child aged 16-18
	69
	59
	49

	Child aged 14-15
	51
	44
	49

	Child aged 13
	51
	44
	30

	Child aged 11-12
	47
	41
	30

	Child aged 8-10
	42
	38
	30

	Child aged 5-7
	38
	34
	30

	Child aged 2-4
	33
	30
	30

	Child aged 0-1
	13
	15
	30


17. The table sets out the relative weightings of McClements and the modified OECD scales (expressed in percentage terms). These have been scaled so that the first adult equals 100 per cent, hence the McClements AHC scale implies a second adult adds an additional 82 per cent of spending need, as compared to 64 per cent on the McClements BHC scale and 49 per cent on the modified OECD scale. The differences are particularly acute for young children, for babies the McClements AHC scale implies a 0-1 year old costs the household13 per cent of the spending need of the first adult, the BHC 15 per cent, the modified OECD scale implies the cost is a low but more realistic 30 per cent additional cost. The differences between the assumptions in each scale beg answers to a series of important questions. To what extent do these scales adequately represent differences in need and what is the evidence for this? McClements has been used for many years in the UK, over which time it is reasonable to suggest the relativities of spending need have shifted (assuming it was accurate in the first instance), the modified OECD is used for international comparison yet the relativities may vary between countries. 

18. The position is further complicated by comparision between the equivalence scales and the implied equivalence within the assistance rates, as set out in Table 3:

Table 3. Equivalence scales and implied equivalence in the rates of assistance benefits (expressed as a percentage of the first adult)

	
	Implied equivalence in the assistance entitlements (April 2004)
	McClements

(AHC)
	McClements

(BHC)
	Modified OECD scale (BHC)

	First adult
	100
	100
	100
	100

	Second adult
	57
	80
	68
	49

	Child 14 or older
	86
	60
	53
	49

	Child younger than 14
	86
	37
	34
	30


Fuller figures and assumptions for derivation of benefit and tax credit rates available in CPAG manifesto, these are based on assistence entitlements (housing benefit ignored as assumed equally distributed across family), apportioned across the family depending on the rates.
 The children’s scales have been averaged (this masks the extremes demonstrated in Table 2).

19. Though one might expect that the implied equivalence within assistance benefits (the assistance entitlement) – dealing as they do with an official assumption of income need – would be similar to that within the scales by which income need is thought to vary within households, but this is not borne out by examination of the evidence (as in the Table 2). By comparision the modified OECD scale is meaner to children than the benefits system, in its assumptions around relativities. Here a child is assumed to cost the household 86 per cent of the cost of the first adult; the modified OECD scale assumes between 30 and 49 per cent. 

20. To demonstrate the impact these differences have for actual families it is also possible to compare the actual cash poverty line implied by each scale (i.e. a household with less income than this would be counted as poor) and to show the extent to which these vary (BHC data used only for cash equivalence):

Table 3. Equivalence scales and poverty lines for illustrative household types (BHC data only) 2002/03

	
	BHC McClements
	BHC modified OECD

	Couple with no children - (HBAI baseline
)
	194
	194

	Couple with two children 5 and 11
	283
	272

	Lone parent with two children 5 and ll
	208
	208

	Couple with one child age 1 year
	211
	233

	Lone parent with one child age 1 year
	136
	169


Before housing cost data presented only, since there is no equivalent of the modifed OECD scale for after housing cost. The realitivities within and between the BHC and AHC McClements scale are however shown in Table 2 above and although the precise weighting on each scale is different the assumptions in the relative cost of very young children related.

21. As is shown in the table, the modified OECD and the McClements come up with very different poverty lines between families – they imply a different amount of income is required to escape income poverty. The greatest differences shown are for families with babies. Here the modified OECD scale suggests a lone parent with a baby requires £169 per week to be above the income poverty line, McClements assumes such a family are not in poverty at this level of income and can manage on considerably less (£33)  without being regarded to be in income poverty.

22. Equivalence scales and the implied equivalence in benefit rates ought to target a related objective, assessing the relative need between members of a household. The variations discussed above, between the scales, the benefits and tax credit system and the consequences of this for poverty lines highlight the paucity of an evidence base demonstrating that these accurately reflect relativitities of need within households. CPAG argues strongly that a budget standards approach – one which investigates real spending needs (totals and the differences between household members) needs to be undertaken to demonstrate whether equivalence scales match reality. If a new after housing cost scale is to be derived, this budget standards method should  be used to arrive at it.

Material deprivation measure

23. Since the HBAI team are proposing to make any changes following this consultation after 2004/05, they will then have access to material deprivation data, which will have been collected from 2004/05. Though not part of the formal consultation responses solicited here, we note the importance of material deprivation in the Government’s drive to end child poverty, and hence the need to have the maximum possible data published surrounding material deprivation. CPAG welcomes the DWP team’s intention to consult on the HBAI reporting of deprivation data as referred to in the initial document. For the PSA target which will in due course be derived from this data to be effective it will need to pick up those removed from being measured as poor by the shift to the use of BHC data, who have high housing costs which bear heavily on their living standards.

24. As a starting point we urge that maximum data is published on the experience of material deprivation. We believe that how the deprivation data is reported will shape the use to which it is put and so strongly urge the team not only to consult but to do so well in advance of the publication of the first wave of data  – and also use this opportunity to lay out how the material deprivation suite of questions will be added to, to ensure that these keep track of societal expectations and views of material deprivation.

About CPAG

CPAG is the leading charity campaigning for the abolition of poverty among children and young people in the UK and for the improvement of the lives of low income families. CPAG aims to: raise awareness of the extent, nature and impact of poverty; bring about positive income policy changes for families with children in poverty; and enable those eligible for benefits and tax credits to have access to their full entitlement. 
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