CPAG's 2026 Pre-budget Briefing

Summary

e Reducing child poverty improves living standards overnight, is a catalyst for economic growth
and decreases demand on public services. It must be a priority for this Budget.

e Social security acts as a foundation block families can build healthy and productive lives for
their children upon. Investing in children through social security is highly beneficial for a variety
of wider educational, economic and health measures, including lowering the long-term NEET
rate.

e The best way to provide cost-of-living support to families is through investing in child-related
benefits. Poverty rates are highest for households with children, and the social security system
is an effective and tested mechanism for delivering support. Government should avoid the
mistakes of previous governments by providing support that is proportional to household size,
not flat-rate payments.

e Investing in child benefit would help many low- and middle-income families, including those
struggling with cost-of-living. Increasing child benefit by £10 a week would reduce child poverty
by 400,000, building on previous policies announced during this parliament.

e Further investment in childcare targeted towards low-income families is necessary.

Introduction

More than one in four children in the UK are growing up in poverty. Behind that statistic are millions of
families skipping meals, rationing heating and watching their children go without the basics that their
peers take for granted. It doesn't have to be like this. Child poverty is a political choice, and this Budget
gives the government a decisive opportunity to reduce child poverty further.

Investing in children is not only the right thing to do, but also one of the most cost-effective investments
a government can make. Reducing child poverty leads to a healthier, better-educated population, a
stronger future workforce, and lowers demand on public services in the decades to come. Failing to
invest carries its own cost. CPAG analysis puts the price of child poverty to the public purse at up to £40
billion a year, before accounting for the human cost paid by children themselves.’

CPAG welcomes the steps this government has already taken. Scrapping the two-child limit and
extending free school meals to all children in households in England on universal credit (UC) mark the
most significant reductions in child poverty in a generation. However, there remain 3.7 million children
in poverty in the UK. Further investment in social security is vital to improve childhoods and boost
children’s outcomes and futures. The government'’s child poverty strategy published last December
rightly identified austerity cuts to social security as a major driver of rising child poverty and worse
outcomes for young people. Reversing some of the harms caused by austerity was a necessary step,
but, as the strategy also identified, more action is needed to free children from poverty and unlock the
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potential of our young people. Social security is one of the most effective levers government has to
tackle disadvantage and boost life chances for children.

This Budget must build on the foundations that have been laid and make further critical progress for
children across the country. This must include sustained investment to lift more children out of poverty.
Every day matters for children living in poverty, so we urge government to act quickly in order to
maintain momentum and reduce child poverty.

Why this government must reduce child poverty

Impact on families’ lives

The impact of investing in social security to reduce child poverty cannot be overstated. The removal of
the two-child limit will lift 450,000 children out of poverty entirely and mean a further 900,000 are in less
deep poverty by the end of this parliament.? In many areas the benefits of government policies take
time to be realised, but the impact of social security measures to reduce child poverty is instantaneous.
Families are immediately relieved of financial and psychological strain, and children experience day-to-
day improvements to their lives, including being better fed, being able to take part in more enrichment
opportunities and having what they need to thrive at school. Government can demonstrate the
difference in its measurement of the headline rates of child poverty, and pressures on families are
eased overnight. CPAG has already heard from many parents about the benefits that removing the two-
child limit will have on family life.

'It made our life much less stressful. The stress is the big thing, you're just constantly worried about
how I am going to get money for clothes, shoes, food that they need and there's not anywhere near
that same stress anymore now. So, | think you're actually a better, nicer parent and a nicer person
because you're not constantly stressed about money. It's as much an emotional and psychological
effect it's had as financial.’ (Couple with three children affected by the two-child limit, working
household)

‘I've been able to buy a new mattress as my son had his old mattress for over ten years, it was just
really good for him because obviously it's helped him sleep, but also for me, being able to get him
something that he actually needs rather than thinking, “right, he needs a new mattress, but we need
food or I need to pay for my bills so | just can’t get it.” You know, it's like those things that you just
can't get that other people take for granted... Because when you have an extra bit of help
financially, those are the things that | put the money into. And | have been able to buy shoes,
clothes, uniform without thinking how do I afford everything else.’ (Lone parent with 3 children, in
full-time work)

Cost of living

Helping households with rising costs is clearly a priority for this government and this is welcome.
Parents are facing increasing challenges meeting the costs associated with raising children. A recent
CPAG survey of parents found that four in five parents think it is harder to raise children because of the
cost of living than two years ago, and that nearly half of all parents are struggling to manage their
finances.® This means many children are going without basic everyday items and experiences, such as
sufficient fruit and vegetables, sports clubs and swimming lessons, and socialising with friends.

2 The results presented here are based on UKMOD version B1.16 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.
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The social security system is a well-established mechanism for getting support to families that need
additional help and interventions that utilise this are welcome. However, we are concerned that this
government may repeat the mistakes of previous governments by providing flat-rate payments, through
the warm homes discount, that do not account for the fact that larger households have higher energy
costs.

Any new support package must be proportionate to need, reflecting household size and protecting
children in poverty. We believe that the best way to provide cost of living support is through increasing
child-related benefits for two key reasons. First, it is a measure targeted at families with children,
reflecting their higher costs. And second, it will help to deliver on government’s ambition to reduce child
poverty while also helping a larger number of families with children with the cost of living.

Economic growth

Reducing child poverty is not just good for improving living standards in the here and now, it is also a
key catalyst for economic growth. It can be challenging for governments to change the path of
economic growth, but the economic consensus is that investing in people has the highest return, the
earlier in life the investment is made, the higher the return. There is a wealth of evidence that investing
in children through social security leads to positive outcomes across society, including driving
economic growth.

Increased social security leads to healthier, better-developed children who achieve more at school. The
strongest predictor of how well a child will do at school is family income, with correlation four times
stronger than the link between outcomes and place.* The attainment gap widens and inequalities
deepen as children grow older and progress through school, but it begins from birth. As poverty impacts
children’s early years and development, the attainment gap sets in and continues to grow as children
move through education. Children in receipt of free school meals are 4.7 months behind their peers at
the start of their school journey.® By the time students are 16, those from lower-income households are
19.1 months behind.®

This is not because children experiencing poverty have less ability or potential or work less hard than
other children. The attainment gap persists because poverty affects all areas of school life and holds
children back.

CPAG research with school staff has previously found that lesson time and learning is significantly
affected by high levels of child poverty. School staff have reported that children growing up in poverty
are often tired, hungry, unable to concentrate, and without the resources and equipment they need to
fully engage in the curriculum. School staff spend a significant amount of time dealing with the effects
of child poverty. Professionals across the education sector recognise the need for more financial
support for families, which helps pupils to learn and enables staff to focus on the core parts of their
roles.” Action in schools must go hand in hand with action on child poverty outside the school gates.

The improved childhood outcomes that result from investment in social security persist into adulthood.
They mean a healthier, more productive workforce, leading to higher economic growth.® They also mean
a lower NEET rate. As the Young People and Work interim report highlighted, over half of the instances
of young people being NEET at age 17 are attributable to poverty and family adversity.° Persistent
poverty more than triples the risk of being out of education and employment at ages 17 and 23,
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compared to someone who does not experience poverty.'° It is incredibly difficult for government to
reverse the impact of the disadvantage caused by growing up in poverty in adulthood. Prevention is
easier and more cost effective than cure; investing in child-related benefits will lower the long-term
NEET rate, while simultaneously improving the lives of millions of families.

Recent analysis has focused on valuing the combined effect of these impacts, including on health and
wellbeing, finding that increasing social security for low-income families is a highly cost-effective
investment for the government.” There is also the effect of reduced costs and higher tax revenues for
the government. When action is taken to bring down child poverty levels, children’s health outcomes are
improved, resulting in lower NHS spending in childhood and adulthood. When children grow up, they will
be more likely to be in employment, and in higher-paid jobs, which means higher tax revenue and less
spending on social security in the future. CPAG analysis found that the costs of child poverty to the
public purse (in terms of higher costs/reduced revenues) total up to £40 billion a year.’> New analysis
by CPAG also found that there is a significant cost to local economies due to more being spent on
services to address the harms of poverty and lower earnings potential of adults who grew up in poverty.

As the government seeks to deliver on its priorities, including increasing youth employment, it needs to
be clear about the critical role social security plays in giving children the best start in life and protecting
them from poverty. Social security is not just a safety net; it drives opportunity for children and helps to
level the playing field. This is often overlooked but should be a source of national pride. Policymakers
must do more to promote the virtues of a strong social security system.

Policy recommendations

Reducing child poverty will require sustained action from government. This briefing identifies two key
priorities for government action in the forthcoming Budget to continue to build momentum, reduce child
poverty, and further lay the ground for continued action in the 10-Year Plan.

Invest in child benefit

CPAG would recommend increasing child benefit by £10 a week. The impact of the cuts to child benefit
on children cannot be overturned overnight, but the sooner children are invested in, and the greater the
investment, the higher the return. This would increase living standards for 11,000,000 children, lower the
depth of poverty for 3,000,000 children, and lift 400,000 children out of poverty at a cost of £5 billion.™
This change would build significantly on policies already announced in the child poverty strategy and
ensure child poverty continues to fall during this parliament.

It is also a popular policy, more than nine in 10 parents (93 per cent) greatly value child benefit support,
and four in five say child benefit is an important part of their monthly budget that they could not
manage without.™ Sixty-seven per cent of parents say increasing child benefit by £10 would help their
family with the cost of living. This increase would be felt by families instantly week on week.

Invest in childcare

Many children in lower-income households are excluded from the extended 30-hour funded childcare
offer in England because their parents have low earnings or face barriers to increasing their
engagement with paid work. This includes parents in education or training. Families can only access the
offer if both parents are in ‘qualifying paid work’, meaning many children in the poorest households who
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stand to benefit the most from early education lose out. Making the 30-hour offer universal would help
support parents to work and ensure all children can access vital provision. This includes families with
no recourse to public funds, who are currently unable to access either scheme or the childcare element
in UC. In the long-term, government should transition towards a high-quality, publicly-funded universal
childcare system.

Even for parents who can access funded and subsidised schemes, remaining costs continue to be a
barrier. Families using UC childcare are still required to pay 15 per cent of their childcare costs, which
when combined with the UC taper rate, income tax and NICs can make the increase in take-home pay of
working more hours very low. If parents need to pay for often unavoidable ‘additional extras’ for their
childcare provision, this adds a further burden to already-stretched budgets.

Many families on UC also continue to face difficulties paying for upfront childcare costs owing to the
failure to implement a proper mechanism to address this. Support is currently offered through the
flexible support fund, a discretionary scheme work coaches can use to support claimants with costs,
but many claimants do not know about it, and its discretionary nature means it is not an adequate
solution to addressing upfront costs routinely. The DWP should move quickly to put a more permanent
solution in place to live up to the commitment to address this within the child poverty strategy.

Conclusion

Scrapping the two-child limit and extending free school meals to all children in families receiving UC in
England has reversed some of the harm caused by austerity measures. But 3.7 million children will
remain in poverty at the end of this parliament. If the government chooses to take decisive action now,
this will have a dual effect of increasing living standards for millions of households overnight, while also
boosting wider economic, health and educational outcomes. The larger and sooner the investment in
social security the better. Every extra day that children and their families spend in poverty is detrimental
for life chances, increasing the barriers to opportunity and constraining the long-term prosperity 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).



