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Executive summary

The introduction of the child tax credit in April 2003 will be the largest reform to the
way the government supports families with children since child benefit replaced family
allowance in the 1970s. But how have successive governments used the tax and benefit
system to support families with children? This Commentary quantifies the changes in the
level and distribution of financial support for children (called ‘child-contingent support’
in this publication) between 1975 and 2003. The work uses micro-data and the IFS
microsimulation model, TAXBEN. It is the first stage in a project that will eventually

seek to answer to what extent governments have compensated families for the costs of
children.

Between 1975 and 2003, total spending on child-contingent support is estimated to
increase by 120 per cent in real terms, from £9 billion a year in 1975 to £21 billion a year
in 2003. As the number of dependent children in Britain has fallen since 1975, the rise in
real spending per child has been even greater: up by 148 per cent from its 1975 level of
£12.62 a week to £31.28 in 2003. This increase, though, happened in two distinct phases:
an increase during the early 1990s and a far larger increase since 1999. By 2003, child-
contingent support will be at a historic high, comprising 1.9 per cent of GDP or 4.7 per
cent of government spending (respectively, 1.5 per cent and 3.4 per cent in 1975).

Some of these changes are due to the changing number and characteristics of families
with children and some are due to deliberate policy changes. We estimate that population
changes explain around half the increase in child-contingent support between 1978 and
1999 (the longest period over which we can decompose the changes). The impact of
policy changes alone in that period (an increase in child-contingent support of 26 per
cent) is dwarfed by the estimated impact of the policy changes since 1999 (an increase of
45 per cent).

Although total and per-child child-contingent support has risen in almost every year
compared with growth in the price level, it has not always kept pace with growth in
average ecarnings. Per-child child-contingent support grew more slowly than average
earnings in the 1980s, and then grew more quickly in the 1990s. As a result, the level in
1999 was no higher, relative to average earnings, than the level in 1984.

Child benefit has played an extremely large role in supporting families with children. In
1979, it accounted for 78 per cent of all child-contingent support. Although means-tested
support for children has increased in importance since that time, child benefit accounts
for nearly half of all child-contingent support even in 2002. But, although the present
government remains committed to child benefit, its importance will decline further: from
2003, the new child tax credit will become the most important single programme that
supports families with children.

Both lone-parent and couple families have seen child-contingent support rise, on
average, since 1975. This rise has been experienced by most lone parents. Most couples,
on the other hand, who receive child-contingent support through child benefit alone,
have seen little increase since 1975. The rise in average child-contingent support for



couples has been due to an increase in the proportion of couple families that receive
more than child benefit and to a rise in the extra support that they receive.

Lone parents, on average, also receive more support per child than couple families, partly
reflecting the fact that lone parents tend to be poorer than couples. Since 1997, though,
policy changes have meant that the proportion of child-contingent support received by
lone parents has fallen whilst the proportion of children in lone-parent families has not.

In 2003, the proportion of child-contingent support received by one-child families will be
higher than the proportion of children in such families. This was not the case in 1975.
The change has been due to policy reforms that have benefited one-child families
proportionately more than families with three or more children, such as family premiums
in means-tested benefits, extra child benefit for the first child and the children’s tax
credit. If anything, these trends have accelerated since 1999.

Since the late 1990s, families with pre-school children have received more child-
contingent support, on average, than families with teenagers. This was not the case
between 1975 and 1997, when they received similar or slightly lower amounts. The
change has been due to policy reforms, such as the introduction of a single child
allowance in means-tested benefits in place of several age-related allowances for children,
and the recent increased support available to families when children are less than 12
months old.

Hence, since 1975, child-contingent support has become:

e more generous per child in real terms;

e larger as a share of GDP and as a share of government spending;
® less reliant on child benefit as a method of delivery;

e more focused on lone parents, families with one child and younger children.



1. Introduction

How much money do families receive from the government to help them bring up their
children? The present government has made many changes to the structure and the
generosity of financial support to families with children. The last of these reforms —
bringing in the new child tax credit and working tax credit from April 2003 — is the most
radical reform since child benefit replaced family allowance in the late 1970s, bringing
together £11 billion of existing financial support for children and implying that almost all
the 7 million families with children in the UK will receive a cash payment for their
children that depends on family income, as well as child benefit.!

One of the government’s desires for the new tax credits was to ‘[help] parents to
understand what they could expect to receive, and [facilitate] public debate about the
correct level of support in the context of the Government’s aim to abolish child poverty
within a generation’.? More than 35 programmes have been used since 1975 to support
families with children, and, at times, the way they have interacted has meant that the
overall impact has been anything but transparent. One aim of this Commentary is, then,
to quantify explicitly the amount of government support for families with children
provided through the tax and benefit system in the UK since 1975 using micro-data and
a tax and benefit simulation model. This will help put the new tax credits in their
historical context.? It will also help us examine how financial support received by families
for their children has changed over the medium to long term and help us say whether
child-contingent support has become more or less progressive, or more or less slanted
towards large families, lone-parent families or families with young children, for example.

There are a number of things that we do not attempt in this work. The changing
composition of families with children and the changing position of families with children
in the income distribution have been analysed elsewhere, and we summarise the main
points later.* Although the structure of child-contingent support is an important
determinant of the level of child poverty, we do not attempt to address questions such as
what child poverty might have been if child-contingent support had been structured
differently, or what role child-contingent support played in reducing child poverty in the
past. The impact of recent tax and benefit reforms on the income distribution — and, in

1 See HM Treasury (2002) for details of this, or Brewer, Clark and Myck (2001) for further analysis and discussion.
2 HM Treasury, 1999, para. 3.30.

3 Further changes to support for children look likely too, as the government decides how best to alter the structure of
financial support for children to reduce child poverty further and perhaps even abolish it. (The government has
pledged to abolish child poverty within a generation and halve it within 10 years, and the Treasury and the Department
of Social Secutity / Depattment for Work and Pensions have a Public Setvice Agreement (PSA) to ‘make substantial
progress towards eliminating child poverty by reducing the number of children in poverty by at least a quarter by
2004’, measured by the number of children in households with income below 60 per cent of the median. Latest official
data show that the current rate of decline of child poverty is sufficient to meet this last target. See Brewer, Clark and
Goodman (2002) for further details on all of this.) A historical analysis of the trends in reforms to financial support for
families with children will also be of relevance here.

4 See, for example, Gregg, Harkness and Machin (1999) and Department of Social Security / Department for Work
and Pensions (various b).



particular, on the incomes of those with children — has been examined by a number of
researchers using microsimulation models, and we do not add to that line of research.?

Our work, then, is primarily a descriptive account of the main trends in child-contingent
support since 1975, informed by detailed quantitative analysis of microeconomic data.
The approach is as follows. Chapter 2 first discusses why governments support families
with children at all, because different rationales for intervention will, in general, lead to
differently structured child support systems. We then identify the aspects of the UK’s tax
and benefit system that have helped support children since 1975. Our definition of these
is not limited to those parts of the system that are explicitly labelled as being child-
related; instead, we include any transfer that an otherwise-equivalent family without
children would not receive, and we call this ‘child-contingent support’. This definition
and the rationale behind it are discussed in detail in Chapter 3, which also describes the
changes to the structure of child support since 1975. Appendix A offers a detailed
account of the programmes that have provided child-contingent support since 1975, and
we hope that this will be a useful resource in its own right.

In Chapter 4, we quantify the changes in the level of child-contingent support since 1975.
We use the IFS tax and benefit microsimulation model, TAXBEN, to calculate the
increase in disposable income that each family in the Family Expenditure Survey received
for its children in tax and benefit systems since 1975, by comparing these with a world in
which governments do not recognise children in the tax and benefit system. This
methodology is discussed further in Section 4.1. In Section 4.2, we outline the well-
known changes in the characteristics of families with children, such as the falling number
of children, the increase in the number of lone-parent families and the increase in
worklessness and relative income poverty amongst families with children. Section 4.3
analyses our estimates of the aggregate trends in child-contingent support, and Section
4.4 turns to the amounts received by particular types of families. We conclude in Chapter

5.

This work represents the first stage in a project, funded by the Joseph Rowntree
Foundation, that will eventually seek to determine the extent to which governments have
compensated families for the costs of children. That work will attempt to separate child-
contingent support into two parts: the part that is compensating families for the extra
costs they incur by having children and the part that is simply redistributing from rich
families with children to poor families with children. We will return to the reasons for
government intervention outlined in Chapter 2, and relate them to the actual structure of
child-contingent support in the UK since 1975. We will also compare the structure of
child-contingent support with the costs of children implicit in equivalence scales such as
the McClements scale, which is used to adjust household incomes when constructing the
income distribution in the UK.

5 For example, Piachaud and Sutherland (2001), HM Treasury (2000) and Brewer, Clark and Goodman (2002) show
how recent reforms might affect the income distribution, and therefore the number of children in relative poverty.
Goodman, Johnson and Webb (1997) and Clark and Leicester (2002) look at how much tax and benefit reforms have
contributed to observed changes in inequality.



2. Why do governments support families with children?

This chapter considers, from an economist’s point of view, why governments might want
to provide support for children at all. It is not essential reading for those interested only
in our quantitative analysis in Chapter 4, but it is important for those concerned about
the structure of child-contingent support to understand what goals governments might
have for child-contingent support, because differing goals will require differently
structured programmes.

As is often the case in public policy, it is possible to divide arguments as to why
governments might support children into those concerned with equity and those
concerned with efficiency.

One argument is that families with children often have low incomes relative to their
needs, both because of the direct costs of providing for the children and because the
need to look after children usually means that the family will incur childcare costs and/or
be constrained in the amount of paid work they can do. Hence, families with children
might be supported by the government purely on redistributive grounds, just as families
without children but on low incomes, or other families with relatively high needs, might
be. This is a typical equity argument.

A factor working against this argument is that children may contribute directly to parents’
utility or well-being: after all, most parents actively choose to have their children, and
would probably choose to have them in the absence of a Welfare State providing child-
related support. It is questionable whether the State has any duty to compensate people
for costs that are incurred voluntarily. Indeed, if parents made rational, well-informed
decisions to have children, then we might infer (by ‘revealed preference’) that the
benefits of children outweigh the costs and that the family does not need any further
compensation for their extra costs.” On the other hand, there is still an equity argument
that might lead us to want to support the children in these families — because they did
not choose to be in the families that they are in — even if we think that the parents should
face the consequences of their own well-informed choice.

But the present government’s target of abolishing child poverty, rather than poverty in
general, points to another reason for supporting families with children: the idea that the
issue of children living in poor families is more important to address than the issue of
poor families alone. This could be seen as what economists would call an efficiency
argument — if supporting children’s development has external social benefits that are not
reaped by the family concerned, then society has an interest in supporting children’s
development over and above the parents’ own interests. Indeed, the current
government’s increasing focus on child poverty has coincided with better evidence that
children who grow up in low-income families are more likely than better-off children to

6 We are making both vertical and horizontal equity arguments: the argument that families with children should be
compensated because they incur the extra costs of rearing children is a horizontal equity argument — it is about
ensuring fairness between families with and without children. Over and above that, there may be vertical equity
arguments that lead us to redistribute to poor families with children just as we would to poor families without children:
this is about fairness between rich and poor, regardless of the presence of children.

7 See Werding (2001) for a discussion. This is similar to the argument used by Pollak and Wales (1979) to argue that
equivalence scales are unidentified.



be teenage parents, to be unemployed, to be low-skilled, to be unhealthy or to commit
crime in adulthood. Most of these outcomes will impose costs (both financial and social)
on society in future years. Since higher taxes and social problems will be felt by the whole
of society, it is sensible for society to make some investment in supporting children now
in order to avoid some of those problems in years to come. Even ignoring these benefits
to wider society, parents’ investment in their children may be considered too low if credit
constraints prevent them from spending more money on their children despite the
rewards it would bring. This, too, is an efficiency justification for providing support to
families when they have children.

As well as there being gains to society from parents raising their children well, it is also
argued by some that there may be gains to society from parents choosing to have
children at all. These external benefits might arise if individuals (with or without children)
derive benefit from the existence of other people’s children (this is known as an
intragenerational externality). Additionally, there could be a fiscal externality arising
because today’s children will grow up to become tomorrow’s workers and taxpayers and
will pay for the public services and net transfers enjoyed by today’s adults when they
retire (this is known as an intergenerational externality). Both of these arguments suggest
that if people were left to make their own decisions about childbearing, fertility rates
might be too low, and this would justify explicitly pro-natalist policies. There are many
ways of implementing pro-natalist policies, but, by reducing the financial cost of having
children, an increase in child-contingent transfers should raise the fertility rate (a recent
example of this is analysed in Milligan (2002)).8

There are some other, less important, motivations that might affect how governments
support families with children. For example, governments may have preferences for
certain types of families with children (and thus, for example, support married as
opposed to cohabiting couples with children). Also, governments may care about work
incentives when structuring financial support for families with children (since evidence
suggests that parents are particularly responsive to financial work incentives).’

8 See also Cabrillo (2001).

9 See, for example, Blundell et al. (2000) and Bingley and Walker (1997).



3. The structure of support for children in the UK since 1975

Financial support for children in the UK has seen many changes since the introduction
of extra income tax allowances for dependants in 1909. These reforms have changed, for
example, whether support is delivered through the tax or social security system, whether
it is means-tested or not, whether it is paid to the main earner or main carer in couples,
how it treats small and large families, and how it differentiates between old and young
children.

The aims of this chapter are to describe the main reforms since 1975 (Section 3.2) and to
discuss how the structure of child-contingent support has changed in various dimensions
(Section 3.3). The end point of our analysis is 2003, when the new tax credits are
introduced.!” Many of the themes highlighted in Section 3.3 are returned to in Section 4.
The full data underlying this analysis are presented in Appendix A. Much of the
information comes from readily available sources and does not represent new material;
our contribution is to bring together a coherent discussion of the changes to child-
contingent support over a comparatively long period.

But we start by defining what we understand by ‘government financial support for
children’. Our choice of definition is important, as it is different from that used by
others.

3.1 Defining government support for children

All governments support children and their parents in many different ways: through
public spending programmes, with direct help through the tax and benefit system, and
through innumerable laws and regulations.

One problem that confronts all governments that want to help children is that
governments cannot directly affect children’s own incomes, nor can they even be sure
that increasing incomes in families with children will help children’s well-being. Although
there is evidence linking deprivation as an adult to growing up in a low-income family,
there is little evidence on what impact increasing incomes through extra government
transfers has upon children’s well-being. Even if low incomes are linked with adverse
outcomes, it need not be the case that increasing family income will improve these
outcomes — there may be some hidden factor that is producing the apparent causation
(for example, parental characteristics may lead to both higher parental incomes and better
child outcomes).

Another important factor is that parents may already be protecting their children from
the effect of low incomes by making sacrifices themselves (indeed, this is suggested by
two recent studies using different methodologies (Gordon et al., 2000; Middleton,
Ashworth and Braithwaite, 1997)). This could imply that increasing the amount of money
going to low-income families with children may help the parents more than the children.

10 The child tax credit will be introduced in two stages: it and the working tax credit will replace the working families’
tax credit and the children’s tax credit in April 2003, and the child tax credit will replace the child-contingent parts of
income support and jobseeker’s allowance from October 2003 (for parents over 60) or from April 2004 (for parents
under 60): see HM Treasury (2002, annex B).



This, in turn, helps explain why governments provide a great deal of support and
assistance for children through public services as well as through income transfers.

Whilst acknowledging these concerns, our focus is on cash support explicitly as provided
through the social security system and the personal tax system.!! This means, then, that
we do not look at things such as:!2

e how much governments spend on children through public services;

e how indirect taxes help families with children (through, for example, zero-rating
children’s clothes for VAT purposes);

e the State’s role in enforcing and collecting child maintenance payments.

Our definition of support for children is not limited to those parts of the tax and benefit
system that are explicitly labelled as being child-related, such as the child additions to
most existing means-tested benefits; instead, we include any transfer that an otherwise-
equivalent family without children would not receive (we call this a ‘child-contingent
transfer’, and from now on, we use the phrases ‘child-contingent support’ and ‘support
for children’ interchangeably). This means that we count as child-contingent support any
part of any transfer (i.e. a tax payment or a cash benefit) that changes in value with the
presence (or age or number) of children and any transfer where eligibility is conditional
on having children at all.

Further details are given in Appendix A and Section 4.1, but we would highlight that we
do include, for example:

e the whole of child benefit, one-parent benefit, family allowance, the pre-1980 child
tax allowances, the additional personal allowance for non-married couples with
children and the new child tax credit;

e the whole of family income supplement, family credit (FC) and working families’ tax
credit (WFTC) payments, since no equivalent benefit exists for those without
children and without a disability;!3

11 As well as having direct policy relevance, the provision of financial support to families with children is an important
area of applied economic analysis. For example, answers to questions about the effects on expenditures of differences
in the allocation of household resources across household members (see Lundberg, Pollak and Wales (1997)) and an
increasing understanding of potential labour market incentive effects for those with childcare responsibilities (see, for
example, Paull and Taylor with Duncan (2002), Blundell et al. (2000) and Brewer (2001)) depend upon understanding
how tax and benefit systems provide financial support for children (although we do not claim that this Commentary
directly answers any of those questions).

12 It would be possible to include them. Werding (2001) attempts to for families in Germany. Eurostat (2001) counts
all child-related transfers through the tax and benefit system as well as some (indeterminate) benefits in kind. Clark et
al. (2001) attempt to add up how the US federal government supports children. However, it is impossible to value with
any accuracy the public services consumed by individual families.

13 It is possible that some people would not agree with counting all of FC/WFTC as child-contingent support. After
all, both credits consist of a basic element plus additional per-child elements, and it is argued by some that the basic
clement represents support for the adults, and only the per-child elements represent suppott for children. On the other
hand, there is no equivalent benefit or credit available for adults without children in otherwise-identical circumstances
to those who are entitled to FC/WFTC: the basic credit may not be labelled as child-related, but entitlement to it is
conditional on having children.



e the difference in the earnings disregards between a single person and a lone parent in
current means-tested benefits and the difference in working tax credit awards
between a single person and a lone parent (from 2003).

We do not include as child-contingent support:

e certain maternity benefits which mostly perform the role of State-operated earnings
insurance. For example, we do not regard statutory maternity pay and maternity
allowance as being child-contingent support, because the eligibility conditions are
concerned with a woman being pregnant and working before the birth, but we do
count the maternity grant, because it is available to any parent on means-tested
benefits with a child under 1;

e benefits in kind, other than free school meals (mostly because of the difficulties of
valuing them).

There are several elements of child-contingent support that we are not able to model,
and we discuss these in Section 4.1. One is worth mentioning here, though: we do not
model the future entitlement to the basic state pension or widowed parent’s allowance
that is accrued as a result of child benefit receipt. This is, in principle, a way of
supporting children: it reduces the number of years in which mothers have to make
National Insurance contributions, to recognise the work they do in raising children. It is
extremely difficult, though, to value this benefit, which is effectively deferred until a
woman retires.

3.2 Support for children since 1975: an overview

There have been many changes since 1975 to the way child-contingent support is
provided through the tax and benefit system. Appendix A lists them, and Figure 3.1
provides a time line of programmes arranged by type of programme. This enables us to
see which programmes existed at any particular time and which new programmes merely
replaced existing ones (such as the family-income-supplement—family-credit—working-
families’-tax-credit—child-tax-credit transition).

There are three major points of reform (Table 3.1 summarises the main changes
chronologically):

e the 1976-79 move from family allowance and child tax allowances to child benefit
and one-parent benefit;

e the 1988 Fowler reforms introducing income support, family credit and housing
benefit;

e the 2003-04 consolidation of income support, working families’ tax credit and the
children’s tax credit into the new child tax credit and working tax credit.
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not shown here. For details, see Appendix A.

Notes: Years refer to financial years (e.g. 1988 is 1988/89). The figure shows programmes in existence and providing support for children at the end of the financial year. Some changes of name are



Table 3.1. The main reforms to financial support for children since 1975

Date Reform

1976 Introduction of one-parent benefit (then called child interim benetfit).

1977 Abolition of family allowance; introduction of child benefit (paid for the first child,
unlike family allowance). Most non-means-tested benefits stop being weighted
towards the first child from the following year.

1977-79 Child tax allowances phased out; child benefit (usually paid to the mother, unlike
child tax allowances) increased commensurately.

1984 Means test on partner’s income introduced for child additions to most non-means-
tested benefits. Child additions to unemployment benefit and sickness benefit
abolished for claimants under pension age.

1987-91 Child benefit frozen at £7.25 per week.

1988 Family income supplement replaced by family credit (paid to the mother and
requiring couples to work fewer hours); supplementary benefit by income support
(higher for lone patents and eldest children); and standard/certificated housing
benefit by housing benefit (lower for younger children).

1990 Individual system of income tax introduced.

1991 Higher rate of child benefit introduced for eldest child. Many non-means-tested
benefits become weighted against the first child the following year.

1991-92 Substantial increase in the rates of child benefit, family credit and the child
allowances and family premiums in income support.

1992 Hours requirement in family credit relaxed.

1998 One-parent benefit (and its corollaries in the income-related benefits) abolished for
new claimants.

1998-2000  Child allowances in the major means-tested benefits equalised for all children
under 16.

1999 Large increase in child benefit for the eldest child and in child allowances and
family premiums in income support.

1999 Family credit replaced by working families’ tax credit, which is more generous,
allows couples to choose who receives it, does not vary by age of child for under-
16s and can be paid through the wage packet.

2000-01 Children’s tax credit replaces less generous married couple’s allowance and
additional personal allowance.

2000-02 Maternity grant increases fivefold.

2003-04 Introduction of child tax credit and working tax credit to replace working families’

tax credit, children’s tax credit and child-related elements of income support and
income-based jobseeker’s allowance. Child additions removed from most non-
means-tested benefits.

Note: All monetary values in cutrent prices.

Source: Detived from information in Appendix A and Child Poverty Action Group (vatious a, b and ¢).

Other, more minor, changes include:

e the means-testing of child additions to National Insurance benefits from 1984;

e the freeze in child benefit between 1987 and 1991, followed by the real increase in
child benefit for the first child and rises in most means-tested benefits in 1992;

e the two-step reduction of the hours condition for in-work support in 1988 and 1992.

12



3.3 The changing structure of support for families with children since 1975

One of the features of the history of financial support for children in the UK is the
variety of methods that have been used to transfer money from government to families
with children. In this section, we analyse trends in the structure of child-contingent
support, summarising the detail contained in Appendix A. That appendix characterises
programmes on the basis of whether they are contributory,'* dependent on income,
taxable, limited to taxpayers, assessed on individual or family circumstances, dependent
on the number of adults,'> weighted towards the first child and dependent on the age of
children, and on how (and, in a couple, to whom) it is paid. In this section, we analyse:

e whether programmes have been universal or income-related (in some way, so
including tax allowances and credits);

e how — and, in a couple, to whom — they are paid;
e whether and how they depend on the (non-financial) characteristics of the family.

Also of relevance, of course, is the number of programmes. Tax and benefit systems with
a large number of programmes that support children could be seen as overly complex
and obscuring transparency. This is more likely to be the case when programmes interact
with one another, as this makes it difficult to evaluate the overall level of support and
requires parents to claim multiple programmes. On the other hand, a large number of
programmes might allow better targeting of assistance on desired groups.

According to the breakdown presented in Appendix A, there will be fewer programmes
supporting children in 2003 than there were in 1975 (although it can be difficult to
decide what constitutes a separate ‘programme’).!® The number of programmes fell in the
1980s, as rent allowances, rent rebates and rate rebates were consolidated into housing
benefit and as some non-means-tested benefits ceased to support children. There was
little change through the 1990s, and the reduction in the number of programmes is
mostly driven by a single reform — the introduction of the new tax credits in April 2003 —
which consolidates three income-related programmes into one new child tax credit and
simultaneously abolishes child-contingent support in most non-means-tested benefits.

It is also true that the rate at which programmes have been changed or replaced has risen
over time, and particularly since the early 1990s. The most changes have been made since
1997; the Labour government argues, though, that these represent a period of transition
from the system inherited in April 1997 to the new tax credits in (ultimately) April 2004.

14 By this, we mean the benefits for which eligibility depends on past National Insurance contributions or credits.

15 By this, we mean instances where the amount paid in respect of a child is different for couples and lone parents. An
example is one-parent benefit, but there are other, less obvious, instances (see Appendix A). We do not mean instances
where the total transfer (i.e. child-contingent and non-child-contingent transfers) varies with the number of adults
irrespective of the presence of children, such as income support (after the abolition of the lone-parent premium in

1998).
16 Appendix A records 20 programmes in 197679 and eight programmes in 2003 (child tax credit, working tax credit,

child benefit, housing benefit, council tax benefit, disability living allowance, maternity grant and the child maintenance
bonus). But, as detailed in a note to the table, a few minor programmes are omitted.
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Universal, contributory or income-related?

One of the most important design elements is whether a child-contingent support
programme is income-related or not. In practical terms, it is important to remember that
programmes can depend on income in ways other than a simple means test. The
following are all relevant, for example:

e programmes available only to taxpayers (such as the children’s tax credit or child tax
allowances) are worth nothing to those with incomes too low to be taxed;

e taxing a benefit reduces its value only for recipients with incomes high enough to be
taxed;

e overlapping benefit rules matter: child benefit, for example, is worth nothing to (low-
income) recipients of income support / income-based jobseekers’ allowance because
it is counted as income for the means tests.

As we suggested in Chapter 2, how a child-contingent transfer should be designed
depends very much on its policy goals. One of the rationales for government support for
families with children was to correct for the supposed external benefits of the presence
and development of children. There is no reason to suspect that the size of these
externalities would vary with the income of the parents, and this would point to universal
child benefits. On the other hand, if our concern is in the way that children are brought
up, and if parental underinvestment in children is caused by parents’ credit constraints,
then we might want to focus support on low-income families through income-related
child-contingent support.

The horizontal equity arguments for supporting families with children do not
immediately suggest that child-contingent support should be higher for families with
lower incomes. Vertical equity does suggest that support should be higher for families
with lower incomes, but this is true irrespective of whether they have children, and so
this should be reflected in non-child-contingent transfers.!” Horizontal equity may even
suggest that child-continge