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 Introduction 

 
1. Child Poverty Action Group (CPAG) has worked for almost 50 years to prevent and relieve 

poverty among children and families in the UK. We have particular expertise in the functioning 
of the social security system through our welfare rights advice, training and research work.  
 

2. We welcome this opportunity to respond to the government’s consultation ‘Tax-free childcare: 
Consultation on design and operation’ as we recognise that parental employment is a key route 
out of poverty. The most recent child poverty data shows that 20 per cent of couple families 
with one full-time earner live in poverty, compared to 4-6 per cent of couple families with two 
earners.1 Likewise, a single parent working part-time has a 17 per cent risk of poverty compared 
to 8 per cent of single parents working full-time.2 While there is plainly a balance to be struck 
between the hours parents are expected to work and their family responsibilities, the poverty 
pay-out from increased parental employment is clear.  
 

3. In 2011, we warmly welcomed the government’s announcement that it would extend support 
with 70 per cent of childcare costs to all those on universal credit (UC). We recognised this as a 
real advance which would result in a fairer and simpler system than the current hours-related 
rules governing working tax credit (WTC). In this submission, we consider the government’s 
recent proposal to create a two-tier system of childcare support again within UC by supporting 
families with 85 per cent of childcare costs if all adults earn over the personal tax allowance 
(PTA).  

 
4. We believe any new scheme of childcare support must be consistent with the triple objectives of 

UC, namely simplification, making work pay and reducing poverty and worklessness. 
Consequently, we arrange our concerns about the UC childcare proposal under these three 
headings.  

 
 

 
Simplification  
 
5. CPAG has a significant level of insight into the working lives of poorer families developed 

through our research and advice work over many years. Low-income families’ working lives 
often look quite different from those on higher-incomes: they are characterised by more 
sporadic patterns of work, by unpredictable and often-anti-social hours, and by a much lower 
degree of control over when and where work happens than those further up the income scale.  
 

6. These realities ensure that organising childcare is already far from simple for low-income 
parents. While the (in some cases, two-), three- and four-year old free entitlement provides 
parents with free hours of childcare, in practice this is rarely fits around the shifts available to 
those in low-paid jobs. Families, then, have to find additional childcare to support their working 
patterns, and make complex calculations as to whether the gains from extra work available are 
enough to cover additional childcare costs.  

 
7. The introduction of a second tier of childcare support for those claiming UC but also earning 

above their PTA can only introduce additional complexities into an already complicated system. 

                                                             
1
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2 ibid 



Given that different families earn different hourly rates, it will be extremely challenging for 
families to know how many extra hours need to be worked in order to access the higher level of 
support. As a result, the UC version of the hours-rule will, in practice, be far more opaque than 
its predecessor.  

 

8. In addition, further complications arise as a result of the mismatch between the annual cycle 
used for tax assessment and the monthly cycle on which UC will run. It is entirely possible for 
parents with incomes that vary from month to month – for example, because they work fewer 
hours in the school holidays – to earn above the PTA across the year and yet in some UC 
assessment periods, have incomes that do not allow them to qualify for the higher rate of 
childcare support that month. It is not clear whether provision will be made for end-of-year 
adjustments to correct payments in such a situation. 

 

9. The introduction of a new cliff-edge (or, perhaps more accurately, cliff-face) in UC therefore runs 
counter to one of its overarching aims, namely to simplify the benefits system. Evidence 
suggests parents already struggle to understand their childcare entitlements.3 A second tier of 
support contingent on income levels is more complicated still: parents will find it challenging to 
establish how much more work is needed to access the higher rate, and will require advice and 
support when making these complex calculations. 

  
 
 

Making work pay  
 
10. We appreciate that UC has been designed to correct the weakest work incentives within the 

current system, and also acknowledge that there is a significant problem in making work pay 
once families with childcare costs start paying tax (and indeed National Insurance Contributions). 
However, there is clearly a ‘missing middle’ in much UC analysis, with far less attention being 
paid to those who earn more than their work allowance, but who do not earn enough to have 
reached the PTA.  
 

11. As much analysis has shown, the incentives for an average low-income family to work more 
plateau long before the PTA is hit when childcare costs are taken into account.4 As a recent 
report for the Joseph Rowntree Foundation puts it, ‘The cost of additional childcare for two 
children can be approximately the same as the additional take-home income of someone on low 
pay’.5 While the 85 per cent proposal fixes the acute problem encountered by low-earners at the 
PTA threshold, it still leaves many on UC with very weak work incentives once their UC award 
begins to be tapered away.  

 
12. This is a particularly acute problem for the 100,000 or so families who currently receive 90 per 

cent support with childcare costs as a result of the interaction between housing benefit and 
their tax credits, but who will receive only 70 per cent once they transition onto UC.6 We know 
that families respond to cuts in childcare support: for example, data shows that 47,000 families 
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stopped claiming the childcare element of WTC between April 2010 and April 2011 after 
childcare support was cut from 80 per cent to 70 per cent.7  

 

13. The work incentives of families who have to pay a higher unit cost for their childcare are further 
weakened by the fact that the levels at which support is capped have not been uprated over 
time. Those requiring care in anti-social hours will pay a premium for this service; and families 
with a child with a disability who pay on average £12-14 an hour for childcare provision are 
profoundly disadvantaged.8 At current levels, a family with a child with a disability receives 
support covering little more than 13 hours childcare a week.   
 

14. Strengthening the work incentives throughout UC is imperative if the new benefit is to deliver on 
its promises. However, six in ten working parents who will be in receipt of UC do not currently 
earn enough to pay tax and this figure may increase if raising the PTA continues to be a central 
plank of future government policy.9 It is clear, therefore, that the introduction of a second tier of 
childcare support for those earning above the PTA does nothing to make work pay for the 
majority of parents in receipt of UC. In addition, given its complexity, it is questionable whether 
it will act as encouragement to advancement as predicted.   

 
 
 
Reducing poverty and worklessness 
 
15. Although it is far less often referenced than simplification and making work pay, UC’s third 

stated objective is to reduce poverty and worklessness.10  While the extension of 70 per cent 
support with childcare to all UC claimants goes some distance in reducing the costs associated 
with work for parents, introducing an income-rule for a higher level of support is a regressive 
policy that works very much against this stated aim.  
 

16. Those on higher hourly wages benefit both sooner and far more substantially from the proposed 
new system than those on the lowest incomes. A parent working at national minimum wage 
(NMW) must currently work over 30 hours a week before they reach the PTA; a parent on the 
lower quartile wage of £7.95 an hour must work 24 hours a week to reach this point; while a 
parent on the median wage need only work a little beyond 17 hours before they earn above the 
£10,000 a year threshold.  

 

17. Inequities therefore result under the new scheme. Consider, for example, a family with two 
earners both working at the median wage who will qualify for 85 per cent support with childcare 
costs once they both work 17 hours. Conversely, a couple where one partner works full-time and 
the other works at NMW for 30 hours a week will not be able to claim the additional rate of 
support. 

 

 

                                                             
7 HMRC, Child and Working Tax Credits Statistics, April 2013 available at 
http://www.hmrc.gov.uk/statistics/prov-main-stats/cwtc-apr13.pdf 
8 See Department for Education, Qualitative research into family experience and behaviour in the childcare 
affordability pilots, CAP09: Disabled children pilot, 2011 and Every Disabled Child Matters, Breaking down 
barriers: Making work pay for families with disabled children, 2011  
9 V Alakeson, A Hurrell and M Whittaker, Resolution Foundation analysis of the 2013 budget, Resolution 
Foundation, 2013   
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18. For the lowest paid families to access the higher level of childcare support depends, then, either 

on their working extra hours or on increasing their hourly rate. However, again the lived realities 
at the bottom end of the labour market often conspire against these possibilities. To begin, 
increasing hours of work is not always feasible, as the number of families unable to find extra 
hours in the wake of changes to the WTC hours-rule for couples in April 2012 testifies.11  
 

19. For many on low pay, progressing in work and thereby increasing their hourly rates is an equally 
elusive prospect. Many sectors in which parents, and especially mothers, work offer little chance 
of wage progression. Recent research shows, for example, that 68 per cent of those working in 
hotels and restaurants and 41 per cent in retail are low-paid. Perhaps even more shockingly, 22 
per cent of those working in public sector jobs in health, social work and education are also low 
paid.12 However, it is worth noting that low-income parents in focus groups run recently by 
CPAG often spoke of the constraints they face in studying or retraining because no support is 
available with childcare costs for these purposes.13 
 

20. Demonstrably, reducing poverty in low-income working families requires single parents and 
second earners to enter paid work or increase hours and pay. However, these are currently the 
groups facing the weak work incentives and weak opportunities for progression under UC, and 
who also need to make real choices about how to balance work with parenting. Linking 
additional childcare support to the PTA is therefore ill-targeted from a poverty perspective. 

 

 
 
Recommendations 

 
21. Almost 56 per cent of families with dependent children receive support through UC when the 

new benefit is fully up and running. If the government wishes to simplify the benefits system, to 
improve work incentives for all parents, and to encourage those on the lowest incomes to take 
up (more) work, introducing a second tier of childcare support linked to the PTA does not seem 
to be an obvious solution. 
 

22. In CPAG’s view, it is a backwards step to re-introduce a two-tier system of childcare support for 
those on lower incomes. Given this, in CPAG’s view, the government should consider how it can 
provide 85 per cent support with childcare costs to all working parents in receipt of UC. The 
benefits of this policy are manifold: it would maintain simplicity; increase work incentives across 
the board; and benefit the lowest paid as much as higher earners in receipt of UC.  
 

23. We recognise, of course, that this policy is not cost-neutral: a recent parliamentary question 
response suggested that this would cost the government an additional £200 million a year on 
top of already committed funds.14 But at a time when the government is looking at childcare 
investment across the board, there are clearly ways that additional funds could be found.  
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24. Drawing the eligibility criteria of the TFC offer more tightly than initially proposed would be one 
possible solution: early analysis suggests that reducing the earning limit from the proposed level 
of £150,000 per annum would yield savings, for example, as will the development of the in-work 
rule.15 In addition, savings might found by aligning the two systems, for example, by reducing the 
number of children for which parents can claim support under the TFC scheme. 
 

25. To conclude, CPAG strongly supports the government’s efforts to date to increase childcare 
support for parents on low-incomes as we know how such families struggle to cover these costs. 
But the new proposal to provide additional support for those earning more than the PTA runs 
counter to all three of UC’s overarching objectives: it is complicated, fails to address the real 
work incentives problems in UC, and is regressive in benefitting those with higher paying work 
more than the lowest paid.  Instead, we urge the government to find a solution that is cognisant 
of the realities of low-income parents working lives, as well as consistent with all of UC’s 
objectives.  

 

_________________________________________ 
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For further information, please contact Lindsay Judge, Senior Policy and Research Officer at 
ljudge@cpag.org.uk or on 020 7812 5205 
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