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The Economy
Protecting families in the downturn
House of Commons debate, 31 March 2009


Introduction

Members of Parliament debate the economy at an important juncture, both for the economy and for our national commitment to eradicate child poverty. 
· The Government is on track to have lifted over a million children out of poverty by 2010, but must reach another 700,000 to keep the promise to halve child poverty. The toughest part of reaching the 2010 target is done and the final steps must now be taken.
· Keeping the child poverty promise is important in itself but doing so through investing in family budgets will – help keep Britain out of depression by injecting a targeted stimulus where it is most likely to be spent.
· Support for putting families at the heart of Budget 2009 is high –  10,000 British people marched to Trafalgar Square for the ‘Keep the Promise’ rally organised by the Campaign to End Child Poverty.
Child poverty action group urges the Government to ensure the 2010 target is met.
Child Poverty – progress so far and gap to the 2010 target

In March 1999 the Government committed itself to the eradication of child poverty. This commitment now has support from each of the major political parties
:

“Every single child is precious, unique and born endowed with a contribution only they can make. That is why it is such a grave injustice for any child’s life to be derailed by poverty before their journey has even begun and why I am very proud that this government has pledge to abolish child poverty by 2020” - Gordon Brown MP
“We must all ensure we keep this goal [to end child poverty by 2020] firmly in our sights. Poverty is an economic waste and a moral disgrace. If we are to be a strong society, we need to move forward together, with no-one left behind” - David Cameron MP
“We can and we will eradicate child poverty in Britain by 2020” - Nick Clegg MP

Progress has been made, with 600,000 fewer children living in poverty now than in 1998/99. But between 2004/05 and 2006/07, when government took its foot off the accelerator, child poverty actually rose. Later policy, which has not yet fed into the figures, is expected to reduce the number of children in poverty by around 500,000 but a gap will still remain unless the final investment need is delivered.
Poverty rates

	
	Before housing costs

(Governments preferred measure - central to the target)
	After housing costs

(CPAG preferred measure)

	Baseline year 1998/99
	3.4 million
	4.4 million

	Latest figures 2006/07
	2.9 million
	3.9 million

	Estimate for 2010/11
	2.4 million
	-

	Target for 2010/11
	1.7 million
	-


Each measure counts a child as poor if they live in a household with needs adjusted incomes below 60% of the median income.

Without further action, the target is expected to be missed by around 700,000 children. Though measures around employment, public services and education are vital to support the 2020 objective, the halving target can now only be met by investing in family incomes. 
Child Poverty Action Group, along with other members of the Campaign to End Child Poverty, urges the Government to invest at least £3 billion in family incomes through benefits and tax credits towards achieving the 2010 target. 

Welfare reform and pressure on Jobcentre Plus

The legislation on welfare reform has now moved on to the House of Lords. Though this passed through the Commons with limited amendment, the Child Poverty Action Group remains very concerned about the implications of a bill that extends benefit sanctions without proper protections at a time of recession, rising unemployment and weak service support (particularly childcare). 

We agree with the Government that a downturn is no time to ‘park’ those far from the labour market. However, compelling lone parents – many of whom have additional barriers such as disability – to engage in work-related activities which may undermine family life, and may not necessarily increase their employment chances, is costly and unjust. 
CPAG is also concerned about the delivery challenges which welfare reforms impose on an increasingly stretched Jobcentre Plus. We call upon the Government to increase the capacity of Jobcentre Plus and reduce the welfare reform agenda’s demands upon overstretched services in an unfavourable labour market.

Fiscal stimulus: double benefit of targeted investment in families

The Governor of the Bank of England told the Treasury Select Committee that he believes a targeted fiscal stimulus may still be required.
 In answering Andrew Love MP, the Governor said

“I am sure the Government will want to be cautious in this respect. There is no doubt that we are facing very large fiscal deficits over the next two to three years…Given how big those deficits are, I think it would be sensible to be cautious about going further in using discretionary measures to expand the size of those deficits. That is not to rule out targeted and selected measures that may find those areas, whether it is in the labour market, whether it is in corporate credit, that can do some good”

While the Governor and some of his Monetary Policy Committee colleagues expressed concern about the fiscal sustainability of a major untargeted stimulus, his comments to the committee suggest a “targeted” stimulus must remain under consideration. This targeting is precisely what investment in incomes for the poorest families would deliver.   

Investment in family incomes, of the type needed to meet the 2010 target is highly targeted. Research from the Brookings institute (based on US systems and social policy) contrasts the effectiveness of different forms of fiscal stimulus:

See table following page break…

Cost effectiveness of fiscal stimulus methods

	
	Cost effectiveness (GDP increase per dollar spent)
	Time from enactment to impact

	Tax cuts
	Non-refundable lump-sum rebate
	1.02
	Medium

	
	Refundable lump-sum rebate
	1.26
	Medium

	
	Payroll tax holiday
	1.29
	Medium

	
	Temporary across-the-board cut
	1.03
	N/A.

	
	Accelerated depreciation
	0.27
	Medium/Long

	
	Extend AMT patch permanently
	0.48
	Long

	
	Bush tax cuts permanent
	0.29
	Long

	
	Dividend/capital gains permanent
	0.37
	Long

	
	Cut corporate tax rate
	0.30
	N/

	
	Extend operating loss/carryback
	N.
	N/

	Spending Increases
	Extending UI Benefits
	1.64
	Short

	
	Temporary food stamps increase
	1.73
	Short

	
	Aid to state governments
	1.36
	Short/Medium

	
	Increased infrastructure spending
	1.59
	Long



Source

Investing in benefits is by far the most cost effective way of putting demand into the economy. It is more cost effective than general tax cuts (which may promote increased saving among the better off); and it can be brought on-stream much faster than infrastructure spending because the distribution structures for benefits and tax credits are in place and can be used almost immediately to distribute increased entitlements.

The reason is simple: hard pressed families need to spend a high proportion of their incomes in their local communities in order to protect their children. These examples use American evidence, but British authors have argued the same logic.
 
Investing in family incomes has the double benefit of protecting families and being the most timely and targeted economic intervention available to Government, with the best chance of a positive impact on GDP.
Progressive taxation and fiscal sustainability
Concerns over the need for fiscal sustainability in the longer term must be taken seriously. But CPAG does not believe this should preclude intervention that increases cash flows to those families with greatest need and whose spending will most support the economy. The country is already in crisis with sharply rising unemployment and hardship and this must be urgently addressed to protect the wellbeing of children and parents, and to prevent a drift away from the labour market of those who have lost work.
Analysts have argued for need to ensure stimulus is temporary in nature. CPAG argues that this is best dealt with by a combination of increased investment on families now, with a plan to prevent deficits by fairer taxation over the longer term. 
We oppose across the board public sector cuts, as these tend to work against the interests of those poorer families who rely on public services. We suggest three specific measures which could help reduce deficits, whilst promoting principles of tax fairness
:

· Reverse the inheritance tax cut. By 2010/11 this tax cut will cost tax payers £1.4 billion. This tax cut disproportionately favoured a small number of estates, inherited by those who are typically already well off. We cannot now afford this change. 

· Go further and faster with the top rate of income tax. There is strong support for progressive taxation, heightened by recent exposure of just how little a ‘low-tax elite’ often pays. Introducing a 50% income tax rate on earnings about £100,000 (four times median earnings) would raise £7.9 billion.

· Reform pension tax relief. Tax relief on private pensions costs £17.5 billion each year, over half of which goes to those paying upper rate taxes. It is a large subsidy to the richest tax payers. A fair reform would be to cap pension tax relief at the basic rate for all taxpayers.

Failure to reach the 2010 target and ensure the 2020 target remains in reach will negatively impact on our longer term economic security. A report by the Jospeh Rowntree Foundation found that the annual cost to the UK of our high levels of child poverty is at least £25 billion. Their analysis suggested that of this amount around £17 billion is a direct loss to the Treasury. The Foundation suggested that investing to end child poverty would therefore “bring a double benefit – for the families whose quality of life would be improved and for society, which would no longer have to pay to pick up the pieces.”

The UK’s future economic security and fiscal sustainability require us to end the excess costs to the Exchequer of high levels of child poverty.
Conclusion

Child Poverty Action Group urges MPs to do what is necessary to meet the 2010 target and so to put children first. 
Investing in family incomes provides an immediate, targeted and cost-effective response to Britain’s economic difficulties in both the short and the long term. It must be balanced by progressive taxation, with those who benefitted most during the boom years – and those profit most from future economic recovery – making a fair contribution to protect fiscal sustainability. 
This programme of action will protect the health and wellbeing of children and families, provide a targeted fiscal stimulus that is both effective and popular, and enable the Government to keep its 2010 promise on child poverty.

We also urge support be given to Jobcentre Plus at this difficult time and that ways are found to increase its capacity and reduce additional demands. Government must review those elements of welfare reform that may result in increased the imposition of benefit sanctions on the poorest families in the country. The economic viability of proposals to leverage private investment into welfare reform programmes must also be reviewed.
Reaching the 2010 target will provide a firm foundation from which to progress towards reaching the 2020 objective, and inject credibility and commitment into the Government’s plans to enshrine the eradication of child poverty in law. [Child Poverty Action Group has laid out necessary steps in the recently published Ending Child Poverty: a manifesto for success.
 ]
To legislate on child poverty, while failing to take the necessary action to meet the 2010 target, would undermine the viability of the 2020 target and the credibility of this important bill. 
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� Draw from messages of support from the Party leaders at an event to mark the 10th anniversary of the commitment to eradicate child poverty, 18th March 2009. 


� See CPAG, Child Poverty: the stats, CPAG, 2008 (� HYPERLINK "http://www.cpag.org.uk/info/briefings_policy/CPAG_poverty_the_stats_1008.pdf" ��http://www.cpag.org.uk/info/briefings_policy/CPAG_poverty_the_stats_1008.pdf�) 


� 24 March 2009, Oral transcript of evidence to the Treasury Select Committee on the February Inflation report, question 97


� D Elmendorf and J Furman, If, When, How: A primer on fiscal stimulus, Brookings Institution, January 2008. Table 2


� See for instance M Devereux and C Fuest, A fiscal stimulus package for the UK? Oxford University Centre for Business Taxation, November 2008


� See CPAG, Ending Child Poverty, a manifesto for success, 2009, � HYPERLINK "http://www.cpag.org.uk/manifesto" ��www.cpag.org.uk/manifesto� p.18


� See ‘Estimating the costs of child poverty’, JRF, Oct 2008 (� HYPERLINK "http://www.jrf.org.uk/sites/files/jrf/2313.pdf" ��http://www.jrf.org.uk/sites/files/jrf/2313.pdf�) 


� See note 6.
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