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Summary

e Inthe absence of government intervention, the number of children in poverty in the UK is expected
to rise from 4.5 million to 4.7 million by the end of this parliament.

e Even under the most optimistic growth and employment forecasts, child poverty is projected to
rise unless the government invests in the social security system.

e Abolishing the two-child limit is, by far, the most cost-effective way of reducing child poverty, and
if done this year will transform the lives of millions of children and families by the end of this
parliament.

e Thereis little prospect of reducing child poverty unless the two-child limit is abolished as every
day more children are affected by it. This vital first step must be taken as part of the forthcoming
child poverty strategy.

e Investing in social security to reduce child poverty will instantly improve the lives of millions of
children, while also increasing the long-term prosperity of the country.

Child poverty will keep rising in the absence of action

Families with children are more at risk of poverty than other groups. This is because children come with
additional costs throughout their lives, from nappies through to school uniform. There are also the wider
costs that drive up household budgets: housing costs are higher, energy usage is greater, and childcare
costs can be significant for families. This pressure on household finances comes at precisely the time
when parents’ capacity to work is more limited because they may be on parental leave or working part
time to manage childcare. Crucially, salaries don't accommodate for family size.

As a result, low-income families rely on two main sources of income to get by: employment and social
security. Most families receive a combination of both, with social security topping up earnings (which
parents are often not in a position to increase significantly). This is why cuts to social security over the




last 15 years, amounting to £50 billion a year, have been so harmful to children and families.” These cuts
have meant that household incomes have failed to keep up with rising costs, resulting in reduced living
standards for millions of families and rising levels of child poverty.

The number of children in poverty in the UK stands at a record high of 4.5 million. This is expected to rise
even further, reaching 4.7 million by the end of the parliament, in the absence of government intervention.
There is one policy in particular that continues to drive child poverty even higher: the two-child limit, which
pushes 109 children into poverty every day.

If no action is taken, the effects of rising child poverty will be severe and long-lasting. Children growing
up in poverty face worse educational outcomes, poorer physical and mental health, and fewer
opportunities in adulthood. This not only harms those children and their families but also weakens the
economy and places greater pressure on public services in the long run. Analysis by CPAG estimates that
child poverty costs the government £39 billion a year, in terms of reduced revenues and increased
spending.?

Economic growth and higher employment won't bring child poverty down in
isolation

Even under the most optimistic growth and employment forecasts, child poverty is projected to rise
without significant policy interventions.?

Increasing parental employment (and therefore earnings) is a key component of child poverty reduction
efforts, but it is not sufficient to lift families out of poverty on its own. While there were substantial and
sustained improvements in parental employment in the 1990s/2000s, recent years have been
characterised by rising in-work poverty as gains in earned income have not been enough to make up for
what has been taken out of the social security system.

If policies to boost parental employment even higher are not accompanied by an increase in social
security benefits, they are unlikely to have a significant impact on child poverty. This is because
employment policies tend to lead parents to enter low-paid and part-time work.# Another approach would
be to increase the minimum wage, but this is not well targeted at low-income households, as most
minimum wage earners are second earners in a middle-income household. The rate of the minimum
wage will also have a limited impact on child poverty because parents will still struggle to work the hours
required to meet the additional cost of children. Investing in social security is therefore vital for
reversing the rise in in-work poverty.

There is little prospect of reducing child poverty unless the two-child limit is
abolished

The two-child limit is the main driver of rising child poverty. The rise in child poverty from 3.6 million in
2010/11 to 4.5 million in 2023/24 was almost exclusively concentrated in families with more than two
children.

There are currently 1.6 million children affected by the two-child limit, but the number is rising each day.
As the policy only applies to third and subsequent children born since April 2017, it is effectively still being
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rolled out as more children are born. This will continue until 2035 when the first children born under the
two-child limit turn 18. Any other intervention that aims to reduce child poverty will have to work doubly
hard to counter the fact that every day 109 more children are pulled into poverty by the two-child limit.

Scrapping the two-child limit now would not only pull 350,000 children out of poverty overnight, but it
would stop another 150,000 being pushed into poverty over this parliament.

Abolishing the two-child limit is the most cost-effective way of reducing
child poverty

For this government to ensure that child poverty falls on its watch, intervention through the social security
system will be necessary. Given the record levels of child poverty, it is important that any changes are
both well targeted at children in poverty and impactful enough to make a significant difference to their
lives.

Abolishing the two-child limit is the most cost-effective way of reducing child poverty.®> This measure
alone would instantly lift 350,000 children over the poverty line and reduce the depth of poverty for many
more children, at a cost of £2 billion. The fact that the number of children affected by the policy is still
increasing means that the cost of abolishing the two-child limit will increase to £3 billion by 2029/30 as
the welfare budget has assumed savings from the ongoing roll-out of the policy.

Table 1T shows how much alternative changes to the social security system would cost to achieve the
same impact on child poverty. It shows that increasing the universal credit (UC) child element by £17 per
week could also lift 350,000 children out of poverty, but it would cost 50 per cent more than abolishing
the two-child limit. Increasing the UC standard allowance by £25 a week could also achieve the same
poverty effect but cost even more at £8 billion.

Abolishing the two-child limit is very cost effective compared to the alternatives because the intervention
is so well targeted at children in poverty. Not only does it lift 350,000 children out of poverty, it also
reduces the depth of poverty for an additional 700,000 children. Increasing the child element without
scrapping the two-child limit would leave children with two or more siblings falling even further behind.

Table: Costed options for lifting 350,000 children out of poverty through different changes to the social security
system. Data is for 2025/26.

Children lifted Cost in 2025/26

out of poverty

Abolish the two-child limit 350,000 £2bn
Increase the child element of UC by £17 a week 350,000 £3bn
Increase the UC standard allowance by £25 a week 350,000 £8bn

The data is based on UKMOD version B1.11 UKMOD is maintained, developed and managed by the Centre for Microsimulation
and Policy Analysis (CeMPA) at the University of Essex. The results and their interpretation are the author's sole responsibility.

5See notes 1 and 2.
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Conclusion

Scrapping the two-child limit is the most cost-effective way to stop child poverty rising in the UK.
Removing this policy will not only improve the lives of children across the UK, but it is also an essential
step for government to reduce child poverty over this parliament and meet its manifesto commitment.

Itis rare to find a policy that instantly improves the lives of millions of people, while also increasing the
long-term prosperity of the country. Governments generally must choose between spending money to
provide short-term improvements for the people they serve or making long-term investments in the
future. But abolishing the two-child limit is a win-win — benefiting children and families instantly, while
improving school readiness and children’s educational outcomes, easing pressures on the NHS, and
increasing the long-term economic potential of the country.

About CPAG

Child Poverty Action Group works on behalf of the more than one in four children in the UK growing up in
poverty. It doesn't have to be like this. We use our understanding of what causes poverty and the impact
it has on children’s lives to campaign for policies that will prevent and solve poverty — for good. We
provide training, advice and information to make sure hard-up families get the financial support they
need. We also carry out high profile legal work to establish and protect families’ rights. Child Poverty
Action Group is a registered charity in England and Wales (294841) and Scotland (SC039339).
cpag.org.uk
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