ORBAY
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Torbay Child Poverty Commission
Meeting Agenda

Wednesday, 17 April 2013 at 9.00 am
to be held in Main Hall, Windmill Community Centre, Pendennis Road, Hel e Torquay, TQ2 7QR

Membership

Councillor Chris Lewis
Councillor Julien Parrott
Richard Williams
Julie Sharland
Anna Kettley
Michelle Kennedy (Chair)

Councillor Neil Bent
Councillor Robert Excell
Councillor Jenny Faulkner
Sheena Leaf
Nikki Henderson

1. Child Poverty Commission meets the Community
09.00 a.m. - 10.00 a.m.

2. Child Poverty Commission meeting

3. Apologies for Absence
10.00 a.m.

4. Minutes of last meeting (Pages 1 - 4)
10.05 a.m.

7o confirm as a correct record the Action notes of the meeting of the
Torbay Child Poverty Commission on 25" February 2013 and receive any

feedback

5. Matter Arising

6. Terms of Reference (Page 5)
10.30 a.m.
Membership

Proposals for a name change for the Commission to reflect new

For information relating to this meeting or to request a copy in another format or
language please contact:
Susan Moses, Town Hall, Castle Circus, Torquay, TQ1 3DR

Email: governance.support@torbay.gov.uk

(i)




10.

Joined up work to be discussed

Work Plan - 11.00 a.m.
4.1 Work Plan update
4.2 Child Poverty evidence work:

Housing — Homes not Housing (Councillor Julien
Parrott)
Financial Inclusion

AOB
Dates of meetings

31 May 0930-1230 Venue to be confirmed
20™ June 0930-1230 YES, Brixham

Information

(Pages 6 - 14)

(Pages 15 - 35)
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Minutes of the Torbay Child Poverty Commission
25 February 2013
-: Present :-

Councillor Neil Bent, Councillor Jenny Faulkner, Councillor Chris Lewis and Councillor
Julien Parrott, Michelle Kennedy (Chair), Torbay Council: Richard Williams, Director of
Children’s Services, Julie Sharland, Strategic Housing Manager, Save the Children: Anna
Kettley, Head of Programmes, South of England, Nikki Henderson, Community &
Voluntary sector representative, Sheena Leaf, Business sector

(Also attended Chris Forster, Nigel Williams, Louise and Dean, Sharon Clayborough,
Kate Spencer, Overview and Scrutiny,

1. Child Poverty Commission meets the Community (13:15 - 14:30)

The Chair outlined the processes around the workplan for the Torbay’s Child
Poverty Commission who will gather evidence from a variety of partners and look at
different ways of tackling child poverty issues in Torbay.

The Commission listened to the services offered to the community in Torbay and
Sheena Leaf asked the Commission to consider what the business community
could do to help their organisational needs

o Hele’s Angels: Chris Forster talked about the work in the Hele/Lower Barton
area of Torbay which falls in the top 10 areas of deprivation in the Country.
He outlined the types of community services run by the community at the
Acorn and Windmill Centres. A recent bid to the Lottery Grant has been
made to source a parenting/family programme. The Hele office offers
support and advice to the community.

The Commission discussed and noted the impact of crime/antisocial behaviour
including an emerging drug culture. It recognised the improvements in the Hele
and Lower Barton area due to active intervention by PSCOs and neighbourhood
patrols)

e Eat that Frog: Nikki Henderson introduced two young people who shared
their experiences of finding employment and talked about their issues of
living in Paignton and future expectations.

¢ Anode: Nigel Williams talked about the holistic approach within the
Community which offers advice, provides supplies for food banks, furniture
and runs an Aspire programme.
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Torbay Child Poverty Commission Monday, 25 February 2013

e Councillor Bobbie Davis introduced Sharon Clayborough from Home-Start
who offer support, friendship and practical help to parents with young
children throughout the Torbay area. They recruit and train volunteers who
are usually parents themselves and offer them informal, friendly and
confidential support. All volunteers are currently completing a basic
awareness of mental health issues

The Chair thanked all voluntary organisations for their contribution to the meeting.

2. Child Poverty Commission meeting
3. Apologies for Absence

Richard Williams, Director of Children’s Services and CliIr Alison Hernandez. Lesley
Gibbings will be invited when required

4. Minutes of last meeting

The Commission noted the minutes of the meeting held on 4™ December to be a
true record.

Matters arising

The Chair updated the Commission on actions from the last meeting confirming
that:

A Child Poverty Impact Statement was going to Full Council in February

o Welfare Reforms and Topic Guide for Child Poverty evidence work had been
circulated

e The Child Poverty Commission Press Release had been completed and
Chair was being interviewed by Palm radio

Action:
i) Anna Kettley to circulate copy of a Child Poverty Impact statement to
Commission for consideration

Work Plan

The Chair requested a change to the order of the agenda item 6.2 which the
Commission agreed to.

6.2 Child Poverty Evidence Work: Councillor Jenny Faulkner and Anna Kettley
introduced and outlined their research approach securing local front line
professionals working within the field of education. A questionnaire was devised by
an education working sub group which was represented by schools, locality, 14-19
Development Officer and Save the Children UK.
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Torbay Child Poverty Commission Monday, 25 February 2013

The findings resulted in a number of strong key themes being highlighted:-
e Skills for life
¢ Mental Health and Emotional Wellbeing
¢ Intergenerational Deprivation
e Aspirations and Opportunity

The Commission were asked to consider the recommendation to invite
headteachers to a Child Poverty Commission meeting to talk about their
experiences and how the above themes could effectively be addressed and
developed further.

The Commission agreed that they should be invited to the next meeting.

Actions
i) Chairs of TAPS/TASH and Ellacombe/lilsham Academy to be contacted
to identify primary and secondary headteachers to attend.
ii) Mental Health: CAMHS - Bruce Bell to be approached to attend a future
meeting

6.2 (i) Child Poverty Evidence Work: Councillor Neil Bent updated the progress so
far relating to the Community. He highlighted initial findings following an interview
with a teenage single mum attending PAD which were:-

Lack of support from agencies/public

Money management

Utility bills — key meters

Accommodation

Low self esteem/confidence

6 adults were interviewed and talked about their difficulties obtaining employment
when the interview process is on line.

Action:
i) Business sector: Businesses to be challenged on their recruitment
processes involving on line applications (Sheena Leaf)
6.2 (ii) Workplan update: Housing — Councillor Julien Parrott informed the
Commission that he is near completion on his evidence work and will forward a
draft report to the Chair

7. Communications (16:00)

Work is currently in progress for the Child Poverty Commission to have its own web
page through the Torbay main website

8. AOB
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Torbay Child Poverty Commission Monday, 25 February 2013

The Chair informed the Child Poverty Commission that the consultation period had
ended last week and will follow with a Parliamentary statement. A planned Welfare
Reforms event is to be held in Torbay soon.

Action:
i) Chair to forward update Commission on updated Parliamentary
statements relating to consultation into Child Poverty and feedback
on outcomes from the Welfare Reforms event

Future Dates of Meetings

Future dates and venues to be identified and circulated to Commission (Susan
Moses)
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[DRAFT 17 March 2013]

Homes not housing *

A report by Councillor Julien Parrott for the Torbay Child Poverty Commission
(TCPC), April 2013

*Note: the title of this report comes from a particularly perceptive comment made by
Julie Sharland (Strategic Housing Manager) during the course of our discussions.
The needs of children and young people are for homes, and involve a whole lot more
than bricks and mortar. Consequently, the term ‘housing’ is not used in this report
except when referring to technical terms.

1. Outline of research method

Over the course of six weeks, | interviewed eight frontline advisors, providers and
planners responsible for the delivery of ‘affordable’ homes in Torbay. The interviews
teased out a huge variety of reasons for the crisis our community’s children face.
Many of the reasons are clearly linked with other areas of the Council’s work, as are
the solutions.

The discipline of closely examining the need for homes through the prism of not just
children’s needs but the needs of children who live in poverty is both a rigorous and
heart-breaking discipline. Urgent action when it comes to young lives means action
now, not in even weeks or months’ time let alone years. Adult timescales wreck the
life prospects of children living in poverty.

The interviews were as follows:

Ben Thairs Service Development Officer 22/01/13
Julie Sharland Strategic Housing Manager 22/01/13
John Cooper District Manager, Torbay CAB 04/02/13
Frances Hughes Executive Head of Community Safety 08/02/13
Sue Churchill Housing Options Manager 11/02/13
David Pickhaver Senior Strategic Planner 12/02/13
Julie Renshaw Scheme Manager, Chapter One 21/02/13
Jim Knott Private landlord 01/03/13
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The interviews were followed up by interviewees completing TCPC questionnaires.
These are reproduced at Annex A to this report. In the case of John Cooper, Torbay
CAB, he very kindly prepared a bespoke report, which can be found at Annex B to
this report. | would like to thank all who agreed to be interviewed for this research,
and for giving up so much time.

2. Affordable Housing

The term ‘affordable housing’ seems to have a number of definitions, each slightly
different, depending on which part of the homes provision delivery service is being
served. This is clearly unhelpful. A home is unaffordable even if it is made available
at a rent capped at 80% or below of the market rate (including service charges) or
40% of an open market rent price, in the case of many families with children living in
poverty in the Bay. Yet these are the definitions that Planners have to use when
considering developments.

The best definition seems to be the one used by Sue Churchill and her team in
Housing Options ie: a home is affordable if it can be secured for the Local housing
allowance.

Of course, what is affordable is rapidly changing in this protracted recession.
Numbers of court repossessions are creeping upwards. The evidence given by John
Cooper of the CAB sets out the picture as follows:

Between 1 April 2012 and 31 December 2012, the Torbay CAB dealt with 20,730
enquiries of which 7,850 involved children. Of these, some 4,000 were living in
poverty and a further 2,500 were on the brink of poverty or on very modest incomes.

The conclusion that can be drawn from the figures is that there are thousands of Bay
households with children on the brink of poverty even before the advent of universal
credit, the so-called bedroom tax, and the local council tax scheme.

3. Security and Stability

One of the repeated concerns of the interviewees was the inherent lack of stability
and security offered by the current arrangements for the provision of homes for the
thousands of children living in poverty in the bay.

It is clear that a home is about much more than bricks and mortar. It is about a
secure and stable base in a community that will help provide the whole environment
that a developing child will need. The Bay’s reliance on an oversupplied private
rented sector to meet the needs of families living in poverty, together with precarious
incomes, is the single biggest barrier to providing homes that have any real chance
of remaining a child’s home throughout childhood.
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The Bay’s overreliance on seasonal and part-time work, exacerbated by the on-

going recession, means that it is virtually impossible for families to plan ahead in
ways that can secure a long-term home. As we have seen, the numbers of home
repossessions are creeping up and adding further to the burden.

A very straightforward connection between homes and work is the fact that it is
impossible to get work without an address.

The consequences of these twin instabilities (poor quality homes encouraged by
oversupply in the private rented sector and insecurity of jobs and incomes) are
bearing down on children living in poverty by disrupting schooling, breaking up
circles of friends, family ties, activities and clubs. Often families cannot even afford
bus fares from Torquay to Paignton to visit relatives.

4. Recognising that the crisis is already here

All the interviewees were clear on one point. We are in the midst of a crisis.
Operation Mansfield tells us of some of the very worst consequences of child poverty
and the instability it brings to a child’s life. The children who suffered sexual
exploitation were not from well off families.

The figures given by the CAB, some of which are quoted above, make it clear that
the crisis is already here for thousands of Bay children, and it is about to arrive for
thousands more.

Some of the interviewees recalled truly heart-breaking stories. In the case of
Housing Options, the real frontline, Sue Churchill was dealing with a family with
young children with nowhere to live even as she spoke to me.

Increased domestic violence and relationship breakups mean that children are
constantly being moved, along with the other baggage from previous relationships.
There is of course a traceable connection (although of course not a necessary
connection) between poverty and child abuse and other domestic violence.

5. Need for a truly strategic view for homes provision in Torbay

The absence of a signed-off Housing Strategy for Torbay was agreed by
interviewees to be a critical gap in addressing the needs of families living in poverty.
| have seen the current draft and it does seem light on strategy and more a
description of present provision. Perhaps this is the reason that it has not been
signed off by the Mayor/executive. Interviewees clearly felt that this is too little in the
midst of a crisis.

6. The Localism Act 2011
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My attention was drawn to the fact that, under the Localism Act, households are
required to accept an offer of a private rented home. This was not previously the
case. This new legal requirement places an even greater pressure on Local
Authorities to see to it that the private rented sector is providing homes that are
quality homes.

7. Compulsory accreditation schemes for private landlords

The failure of the Bay’s voluntary accreditation scheme, and the new requirement of
the Localism Act (see 6 above) provide the climate for the introduction of a new and
compulsory accreditation scheme. Such a scheme would need to be totally self-
financing and, therefore, adopt a membership-driven approach as opposed to an
inspection-driven approach. | tested this idea with the interviewees and received
guarded support. The main concerns were around cost and what exactly the scheme
might include. | have developed a list of elements for consideration and these are
given at Annex C to this report. Compulsory schemes have recently been adopted by
some Local Authorities. | would recommend that, given the support that seems to be
around for such a scheme, further consideration should be given to this way of
driving up standards in an over supplied sector.

Shelter is currently running campaign to combat rogue letting agents as well as
rogue landlords. Several of the interviewees thought that a compulsory accreditation
scheme for letting agents acting for portfolio landlords would be a good idea and a
possible precursor to a compulsory scheme for landlords.

8. Exclusion and self-exclusion

Mr Knott (private landlord) drew attention to a number of issues around poverty and
its effects on families. These can broadly be described as feeling helpless, not part
of society, constantly being judged, ashamed. These feelings are transmitted to
children who live in poverty.

9. Overarching recommendation for TCPC

As a next step, | would recommend that the TCPC debate this issue at its April 2013
meeting, include this report in its interim report to the Mayor, and highlight for his
consideration in particular the actions that can be taken to improve working and
understanding when dealing with the issue of child poverty in relation to homes
provision. These actions clearly demonstrate the interconnectivity of the actions with
other areas of the council’s responsibilities and can be traced through the completed
questionnaires at Annex A to this report:
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o Need a clear policy on how to use existing resource within the authority eg:
DHP and social fund

e Increase educational opportunities for community learning of budgetary skills
and responsibility for personal finance (introduction of local council tax
scheme and universal credit makes this urgent)

e As above but with regard to fuel poverty, eg: encouraging families not to leave
heating on all day as too many families spend too high a proportion of income
on utilities

o Further address the costs of travel eg: if a child from Ellacombe wins a place
at Torbay Grammar School (Boys’ or Girls’ Grammar) that child might
currently be precluded from taking up the place due to cost of fares.
Continuity of schooling in the face of shifting homes provision is a growing
issue

e Encourage better deals with local employers regarding minimum hours
(underemployment is a more significant problem in Torbay than
unemployment)

e Deliver a Housing Strategy that is truly strategic

¢ Develop a workable and self-financing compulsory accreditation scheme for
private landlords and letting agents

e Lower the site size threshold for affordable homes

¢ Raise the local housing allowance for three bedroom homes.

Julien Parrott

Councillor for Ellacombe Ward, Member of the Torbay Child Poverty
Commission, Member of the Children’s Policy Development Group, Member of
the Health Scrutiny Board, Torbay
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Annex C

Elements of a Compulsory Landlord Accreditation Scheme (Membership
driven approach)

High profile publicity for maximum public recognition (crest/logo)
Code of Conduct

Disciplinary conditions of membership

Sanctions

Insurance scheme

CPD for landlords

Tenant education (rights and responsibilities)

Enforcement through sample property inspection

Registrar (not just an administrator)

Note: a similar scheme could/should be developed for letting agents
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Appendix 1

Torbay Child Poverty C om m ission
FInancial Inclusion :W hatdow e need to do?

Date:9 April2013

Report Author: C 1lr A lison H ernandez

Purpose of the report:

T o better understand the issues of fnancial inclusion w ithin low -incom e fam ilies n
Torbay and w hat action m ay need to be taken to alleviate this.

How Inform ation w as collected :

e Observation ofl: interview sw ith clients utilising the C itizens A dvice Service,
Torquay and Q uids for K ids initiative by Torbay Council— 12 Feb 2013
o 1: Interview w ith Julie Shotton, Team Leader, Revenue and Benefits, T orbay
Council JS)—- 6 Feb 2013
e Jonntly organised sem inar betw een Torbay C ouncilE lected M em bers of the
Policy D evelopm ent G roup (€ om m unities) and Plough & Share creditunion -5
M arch 2013
e O ther sources:
o Ending Child Poverty:The im portance of incom e In m easuring and
tackling child poverty, G raham W hitham ,UK Poverty Advisor — Save the
Children - M ay 2012 GW )
o0 Torbay CouncilPeople (C om m unities) Policy D evelopm ent G roup C redit
Union Report — Fran Hughes - 27 M arch 2013 FH)
o Child Poverty and life chances in Torbay April— D ecem ber 2012, John
C ooper, D istrict M anager, Torbay C itizens A dvice Bureau — January 2013
Jc)
o0 Presentation by Anna K ettley, Save the Children,M em ber of Torbay Child
Poverty Comm ission M eeting 14 N ovem ber 2012 @K )
o0 W elareReform - New SocialFund R esponsibilities: R eport to Torbay Full
Council27 Septem ber 2012 :Linda Owen O )

Key facts:
4% ofchildren in Torbay are living in poverty” @K )
“60% of fam ilies in poverty are in work” AK)

“52% of single parent fam ilies currently live below the poverty lne” @AK)
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“The Living W age cam paign was launched in 2001 by parents in East London,who

w ere frustrated thatworking twom inim um wage jobs leftno tim e for fam ily life.The
currentnationalm nin um wage is £6 .19 while the recom m ended L Iving W age is

£7 45" hitp/Aww Jivingw age org uk)

The SocialFund successorm odel for supporting households w ith financial discretionary
support has an Indicative allocation of £552,980 for 2013/14 and 2014/15.An interim
schem e has been approved for year one and altermative arrangem ents could be
considered for the second year. ([LO)

“The speed of processing benefit clain s is param ount for tenancy security. T orbay
Councilhasm ade big changes recently to reduce waiting tim es.” JS)

“One of the consequences of having m em bers of the publicw ho are financially excluded
is the proliferation ofaltemative m eans of raising flnances such as loan sharks, pay
day loan shops, pawn shops, high interest credit shops e g.Brighthouse and other such
businesses.” FH )

“Tfw e w ere able to engage better w e could help m ore and signpost them to the help
they need. M obile phone and Intermet access w ith clients is good and they know where
the free w ifi hotspots are.” JS)

Personalobservations:
CAB visit:

e Those arranging a D ebt R eliefO rder appeared to have debts accum ulated
through nom al living costs, like telephone bills, utility bills, and allthat I
personally m et also had overpaym ents linked to w orking tax credit or other
governm entbenefit/subsidy .

o The speed atwhich claim s are am ended and the ease ofwhich to do this due to
changes in personal circum stances is param ount.Som e of those Im et stated
they would neverm ake a clain for benefits they m ay be entitled to again
because of the fear of overpaym ent and the consequences.

o Allofthose thatIm etwere in work but their eamings w ere not enough to cover
basic costs and over tim e this had led to debtproblem s.W ays in which either the
eamings can be increased or outlay of living costs reduced are the tw o cbvious
solutions.

e People have extrem ely easy access to credit now adays, w hich could be seen as
the ultin ate In financial nclision, how ever the cost of repaying this can be
extrem ely high and can exacerbate their existing financial struggles. E fforts
should be focused on accessing low er cost finance.
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R ecom m endations:

A s the Chaim an ofthe People (C om m unities) Policy D evelopm ent G roup I have
facilitated cross-party w orking to raise the profile of issues affecting financial inchision
and already begun to shape policy in this area for Torbay C ouncil. Som e of these

recom m endations below are linked to these efforts:

R1:Thewelfare reform s should be utilised as an opportunity to create better
engagem entw ith residents who interactw ith the C ounciland other agencies.

T echnology developm ents should be continued to enable electronic clain s, along w ith
the built-in use of em ails, texting and socialm edia.

R 2:The delivery arrangem ents of the social fund should be review ed after year one and
further aligned w ith other efforts to help thosem ost In need eg jointly delivered w ith
C itizens A dvice Bureau or a creditunion.

R 3 : Prom otion, support and encouragem ent of volunteers to operate m ore low er cost
credit options such as credit union outlets, and particularly help in facilitating the
offering ofa H igh Street presence and seriously considering an Em ployee Payroll

G ving Schem e to such an entity.

R4:Tipson how to live on a low -incom e and m ake them ost of yourm oney should be
publicised. An exam ple of this can be found at:
http://www.frontlineworkerstoolkit.org.uk

R5: The Living Wage campaign is an opportunity to raise income levels and a list of such
employers should be promoted and could be rewarded locally in some way
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Agenda Item 10

The Real Cost of Living

Nicola Smith and Ivan Mathers
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Summary

In recent years families have experienced both downward pressures
on their incomes and upwards pressures in the prices of the most
essential goods they buy. This has led to a strain on their incomes.
This report aims to highlight the impact of these financial pressures
on low income families. Using interviews conducted directly with
our service users we show how low income families increasingly feel
that the risings costs of “essentials” - such as food, energy,
transport and childcare are putting a strain on the family budget.
The report also contains new analysis of economic data which
confirms it is currently low income families who are feeling the
biggest impact from rising prices. Examining the goods and
services that families on the lowest incomes buy reveals that in
2012 families on low incomes saw an inflation rate of around 0.4 -
0.5 percentage points higher than the average.

In this context Barnardo’s is concerned that the recent Welfare
Benefits Up-rating Act 2013 exposes families to a substantial
inflation risk. Committing to increasing benefits by only one per cent
in future years means that living standards for poor households
could be substantially reduced.

Barnardo’s is calling on the Government to ensure that it shields the
poorest families from the worst effects of rising prices. In particular
we believe the Government should commit to reviewing the decision
to increase benefits by one per cent if inflation increases beyond 2.5
per cent.

Furthermore, the Government should take steps to help families
with the increasing burden of high childcare costs and energy
prices. It should do this by extending the increased subsidy for
childcare within Universal Credit to all low income working families
(not just those working full time), and by using revenues from its
carbon tax to support energy efficiency schemes particularly
targeted at low income households.
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Section one: Introduction

On April 8 2013 the Welfare Benefits Up-rating Act will come into force. This
legislation will restrict rises in working age benefit to only 1 per cent for the
next two years irrespective of how much prices rises in this time. Such a
move is concerning at a time when we believe that low income families are
experiencing significant upward pressure in the price of essential goods and
services. Items such as food, fuel and childcare have all seen above inflation
increases in recent years and families Barnardo’s work with have told us this
is putting increasing pressure on household budgets. New analysis of
existing economic data done for this report also confirms that that current
price increases on essential goods and services means that low income
families are currently experiencing higher inflation rates than average.

This legislation is coming at a time when the impact of the current economic
downturn on low income families has been both large and long lasting. The
most recent figures suggest that there are around 3.6million children living in
relative poverty and around 1.4million children living in absolute poverty in
the UK and that during 2010-11 average household incomes fell by 3.1 per
cent, the largest year on year fall since 1981."% Furthermore, the Institute
for Fiscal Studies (IFS) projected that by 2013 there would be 900,000 more
children living in absolute poverty than there were in 2009.°* The
Government’s measure of absolute poverty uses a fixed income benchmark
as a way of assessing whether living standards are increasing or decreasing,
and so gives a clear sign that incomes and living standards for many families
are likely to have declined in recent years.

This report will take a closer look at households’ spending habits and how low
income families are being affected by inflation in the current climate. We use
information about spending habits gathered from a number of focus groups
we held at Barnardo’s children’s centres and family support services across
the UK between December 2012 and February 2013.° Here we asked what
families were spending their money on, how they were budgeting, and how
they dealt with the challenges of ensuring that a low income is stretched to
meet the family’s needs. The families we spoke to came from a diverse range
of situations. In some of the families there was no one in paid employment,
but many had at least one parent in a low waged job, although they needed
to rely on the top ups of tax credits and Child Benefit in order to survive. We
spoke to both single parent families, and couple families, younger parents
and those who were more mature. Most of the children in the families we

' DWP (2012) Households below average income. Department for Work and Pensions, London.

2 Brewer, M. et al. (2011) Child and Working-Age Poverty from 2010 to 2020. Institute for Fiscal Studies,
London

3 Cribb, ). et al. (2012). Living standards, poverty and inequdlity in the UK: 2012 Institute for Fiscal Studies,
London

* Brewer, M. et al. (2011) Child and Working-Age Poverty from 2010 to 2020. Institute for Fiscal Studies,
London

* We held seven focus groups in all, these were held in Leicester, Kidderminster, Sandwell, Newcastle
Upon Tyne, Belfast, North West Wales and Glasgow.
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spoke to were under 10, and one focus group was specifically undertaken
with parents of children who had additional needs. Section two of this report
details what these families told us about their spending habits.

We then combine this information with the analysis of the most up to date
economic data. Section three of the report compares what our families tell
us they are spending their money on with how the prices of these goods has
changed in recent years and highlights how our families told us they were
responding to these rising prices (including cutting back and changing their
spending habits). Section four takes this analysis further by looking to
survey data to give a detailed analysis of how low income families across the
UK spend their money (with similar goods and services identified as those
highlighted by our families). This section also looks at the living cost
increases that low income families have experienced in recent years
compared to those with higher incomes. Finally, section five concludes and
sets out some key measures that Barnardo’s believes could help improve the
situation for families both by helping to shield them from the cost of inflation
and by helping them to bring their costs down in the two key areas of
childcare and energy prices.

Section two: What did the families we interviewed tell us was most
important?

“"Everything has gone up but the wages haven’t, they’ve just stayed
the same” (mother of a nine month old Newcastle)

The resounding message we received was that families are finding it
increasingly difficult to cope financially. Many families had been hit hard by
the economic situation. A number reported that at least one parent had been
made redundant - particularly as a result of cuts in public sector
employment. Two families had been reliant on self employment but the
business had folded as a result of the poor economic climate. Many of those
in work also reported that their employment situation had become more
precarious. One family reported that the husband had lost his shift
allowance; another that their son had been forced to work only four days a
week, because there wasn’t enough work for a full time post. A number of
people reported having to take up jobs offering only temporary, fixed term
contracts, or flexible contracts where the amount of hours offered varied
considerably from week to week. This meant they were less and less sure
how much money they would get paid from week to week, or for how long
they would be working.

Families also reported being hit by changes in welfare. Reductions to Child
and Working Tax Credit had hit some. Others were concerned about
impending changes, such as changes to Disability Living Allowance (DLA) and
the move to Personal Independence Payments (PIP) - one parent with
fibromyalgia and arthritis reported they had already lost their DLA payment
because "I was too happy at the interview”. Others reported their concerns
around the new rules on under occupancy in social accommodation - the so
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called Bedroom Tax, particularly in areas where it was felt there was a lack of
smaller two bedroom properties to move into.

In addition to concerns about money coming in, families also reported that
they were finding that prices for their main outgoings were going up
considerably — meaning many families had had to adapt their lifestyles as
section four of this report shows. Added together with a more precarious
employment situation, lower welfare payments and higher prices meant
many families were finding themselves worried about money more than they
had been in the past which was causing strain within families

"Dealing with all this makes you really tired. You cope by going into a
wee bubble: a wee happy place. You just tell yourself 'It’s fine, we’ll
cope.’ It brings you even more down if the whole community is feeling
like this. If nobody bursts out of their bubble the whole cycle will just
keep on repeating.” (parent Glasgow)

"I don’t look forward to pay day, it causes anxiety trying to decide
what to pay” (parent, North West Wales)

Putting money away in case of unexpected or one off expenses such as a
washing machine breaking down or the car tax being due was becoming
increasingly difficult for families and many reported feeling very vulnerable
since they had no safety net. This meant that the only option was to spend
available money on day to day expenses and rely upon borrowed money -
either from family or from formal sources (including the soon to be abolished
social fund) for unexpected expenses. Previous Barnardo’s research has
emphasised the importance of an adequate safety net for families in helping
them avoid falling into unmanageable debt.®

"I used to be a saver all my life I've always worked luckily you know?
And then I lost my job and all our savings now have gone, my
husband has been off work and because of that and the kids we have
no savings now and this is by far our worse fear because we always
have had a little bit, a safety net and we have nothing now” (mother
of two children, Kidderminster)

"When I moved into my house I didn’t have a thing, I didn’t have a
sofa or nothing and I had to buy it on credit just so I had something to
sit on and that’s the way we’ve got to live”. (mother of a two year
old, Newcastle)

Families across the UK reported their main outgoings as falling roughly into 3
or 4 areas. The main outgoings reported by families were as follows:

e Food
e Heating
e Transport - particular car costs and bus fares

¢ Mathers, |. & Sharma, N. (2011). A Vicious Cycle. Barnardo’s, Barkingside.
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e Childcare

Section three: What has happened to living costs for poor families
recently?

Based on the focus groups we decided to undertake some more in depth
analysis to see whether the messages from the families we work with were
evidenced more widely. We found that the results closely matched with what
service users told us. We found that not only do families on the lowest
incomes spend a higher proportion of their budget on essentials, but also
that the price of these essentials has generally been increasing rapidly,
particularly in 2012.

Chart 1 shows how far above or below the headline Consumer Price Index
(CPI) inflation rate a range of goods were during 2010-2012. Where the
chart shows a positive value it means that the price of that good was growing
above the headline rate of inflation during that year, and where it is
negative, prices were growing below the headline.

Chart 1: Inflation of essentials relative to CPI
headline measure 2010-2012
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Energy

"I think gas has gone up, I've been spending too much on gas but its
one of those things you can’t cut back on or you’'d freeze!” (mother
of a two year old, Newcastle)

2010 and 2011 was notable for substantial, above inflation growth in the
prices of liquid fuels (such as oil and kerosene). The prices in this area grew
by over 20 percentage points above the headline inflation rate in each year.
However, in 2010 this was offset to some extent by electricity, gas and solid
fuels rising below inflation. By 2012 liquid fuel price growth was close to the
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overall rate of inflation. However, other domestic fuels and utilities saw
above inflation increases, most notably the price of gas but also electricity,
water and solid fuels.

Electricity and gas came up as an area of significant spending in our focus
groups. Many of the focus groups were conducted during a significant cold
snap, and families reported difficulties keeping their homes at a suitable
temperature. Some families reported prioritising heating at a time when the
children were awake but turning it off or down otherwise.

"We are trying to turn our heating down a little bit at the moment,
where I can I used to run it at 17 and I am now taking it down to 15”
(mother of two children, Kidderminster)

"When the kids are up you know I put it on for the kids but as soon as
they’re in bed I leave it running for about half an hour you know after
they’ve gone and then turn it off and you sit there with jumpers and
covers round you” (mother, Northern Ireland)

Lack of insulation meant that one parent in particular reported that their
home was difficult to keep warm without significant cost.

“I've still got single glazing windows and my curtains well I've got
really thick curtains and they still don’t keep the heat in and like how
do they expect people to keep warm?” (mother of a two year old,
Newcastle)

Wider evidence shows that when the prices of domestic utilities increase
consumers tend to scale back their expenditure in this area, but that in the
short term this effect tends to be relatively modest as there is not much
scope to cut back. In the longer term households tend to cut back more.” In
addition, there is also a small body of evidence which suggests that low
income households may suffer disproportionately when prices rise.® A study
from the Centre for Sustainable Energy highlighted a significant number of
households with low incomes but high energy consumption - these
represented around 18 per cent of electricity customers and 17 per cent of
gas customers®. In a discussion paper The Office of Gas and Electricity
Markets (OFGEM) highlighted that these customers were the most likely to
respond to increasing energy prices by directly cutting back on heating.
Households on low incomes and in private rented accommodation suffer the

7 See for example DECC (2010) Alternative Reference Projections.
http://archive.theccc.org.uk/pdfs/DECC%20-%20CE%20Alternative%20Ref%20Projections%20Appendix.pdf
, accessed 27 March 2012

8 See for example a study from California: Reiss, P; White, M (2002) Household Electricity Demand, Revisted
http://www.stanford.edu/~preiss/demand.pdf

? Centre for Sustainable Energy (2008) Assessing the social impacts of a supplier obligation: report to DEFRA
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most as they are less able to implement energy efficiency measures when
the price of utilities increases.™®

The ultimate impact of fuel poverty is on the health of children. Through
previous reports'* and recent work Barnardo’s has conducted with the Energy
Bill Revolution campaign demonstrated the real impact of living in cold
homes on children’s health. Children living in cold homes are twice as likely
to suffer from asthma and other respiratory problems compared to those
whose families can afford to keep the house warm.*?

‘Individuals who are already suffering from financial poverty are
increasingly having to decide between keeping themselves and their
families warm or having sufficient food to keep them healthy. This
then impacts in all other areas of their life from relationships to mental
healtl;Band other general health issues.’” (Barnardo’s worker, Priced
Out)

Food

“"Everything has gone up but the biggest [item] that has gone up is
food” (father of two, Kidderminster)

Chart 1 shows that over the period 2010-2012, general food prices grew
closely in line with the overall rate of inflation, growing slightly below
inflation in 2010 and slightly above inflation in 2011 and 2012. Chart 2 shows
these trends in more detail. It demonstrates that from mid 2010 to the
beginning of 2011, the year on year change in food prices was higher than
the overall rate of inflation. This was particularly noticeable in the fruit and
vegetables categories. During the remainder of 2011 and early 2012 fruit and
vegetables increased at below the headline inflation rate. However, in recent
months the price of food, and in particular fruit and vegetables, has again
started to increase more quickly than the Consumer Price Index (CPI) again.

' Ofgem (2009) Can energy charges encourage energy efficiency?
http://www.ofgem.gov.uk/Sustainability/ Documents1/Final%20discussion%20paper%2022%20]uly.pdf,
accessed 27 March 2013

" Barnardo’s (2012). Priced out. Barnardo’s, Barkingside.

"2 Barnardo’s (2013) Press Release http://www.barnardos.org.uk/news/latest-news.htm?ref=86655, accessed
27 March 2013

'3 Barnardo’s (2012). Priced out: Barnardo’s, Barkingside.
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Chart 2. Food price inflation since 2010
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Families in all focus groups reported having to adapt their food spending
habits, in the face of rising food prices, and reduced incomes. Many families
reported simple measures such as switching to cheaper stores, or buying less
“named brand” goods - branded food was increasingly being seen as a luxury
item. Many also reported doing more meal planning, particularly by planning
meals around what was on special offer in the supermarket. Changing how
they paid for their shopping also came up in a number of groups, with some
families preferring to shop for food using cash to keep control of how much
was being spent and being able to put things back rather than go over
budget.

"Definitely changed the way that I shop for food, there are no luxuries
anymore” (mother, Sandwell)

"The first thing you do is move down a brand” (mother of a four
year old, Kidderminster)

“[if I had extra income] I could buy nicer beans, Heinz” (parent,
North West Wales)

Other families reported having to take bigger steps, cutting back on
expensive food such as fresh meat, or fresh fruit and vegetables, even if this
meant buying unhealthy alternatives, or even missing meals entirely, to save
money.

“Fruit is expensive - it’s difficult to afford the five-a-day the
Government says you should eat. You can buy giant “super saver”
packs at (some supermarkets) — but they go off really fast so they can
make eating fruit even more expensive if you have to throw them
away” (mother, Leicester)

These stories are reinforced by academic evidence that has examined how
households respond when prices rise. Notably, a report conducted for the
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Department for Environment, Food and Rural Affairs (DEFRA) found that
households facing lower prices for fruit and vegetables tend to have better
diets and that if consumers face increased prices for fresh fruit and
vegetables they tend to switch towards canned fruit and vegetables and
juices. The authors concluded that this could potentially impact on health and
wellbeing, given that fruit juice only counts as one of the target “five a
day”.'* Furthermore, the study also highlighted how households tend to
move towards cheaper meat with a higher fat content when faced by higher
prices in this area.

Transport

“I drive but I try not to go anywhere” (mother, Northern Ireland)

One category of expenditure not included on chart 1 is the fuels and
lubricants category (which included the price of petrol and diesel), which
during 2010 and 2011, grew by more than ten percentage points above CPI
each year. This, coupled with above inflation increases in the price of
passenger transport in 2011 and 2012, helps to explain the sentiments
commonly expressed in our focus groups, that the price of transport has
increased substantially in recent years, relative to families’ budgets.

Families in our focus groups reported that rising transport costs were
impacting on what the family could do, making it increasingly difficult to go
anywhere that wasn’t within walking distance - even if activities were free
when the family got there. One particular family in the North West Wales
focus group reported being frequently unable to afford urban bus fares
meaning that the parent has to walk significant distances carrying heavy
goods on a daily basis to provide for their family.

“Its changed how we use the car, we are finding that we are putting in
just enough to do us for what we need to do that week and then we
think if we are going to take [son] to “just play” or something we have
to think about that” (father of two, Kidderminster)

"Even things that are free - like museums and parks - you’ve still got
to pay for transport etc” (mother, Glasgow)

"I got rid of my car, I don’t have a car now, I have to get lifts
everywhere, its hard to give it up once you’ve had it” (mother,
Northern Ireland)

Childcare

"I can’‘t afford to work, but I can’t afford not to work”. (mother,
Leicester)

" Tiffin, R. et al (2011). Estimating food and drink elasticities. University of Reading, Reading
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The high cost of childcare is an area that Barnardo’s has previously
highlighted as being particularly important to the poorest households. Not
only can high childcare costs cause a strain on household budgets but they
can also act as a significant disincentive for parents looking to move into
work or increase the hours that they work.'® Evidence from the Daycare
Trust suggests that childcare costs have grown substantially above inflation
in recent years. The most recently available publication suggested that
nursery costs rose 6.6 per cent and childminder costs rose by 5.2 per cent
for children aged over 2 during 2012, both substantially above the general
level of CPI.

In the focus groups families reported that childcare was becoming so
expensive that if they had to bear the full cost themselves, then it often
didn’t really pay to work. Some mothers reported staying in employment
because they had worked hard for their jobs, but there was little financial
benefit for the family after childcare costs. This can lead to a general
perception within communities that work doesn’t pay when you have small
children.

"I've gone back to work (after having kids) because I want to keep
my career; I've worked hard to get there. But I'm out of pocket
because of childcare and transport” (mother, Leicester)

"My friend, she’s working but she’s literally having to pay the
childminder ...then she’s literally taking out a loan every week to pay
the childminder then paying it back with other loans and then another
loan and then she’s in debt for so much” (mother, Northern
Ireland)

An additional problem for parents who were working on flexible contracts was
that if they were not guaranteed the wage then they couldn’t commit to
childcare, which was often not available on a flexible basis.

"Childcare would have been so difficult if I didn’t have grandparents...
if they’re saying you may work 7 and half hours or you may work 30
this week then you could never have paid for anything because you
could never have guaranteed the wage” (mother of a 13 month old,
Kidderminster)

Many of the families reported that they were cutting back on childcare costs
by avoiding them completely. Some were relying on grandparents where
possible, although since many grandparents were themselves still of working
age, this restricted employment options. Others reported that they were only
taking up offers of formal childcare where there was help available to meet
the costs. Many reported feeling they were restricted to jobs which could be
done around the free hours of pre-school education offered for 3 and 4 year
olds.

'S Barnardo’s (2013) Paying to work: childcare and child poverty. Barnardo’s, Barkingside.
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"I have a childminder at the moment, she lives across the road from
me so I know her but I only use because I go to Tech and I get a grant
from the Tech to pay for the childcare, otherwise I wouldn't...the prices
are mad, like if I had to pay [her] out of my own pocket it’s a hundred
and five pound a day, for three kids” (mother, Northern Ireland)

"I've got two sets of grandparents who are able to look after him but
otherwise there would have been no point in me going to work
because I would have ended up paying” (mother of a nine month
old, Kidderminster)

In the 2013 Budget the Government announced that around £1billion will be
invested in improving childcare affordability for parents.’® However
Barnardo’s is concerned that this investment is insufficiently targeted on the
families who need it most. Only around £200million of the total funding
package will be targeted on low income families receiving Universal Credit.
With the new announcement the proportion of childcare costs covered by
Universal Credit will increase from 70 per cent to 85 per cent. Unfortunately,
this increase will only be for families who are paying income tax, meaning
that the part-time workers are effectively excluded. Barnardo’s has
previously demonstrated that many part time workers will face poor
incentives to increase the hours they work and lift themselves out of poverty
under Universal Credit once childcare costs are factored in. We therefore
believe that the proportion of childcare costs covered under Universal Credit
should be extended to 85 per cent for all families.

Section four: What does this mean for the living standards that
families have experienced in recent years?

We highlighted the costs of food, energy, transport and childcare specifically,
as time after time they were raised by families as being amongst the most
important items in their budgets. However, to get a more complete picture of
how rising living costs have impacted on low income families it is necessary
to examine more comprehensive survey evidence on where households
spend their money. It may be that whilst prices in these areas have been
rising, other areas of household spending may have been falling, therefore
helping to offset the impact on families.

To examine this in more detail we used the Living Costs and Food Survey
from 2010, which asks households a range of detailed questions about how
they spend their money, and allows this information to be broken down by
their household characteristics. To understand how households experience
inflation we broke down information on their expenditure into 85 categories.
By matching each of these categories to the price increases seen recently in
that area, we were able to get an idea of the ‘personal’ inflation rate
experienced by each individual household in the survey.!’

¢ HM Treasury (2013) New scheme to bring tax-free childcare for 2.5 million working families http://www.hm-
treasury.gov.uk/press_29 13.htm, accessed 27 March 2013.
"7 For a full explanation of the methodology please see Annex A
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One especially important thing to consider is that the most recent
information on expenditure that is publicly available is from 2010. In order to
get a feeling for what has happened to living costs for low income households
we made an assumption that household expenditure patterns in subsequent
years have remained the same as they were in 2010. This is a strong
assumption, as in reality, when the prices of goods and services change,
consumers will make changes to the way they spend their money. In fact as
we have already highlighted, families spoke at length during our focus groups
about how they were changing their spending habits in response to
increasing living costs. For this reason, figures for 2011 and 2012 should
therefore be treated as only indicative, rather than a definitive picture of how
households experienced inflation. A more detailed discussion of this
assumption is provided in Annex A.

The first thing that our analysis confirms is the importance of essentials in
the budgets of low income households, as demonstrated in chart 4. Taken
together the proportion of expenditure devoted to essentials such as food,
domestic fuel and utilities, is substantially higher in households with lower
incomes. For those in the second income decile, 29 per cent of their total
expenditure was on food, fuel or domestic utilities, compared to only 17 per
cent for those in the top income decile.!® Once expenditure on rent is
included the disparity increases further, with the proportion of spending on
these essentials being over twice as high for those in the second income
decile compared to the highest.'® For the most part, as income increases the
proportion of expenditure devoted to these essential categories decreases.
The main exception is the lowest income decile who report whose
expenditure on gas, electricity and food is lower than the income deciles
directly above. This may reflect research which shows some households who
report the lowest incomes in surveys actually have relatively high living
standards®®. However, it is noticeable that including rent substantially
increases the proportion of their expenditure devoted to essential goods to a
point where it is much higher than any other income group.

'8 To calculate deciles we ranked the households on the survey according to their income and then split
them into ten equal groups. Decile one therefore represents the households with the lowest 10 per cent
of incomes, and decile ten those households with the highest 10 per cent of incomes.

'” See Annex A for a discussion of how housing costs are treated in inflation measures

2 Brewer, M. et al. (2009). The living standards of families reporting low incomes. DWP Research Report No.
577. Department for Work and Pensions, London
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Chart 3. Proportion of household expenditure on various
essential goods by equivalised income decile
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Because households on the lowest incomes make a higher proportion of their
spending in these essential areas, it means that they are disproportionately
hit when these prices increase. Combining the information on spending
patterns with data on price increases from the Office for National Statistics
(ONS) confirms this.

Charts 4 and 5 highlight what has happened to the average inflation rates of
low income households since 2010. The picture reinforces the headline
inflation trends highlighted in the section above, and the messages that
individuals in our focus groups told us. During 2010 the average inflation rate
faced by the lowest income households was below the average experienced
by other households. A more detailed examination of the data shows that
taken together, falling prices of gas, electricity, and to a lesser extent water,
combined to reduce the average inflation experienced by those in the lowest
income decile by over a quarter of a percentage point. Whilst fuel and rent
costs exerted a substantial upward pressure on living costs, the falling price
of utilities helped to ensure that those on the lowest incomes experienced a
below average inflation rate. Furthermore, the impact of increasing fuel
prices on the cost of motoring had a greater impact on those households
further up the income distribution that spent a greater share in this area.
Items such as motor insurance and the price of second hand cars also
exerted substantial upward pressure on living costs for richer households,
and whilst this was tempered to some extent by falling energy prices, this
effect was less significant than for lower income households.
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Chart 4: Inflation by income decile, 2010
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Chart 5. Inflation by income decile, 2012
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By 2012 the average inflation rate for low income households had moved to
being substantially above the rate experienced by other households.
Households in the bottom two income deciles experienced an average
inflation rate of around 0.4-0.5 percentage points above the average for all
households. For the lowest income group the largest contribution to their
overall inflation rate was typically rent, which accounted for around one third
of their average inflation. Gas, electricity and water accounted for a fifth of
the average inflation experienced in this decile, and taken together the meat,
vegetables and bread, rice and cereals categories accounted for a further 8
per cent of the overall inflation rate. There is a similar picture for households
in the second income decile, with rent contributing slightly less to their
experience of inflation, but domestic utilities accounting for slightly more.
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Section five: Conclusions and recommendations

Traditionally families on low incomes would be shielded from these price rises
as welfare benefits would increase in line with inflation. From April 2013 the
majority of benefits will be increased only by one per cent, rather than in line
with the CPI measure of inflation. This will, in all likelihood, reduce living
standards for families on low incomes who receive benefits. However, the
analysis above demonstrates that if the price of essentials increases
substantially over this time period, the impact on living standards will be
compounded.

Barnardo’s is concerned that the impact of benefits up-rating policies on the
health and wellbeing of children in low income households is highly uncertain.
The Government is clear that the impact of this policy will be to push around
200,000 more children into relative poverty. However, the real impact of this
policy on the living standards of children will be determined by how quickly
prices, and in particular the prices of key essentials such as food and
domestic utilities, increase over this period.

The stories we heard from focus groups demonstrate that families are
especially sensitive when the prices of essential goods and services increase.
The analysis that we have conducted confirms this, showing that when prices
of essential goods increase it is those on the lowest incomes that feel it most.

With recent policy reform in the Welfare Benefits Up-rating Act 2013 it is
clear that in coming years families on the lowest incomes will be less
protected from price rises. Not only will benefits fail to keep up with the
general cost of living as they are increased by only one per cent each year,
but this impact could be magnified if the price of essentials increases rapidly.

Our focus groups also highlighted the direct link that many families feel
between rising prices and their standard of living. We heard many stories
about how increases in the cost of living were causing families to scale back
their expenditure on key essentials, often to the detriment of their wellbeing.
Again, this is something that is reinforced by wider evidence in this area,
suggesting that rising costs of essentials often do act to directly reduce the
living standards of poor families.

Barnardo’s is focussed on the wellbeing of the UK’s most vulnerable children
and as such, we have deep concerns regarding the risk to children’s living
standards and life chances that has been introduced by the policy of
increasing benefits at only one per cent. For this reason, we urge the
Government to:

a) Commit to reviewing its decision to increase benefits below inflation if
September CPI inflation is above 2.5 per cent over the next two years.

b) The Government must tackle the poor incentives that childcare costs
create for part-time workers by increasing the proportion of childcare
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costs covered by Universal Credit to 85 per cent for all families, not
just those paying income tax.

The Government must also take steps to better insure low income
households are protected from rapid price increases in the goods that
are most essential to them. As part of the Energy Bill Revolution
campaign Barnardo’s is calling for the Government to ensure that
revenues from its carbon tax are recycled into supporting energy
efficiency schemes particularly targeted at low income households.
Committing to this will help to ensure the most vulnerable households
can better protect themselves against rising energy prices — something
that will become even more important in future years.
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Annex A - Methodology

To establish the inflation rate for each household we took a similar approach
to that employed previously by the IFS. %! This involves three main steps:

e Separating expenditure for each household in the Living Costs and
Food Survey into 85 high level categories designed to match the
classification of individual consumption by purpose (COICOP)
categories used for the calculation of the CPI measure of inflation.

e Establishing the annual change in living costs faced by each
household, for each of the 85 expenditure categories. We matched the
CPI data relevant to the month that the household was surveyed (E.g.
If they were surveyed in January then the CPI data for January was
used)

e Deriving a ‘personal’ inflation rate for each household by weighting
the proportion of expenditure in each of the categories by the price
growth in each of those categories.

One clear limitation of using the CPI measure of inflation to understand how
living standards vary across the income distribution, is that housing costs for
home owners are not included in the basket of goods. Expenditure in this
area is higher for households further up the income distribution, meaning
that analysis of CPI across the income distribution may give an
unrepresentative picture of how living costs vary. However, as for the
majority of the analysis period, growth in the cost of mortgage interest has
only shown modest increases, as highlighted in the Retail Price Index (RPI)
measure of inflation, we believe that this issue should not impact the results
of our analysis too much.

In order to get an understanding of the potential inflation rates experienced
by households across the income distribution in 2011 and 2012, we had to
assume that households allocated the same share of expenditure to different
areas in 2011 and 2012 as they did in 2010. However, there are a number of
reasons to believe that this assumption will not hold true. For example:

e Over time households’ incomes will increase or decrease, inducing
them to change their spending patterns to take account of their
changed income.

e On a related point, the changing prices of goods and services will
result in changes in households’ real (inflation adjusted) incomes,
again causing them to adjust their patterns of expenditure.

e Finally, as the prices of goods and services change in relation to each
other, this may create incentives for households to substitute between
different categories of expenditure.

To begin to understand the extent to which this may have impacted on the
analysis, we examined expenditure patterns across the income distribution in
each of the 85 expenditure categories between 2009 and 2010, and 2007
and 2010. Whilst this does not get around the fact that we don’t know

M Levell, P. & Oldfield, Z. (2011) The Spending Patterns and Inflation Experience of Low-Income Households
over the Past Decade. IFS Commentary C119
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expenditure patterns after 2010, it does help lend some credibility to the
assumption of using 2010 expenditure to estimate what happened in
subsequent years.

First we examined the correlation of average expenditure in each of the 81
expenditure categories between 2009 and 2010, and between 2007 and 2010
for households in each income decile. This revealed a strong correlation
between expenditure in each category over time. The correlation was slightly
stronger between 2009 and 2010, than between 2007 and 2010, and slightly
higher for those at the bottom end of the income distribution than at the top.
This suggests that at the aggregate level the share of expenditure allocated
to each category has remained relatively constant over time. However, it is
important to note that there have been some changes to expenditure
patterns. Goods that could be considered as essentials, such as rent and
utilities, have tended to show the biggest rise in budgets attached to them,
whilst more luxury goods such as holidays and cars have tended to see
declines in expenditure attached to them.

Changing expenditure over time
Correlation
coefficients Largest increases
between and decreases in
expenditure expenditure

categories

Biggest Biggest
2007- 2009- increase decrease
2010 2010 (2007- (2007-

Lowest Second
income 0.998 0.999 Rent Hand
decile Cars
Decile - Package
2 0.997 0.997 Electricity Holidays
Decile Package
3 0.995 0.996 Gas Holidays
Decile Fuels & Package
4 0.990 0.991 Lubricants Holidays
Decile h 986  0.985  Rent Package
5 Holidays
Decile Second
6 0.988 0.990 Rent Hand
Cars
?ecne 0.981 0.971 Rent Tobacco
Decile 5989  0.089  Fackage g iivire
8 Holidays
Decile Second
9 0.971 0.987 Rent Hand
Cars
Highest
income 0.945 0.970 Rent Pac_kage
. Holidays
decile

19

Page 33



Glossary of Terms

Consumer Price Index — a measure of inflation which shows how the year
on year price changes of goods and services. Uses a representative basket of
goods and services to calculates a weighted average to demonstrate how
prices are changing

Retail Price Index - a measure of inflation similar to the Consumer Price
Index, but with some methodological differences. For example, housing costs
for homeowners are included in the Retail Price Index but not in the
Consumer Price Index.

Inflation — a measure of the price changes of goods and services in the
economy. Typical measures of inflation are the Consumer Price Index or
Retail Price Index.

Welfare Benefits Up-rating Act 2013 - new Government legislation to
increase benefits by one per cent each year, rather than in line with the
Consumer Price Index

Income Decile - represents ten per cent of the income distribution. For

example, the lowest income decile represents the households with the lowest
ten per cent of incomes.
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