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THE DEPARTMENT FOR WORK AND PENSIONS NEW CHILD POVERTY MEASURES

Key comments and recommendations 
i)
These new DWP child poverty measures are critical: they set out the rules by which the government will judge progress against later targets and so are likely to be taken on by the media and the wider community. (para.1)

ii)
The current government has thus far been successful in reducing child poverty: policy has brought down after housing costs income poverty … this has led to substantial reductions in the hardship faced by many children. (para.2)

iii)
If the new DWP child poverty measures make ending child poverty easier methodologically but not substantively, then it is a downgrading of the original pledge. (para.3)

iv)
The new measures mean a shift away from using income poverty figures both before and after housing costs have been accounted for, to relying solely on before housing cost (BHC) income figures. Housing is a large and fixed element of family spending and so failing to account for it gives a poorer understanding of the disposable income actually available to the household. (para.6)

v)
At the time of writing we do not have specific targets to attach these measures to, as we do with the current Public Service Agreement
 regime. Without such specific targets the trajectory of government policy is difficult to judge. (para.8)

vi)
Falls in the number of children reported as poor on the absolute low income measure are very likely, they require minimal government intervention and therefore will merit minimal government credit. The absolute low income measure is the least useful of the proposed measures and progress should not be judged upon it. (para.10)

vii)
The material deprivation and low-income combined measure has the potential to provide very useful data and insights on the experience of child poverty, as well as on the effectiveness of poverty-reduction strategy. It is very welcome that the income threshold (70 per cent of median) is higher than the previous level, this is an acceptance that families with equivalised incomes above 60 per cent may have financial difficulties also. But it is not sufficiently clear how the government intends to use the material deprivation and low income combined measure (para.12)

viii)
To ensure public confidence in the new DWP child poverty measures numeric continuity is needed between the numbers measured as poor on the headline figure of the old PSA regime (the most often quoted after housing costs measure, 3.8 million children in 2001/02) and the new one, if there is not this continuity the government will be seen to have shifted the goal posts (para.14)

ix)
At a stroke the measurement change in the relative low-income measure has ‘removed’ 900,000 children from poverty, as measured in terms of relative low incomes. The government appears to have reduced the number of children deemed to be poor and therefore the number to be taken out of poverty without having actually reduced poverty (para.17)

x)
We propose that the eradication of child poverty should only be judged to have occurred when the level of relative income poverty is not only at least ‘amongst the best in Europe’ but when no child endures relative income poverty for more than one year. (para.22)

xi)
The measurement review contained within it two very disturbing elements,  

(a) the ‘eradication’ of child poverty no longer meant what most would understand by the word. Instead we are now told that this is to mean being amongst the best in Europe. Though this implies a much-improved situation on what we have currently, it is not what we were promised. 

(b) the shift from using both before and after housing costs to relying on just before housing costs measures in the relative income measure has the effect of substantially reducing the number of children currently measured as being in poverty (para.25)

xii)
The quality of some of the decisions on the new child poverty measures neither matches the importance of the issue nor the future challenge of committing the increasing level of resources needed to keep up with the poverty targets. This requires a wider debate (para.27)

Introduction

1. Our second written submission to this Work and Pensions inquiry focuses solely on the implications of the Department for Work and Pensions (DWP) measurement review (henceforth referred to as the ‘new DWP child poverty measures’). The review has been an elongated process, launched in April 2002 with a consultation document
, with interim conclusions made public early in 2003
 and with final conclusions
 published seven days before Christmas and on the last day of Parliament in 2003. These new DWP child poverty measures are critical: they set out the rules by which the government will judge progress against later targets and so are likely to be taken on by the media and the wider community. 
2. The new DWP child poverty measures should not, in themselves, obscure the importance of what we are really interested in: not the measurement but the lived experience of children and the extent to which they are having to live in poverty. The success of any measure rests on its ability to assess this and the effectiveness of policy in improving the situation for children. The current government has thus far been successful in reducing child poverty: policy has brought down after housing costs income poverty (down 400,000 children between 1998/99 and 2001/02)
 and this has led to substantial reductions in the hardship faced by many children.

3. The model proposed in the new DWP child poverty measures document is new and it should be recognised as such. The most reasonable assumption to make following the 1999 pledge to abolish child poverty was that progress would continue to be measured exclusively using the relative income measure. The DWP review has challenged this, although it has failed to acknowledge that this in itself is a policy change. If the new DWP child poverty measures make ending child poverty easier methodologically but not substantively, then it is a downgrading of the original pledge. 
4. CPAG has serious concerns over the document, but there is also much over which we give a guarded welcome – depending on future steps by the DWP. This submission critiques the new DWP child poverty measures to try to show the implications, as far as we are able from the data available. Most importantly a route is suggested by which child poverty measurement may be taken forward within the proposed framework to judge the progress of ridding this country of child poverty. 

The proposed framework

5. The new DWP child poverty measures are a departure from the measures we have used thus far. From 1998/99 to 2004/05 government used a measure that defined families as poor if they had equivalised household incomes of below 60 per cent of the contemporary median (both before and after household costs had been used simultaneously)
. The vehicle that will provide the data on which rates of poverty will be measured, the Family Resources Survey (FRS)
, is to remain the same but beyond 2004/05 the government proposes to use three separate measures
: 

· Absolute low income. Children are counted as poor on this measure if they live in a household with a before housing costs equivalised income of less than 60 per cent of the 1998/99 median income, uprated for inflation. 

· Material deprivation and low income combined. Children are counted as poor on this measure if they live in a household with a before housing costs equivalised income of less than 70 per cent of the contemporary median and if they both lack material necessities and could not afford them. 

· Relative low income. Children are counted as poor on this measure if they live in a household with a before housing costs equivalised income of less than 60 per cent of the contemporary median.

In terms of implications in understanding the direction of the government’s plans for ending child poverty, the devil is in the detail. 

6. The new measures mean a shift away from using income poverty figures both before and after housing costs have been accounted for, to relying solely on before housing cost (BHC) income figures. Housing is a large and fixed element of family spending and so failing to account for it gives a poorer understanding of the disposable income actually available to the household. Further there is also the perverse effect that, under this regime, housing benefit payments will be included as income. Someone with high rent and housing benefit payments to cover some or all of it would therefore show up as having quite a high income, even though they may experience a low disposable one. Since more children are defined as poor after accounting for housing costs than before these are accounted for, then the switch reduces the number of children defined as poor.
7. Given that one of the measures now being introduced, the relative low income measure, is now fully in line with ‘commonly agreed EU-wide indicators … developed to measure progress in this area in all Member States’
, our EU colleagues will be well aware of any downgrading of the official UK numbers taking account of all three elements of the new set of measures. Any statistical fixes therefore will be quickly picked up at Community level.

8. At the time of writing we do not have specific targets to attach these measures to, as we do with the current Public Service Agreement
 regime. Without such specific targets the trajectory of government policy is difficult to judge. As no PSA target exists it is unclear as to how each of the three measures will interrelate: will the government have to halve each of them or will some be more important than others? We know that all three measures have to show falls in the number of children in poverty for child poverty to be seen as reducing, we do not know how it will be judged if poverty is falls on one or two of the measures but not on the third.

Absolute low income
9. Published time series data does not exist for this measure since the base is different to that (1996/97) which has been published in the Households Below Average Incomes series. It will be possible for National Statistics to re-work existing FRS data for subsequent HBAI publications. In the absence of this data, the table gives an indication of the numbers using both the absolute low income and the relative low income figures from 1996/97 to 2001/02.
Table A Number of children in Great Britain falling under the low income threshold, before housing costs


Absolute low income

Living in households with equivalised income below 60 per cent of 1996/97 median, real terms for subsequent years 
Relative low income

Living in households with equivalised income of below 60 per cent of the concurrent median 

1996/97
3.2
3.2

1998/99
2.8
3.1

2001/02
1.6
2.7

1996/97 – 2001/02
-1.6
-0.6

Source HBAI, p.65

10. Over time the number of children defined as having an absolute low income (starting from any particular year, 1996/97 in the table, 1998/99 proposed for the new measure) tends to decline. It does so because living standards exceed price inflation (the ‘real terms’ inflator used in the middle column of the table). We may expect a similar pattern when this data is re-based on 1998/99 to provide the absolute low-income measure of child poverty. The absolute measure gives us some indication of the change in living standards over time but it is not a particularly useful poverty measure. The existence of substantial numbers of children in absolute low income is illustrative of very deep poverty and we should certainly be shocked by it. The concept is however a limited one, absolute low income is not related to the prevailing standards of society and to be a useful poverty measure it needs to be; poverty is a relative concept. Falls in the number of children reported as poor on the absolute low income measure are very likely, they require minimal government intervention and therefore will merit minimal government credit. The absolute low income measure is the least useful of the proposed measures and progress should not be judged upon it.
Material deprivation and low income combined

11. This measure is one about which we are unfamiliar and about which we must therefore be most tentative. Data does not exist on material deprivation in the FRS, the new DWP child poverty measures document suggests a new suite of questions will be added to the next wave of data collection (2004/05). This suggests both a knowledge gap – it is difficult to judge how many children would be measured as poor depending on how this measure is constructed, and a time-lag - we will not know until we have FRS data which will be in 2006. This may be why the construction of this measure has been left vague.

12. The new DWP child poverty measures imply that material deprivation will be judged to occur if families report not having and not being able to afford items from a list of material necessities. The suite of questions to be included in the Family Resources Survey is attached to the conclusion document as an annex. This list is wide ranging and includes some welcome indicators such as being able to keep the home adequately warm, having a holiday away from home for one week a year, not staying with relatives, and the ability to save £10 per month for a rainy day. The list is heuristically useful, it ought to provide a good basis for winning the political argument as to why increases in family incomes for those on the lowest incomes are so sorely needed. The material deprivation and low-income combined measure has the potential to provide very useful data and insights on the experience of child poverty, as well as on the effectiveness of poverty-reduction strategy. It is very welcome that the income threshold (70 per cent of median) is higher than the previous level, this is an acceptance that families with equivalised incomes above 60 per cent may have financial difficulties also. But it is not sufficiently clear how the government intends to use the material deprivation and low income combined measure.
13. It is unclear whether all of the questions (and, if not, which ones) will be used to determine the indicator. It is also not clear whether it will be the lack of one or of multiple necessities that will constitute measured poverty. Neither is it made clear whether this list will change with time with social norms, and, if so, how those decisions will be made. Since living standards have improved over time it is also important that the list of necessities is also able to be adapted to account for this. This only strengthens the case that CPAG and many others have made for an Independent Commission to regularly review and report on the statistics relating to poverty (for example, in CPAG’s first memorandum to this WPC inquiry).

14. Part of the problem here is the lack of data noted above, and that relevant data will probably not become publicly available until March 2006. Without knowing which groups of children will be categorised as poor under the various permutations of the new measure it is very difficult to speculate as to which will be appropriate. What is clear, however, is that public confidence in the new DWP child poverty measures would be seriously dented if the new measures suggested that many fewer children were poor than under the old PSA regime. To ensure public confidence in the new DWP child poverty measures numeric continuity is needed between the numbers measured as poor on the headline figure of the old PSA regime (the most often quoted after housing costs measure, 3.8 million children in 2001/02) and the new one, if there is not this continuity the government will be seen to have shifted the goal posts. In practice this means that the measure should not be so mean that it categorises only those in the severest forms of hardship as poor (for example by not having multiple necessities from a restricted list), leading to need for only modest policy change to meet the targets.

The relative low income measure 
15. It is easier to examine the implications of this measure than the others discussed since this is more familiar territory and we have more data to use.  First the process of equivalisation or needs adjustment is being changed. The effect of this is to value the costs of younger children more highly, and this will in turn increase the number of children measured as in poverty. The process of equivalisation is rather arcane but it is crucial for the income figures produced and used by the government. The McClements scale (that being replaced by the OECD scale) was derived in the mid 1960s, since when costs of various family members have undoubtedly changed. One persistent criticism of the McClements scale has been that it valued the costs of children too lowly, and so the change is a positive and welcome one. To quantify the effect, under the old method of calculation in 2001/02 21 per cent of children (2.7 million) were measured as living in households with before housing costs equivalised incomes below 60 per cent of the median. With the new measure, the percentage of children living in households with equivalised incomes below 60 per cent of the median rises to 23 per cent (2.9 million)
. 

16. The second change relates to the way in which housing costs are dealt with. The government has decided to stop using an after housing costs measure alongside a before housing costs measure, a very useful practice which it has followed for many years. This change in the treatment of housing costs has received relatively little attention so far in public discussion of the proposed changes, but it is a particularly disturbing decision. The reason for continuing to take account of the AHC measure is that housing is both usually the largest item of spending and is one which does not tend to vary from week to week. In consequence a more accurate understanding of the income is available after having accounted for housing costs (often called disposable income). Fewer children are counted as being in poverty before housing costs have been taken into account than after housing costs have been accounted for, and this is because housing costs bear particularly heavily on families with children. Following this review, child poverty is to be measured on the before housing costs measure only. In 2001/02 the HBAI reported that 2.7 million children were in poverty on the before housing costs measure and 3.8 million on the after housing costs measure
. By settling on the before housing costs measure, the government has reduced the headline figure for the number in poverty substantially. Given that the BHC figure includes housing benefit as income, many of those who would be defined as poor on the AHC but not on the BHC measure will be those in high rent areas (perhaps especially London) being paid for by housing benefit. That they have high housing benefit suggests high costs, it does not suggest that they are not in poverty.

17. Taken with the change in the equivilisation, discussed above, this alters the implied (maximum) headline relative income poverty figure from 3.8 million to 2.9 million children living in poverty in Great Britain in 2001/02. At a stroke the measurement change in the relative low-income measure has ‘removed’ 900,000 children from poverty, as measured in terms of relative low incomes. The government appears to have reduced the number of children deemed to be poor and therefore the number to be taken out of poverty without having actually reduced poverty. By reducing the number of children measured as poor this is likely to make it easier to halve child poverty, but this in practice will make much less difference to the lives of children in poverty than we should expect.

Changing the commitment by redefining ‘eradication’
18. As well as changes in the measures, the review conclusion also refers to how success in eradicating child poverty is likely to be judged in future. This constitutes a very substantial change in the government target which is tantamount to dropping the ‘end child poverty’ goal which was clearly stated by Prime Minister Blair in March 1999:

Our historic aim, that ours is the first generation to end child poverty forever…It’s a 20 year mission but I believe it can be done – Tony Blair, March 1999

Compare this with the detail proposed in the paragraph 71 of the DWP new measures of child poverty document:

Success in eradicating [child] poverty could, then, be interpreted as having a material deprivation child poverty rate that approached zero and being amongst the best in Europe on relative low incomes

And further, in a footnote

Possible ways to define being ‘amongst the best in Europe’ could include: having a relative child poverty rate no higher than the average of the best three countries in Europe; having a relative child poverty rate no higher than the average of the best four countries in Europe; and, having a relative child poverty rate that was within 2 percentage points of the average of the best three counties. Achieving any of these on current definitions would mean having a poverty rate of between that of Sweden and Denmark

19. The only way that we can now interpret the goal of ‘eradicating child poverty’ is not to mean removing every child from poverty at all. It has been changed, downsized, to reducing the relative child poverty rate to meet ‘the best in Europe’. Using Eurostat data from 2001 published with the new DWP child poverty measures
 this implies the following proportion and number of children living in relative income poverty:

· Based on the average of the best three countries in Europe. This suggests an end point around 7 per cent of children living in poverty (900,000 children);

· On the average of the best four, this would be about 8.5 per cent (1.1 million children);

· On the third (within 2 percentage points of the average of the best three) about 9 per cent (1.2 million children). 

20. The changes in the way in which ending child poverty is now to be judged are a long way short of the eradication of child poverty: they imply that we could have up to 1.2 million children living in relative income poverty and the government will still claim to have eradicated child poverty. 

21. There may be a case for setting the point at which child poverty will be deemed to have ended as a non-zero point. After all, measures of ‘full employment’ do not mean that no-one is unemployed. This is not the way for the government to set about it. It may be necessary to accept that it is impossible (at least without major alternations in the distribution of resources) for no child every to suffer any period of child poverty, family incomes may fall, due perhaps to the loss of paid employment or after partnership breakdown. It may therefore be expedient to judge the government’s performance in relation to an expected level of frictional poverty (derived in relation to panel data such as is available from the Families and Children Survey or from the British Household Panel Survey). 

22. Any definition of the ending of child poverty that does not equate to zero needs to justify this on the basis of short lived, frictional, poverty. The existence of a core of persistently poor children would violate any sense that child poverty had been abolished – just as the persistence of long term unemployment would nullify any claim of full employment. So it is not only the numbers in poverty that need to be monitored but the duration of this experience. Both these measures are needed to inform policymaking, but it is particularly important to take account of the second measure of duration before claiming the end of child poverty. To achieve this we propose that the eradication of child poverty should only be judged to have occurred when the level of relative income poverty is not only at least ‘amongst the best in Europe’ but when no child endures relative income poverty for more than one year.
Looking forward
23. Here we return to a central concern. This is what the Department for Work and Pensions changes to the child poverty measure, together with the policy climate, may mean for the 2004 spending review, and so for policies designed to halve and to ‘eradicate’ child poverty by 2020. The effort currently going in to poverty reduction strategies is certainly to be welcomed, no longer is it a question of whether child poverty exists or is a problem, it is how we should set about eradicating it. That is to be commended, together with the progress that has already been made. Analysis reveals two crucial factors that must inform government policymaking: firstly that progress has been made and secondly the scale of the task still remaining. The progress that has been made shows government that more can be achieved. With that in mind, the implicit timidity of both the absolute and the new relative income indicator is to be regretted. They appear to make it easier to ‘eradicate’ child poverty by artificial means, and not in terms of the lived reality of children lifted out of or prevented from falling into the real hardships of poverty. 

24. The material deprivation question is an unknown quantity – there is much to say for this measure, but caution is needed. As yet we do not know how precisely it will be used and we lack sufficient data on which to draw informed conclusions. The material deprivation and low income combined measure will be a step forward if it defines as poor a sufficient number of children to demonstrate continuity with our current understanding of the prevalence of child income poverty.

25. The measurement review contained within it two very disturbing elements,  

(c) the ‘eradication’ of child poverty no longer meant what most would understand by the word. Instead we are now told that this is to mean being amongst the best in Europe. Though this implies a much-improved situation on what we have currently, it is not what we were promised. 

(d) the shift from using both before and after housing costs to relying on just before housing costs measures in the relative income measure has the effect of substantially reducing the number of children currently measured as being in poverty.
The consequence of these two changes is not only to raise the bar (fewer children are defined as in income poverty based on the before than on the after housing costs measure) but to make the targets easier to attain. This is a lamentable step, it lacks the ambition that the children of the UK have a right to expect.

26. Setting this to one side and looking towards the future, there is a real need to make, as Gordon Brown said in Budget 2003, faster progress
 against the milestones. The 2004 spending review offers the possibility to achieve this improvement. Here there is a need for a wider strategy – backed by targets - to deliver further on the pledges. Both the Treasury child poverty review and the Work and Pensions committee reviews provide useful vehicles for encouraging spending departments to recognise the role that they should play in ensuring that policies are both child-friendly generally and specifically assist in the fight against poverty. With this in mind it was concerning to see that when, in February and March 2004, Barbara Roche MP asked what the ministers of a series of Whitehall departments were doing to help achieve the child poverty pledge, they all referred her back to a previous answer by the DWP’s minister Chris Pond MP. For child poverty to be truly mainstreamed all departments must have a responsibility for it, and all would have something distinct to say on it.

27. There is a need for a wider public debate than we are having at the moment. Ending child poverty is a serious challenge, but one against which the government has been making progress and about which it ought to be very proud. The quality of some of the decisions on the new child poverty measures neither matches the importance of the issue nor the future challenge of committing the increasing level of resources needed to keep up with the poverty targets. This requires a wider debate. 
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