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Introduction 

1. CPAG promotes action for the prevention and relief of poverty among children and 
families with children. We run a specific campaign focusing on poverty in London, 
where 36 per cent of live in households below the poverty line.1  
 

2. One principal reason for the high rate of poverty among children in London is the fact 
that parents are much less likely to be able to work in the capital than elsewhere. There 
is a nine percentage point gap between the proportion of lone parents working in 
London and the UK average, and a fourteen percentage point gap between mothers in 
couples in London and the UK average. As we set out below, low wages in London act 
as a disincentive for parents considering a return to employment. 

 
3. But the combination of low pay and high housing costs means that being in work is 

often insufficient to lift families out of poverty, and over half of children in poverty in 
London live in households in which somebody is in paid work. At the lower end of the 
London labour market, the high costs associated with living in London are not 
compensated by a pay premium. 

 
4. This submission considers both low pay as a barrier to employment, and the impact of 

low pay on poverty in the capital. We then discuss potential policy solutions. 
 

Low pay as a barrier to employment 

5. A critical factor underlying London’s high child poverty rates are the low rates of 
maternal employment in the capital. There is a nine percentage point gap between the 
proportion of lone parents working in London and the UK average, and a fourteen 
percentage point gap between mothers in couples in London and the UK average.  

Employment rates among parents in London 2011 (% in employment) 

 

 

 

 

 

 

 

Sour 
Source: Greater London Authority, Worklessness in London, 2012 

 

[a_text] 

 

                                                 
1
 Figures for 2011/12. Defined as living below 60 per cent of equivalised median income After 

Housing Costs.   
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6. One contributory factor to low rates of maternal employment in London may be that low 
pay in London means that the high rent and childcare costs encountered in the capital 
are not compensated for. Private rental market statistics suggest that average rents in 
London for a two bedroom property are over twice as expensive as the average for 
England.2 The Daycare Trust find that the average cost of a nursery place in the capital 
is 24 per cent above the national average.3  However, whilst at the middle of the labour 
market these costs may be in part compensated for by London wage premiums, for 
parents looking for jobs at the lower end of the Labour market, these premiums are 
lower, particularly for parents working part time, as shown in the chart below.  

 

 
 

Data from Office for National Statistics, Annual Survey of Hours and Earnings, 2008. Chart 
reproduced from D Gaffney ‘Trends in child poverty and parental employment in London’ K 
Bell (ed) (2012) We can work it out: parental employment in London Child Poverty Action 
Group.  

 
7. The labour market think tank Inclusion also found that the high costs of childcare and 

housing means that Londoners are less well catered for by the tax and benefit system 
when they move into low paid work. In research for London Councils they found that 
under the new Universal Credit, “all household types in London will have lower gains 
from working than in the rest of the country when moving into low paid work.” For 
example, “The spending power under Universal Credit for a single parent with two 
children for a ‘mini’ job of 6 hours (at minimum wage) will be £8,434 per year in 

                                                 
2
 Private Rental Statistics published by the Valuation Office Agency in May 2013, available at: 

http://www.voa.gov.uk/corporate/statisticalReleases/130530_PrivateRentalMarket.html  
3
 Rutter, J. with Evans, B. (2012) 2012 London childcare report Daycare Trust. 

http://www.daycaretrust.org.uk/data/files/publications/49/London-childcare-report-2012.pdf 

http://www.voa.gov.uk/corporate/statisticalReleases/130530_PrivateRentalMarket.html
http://www.daycaretrust.org.uk/data/files/publications/49/London-childcare-report-2012.pdf
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London. This compares to £9,482 per year nationally. The Londoner is worse off by 
£1,048 annually.”4 

8. It is clear that balancing wages, in work benefits, childcare, housing costs and the cost 
of free school meals are important when parents are considering a return to 
employment. In recent research in a central London borough investigating the costs of 
childcare, we found many parents concerned that work might not pay: 

Rebecca: About the working tax credits when you go back to work the job 
centre tells you about what you are entitled to and everything.  So when they tell 
you that you are going to go back and you are going to get total tax credits when 
you start working full time and they do give the tax credits everything goes up, 
everything you have to pay for.  So with that you have to pay your rent, so by us just 
getting tax credits because that’s not enough.  That’s not enough because you have 
got your rent, you’ve got your council tax, you’ve got everything and then you have 
to pay for your own childcare.  So working tax credits is not enough for childcare… 

 
Margaret: [in response to hypothetical example of someone getting job at 

£6.50 an hour] She wouldn’t be able to afford it, she’s got two kids and both of them 
are going to be in childcare, £6.50 an hour isn’t going to cover the way for the 
childcare. 

 
June: There is no point paying for childcare because when you work, if 

you don't work 16 hours, because I had a job before and if you are on income 
support, but you don't work 16 hours you only get to keep the first £20 of what you 
make.  After the first two hours you are working for free.   If you have got to pay for 
travel and then pay for childcare you are basically working for nothing, it is 
voluntary, there is no point. 

 
Desiree: I agree with you, this is a problem.  I am working to give all my 

salary to child care.  I stay with my kids, it is better for me. 
 

9. The combination of low pay, high housing costs and childcare costs, and a tax and 
benefit system that fails to compensate for these therefore may be deterring many 
London parents from entering the labour market. 

 

Low pay and in-work poverty  

10. The relationship between low pay and in-work poverty is complex, with rates of in-work 
poverty (when measured after housing costs) determined by: 

a. The number of hours worked by the adults in the household 

b. The rate of pay 

c. The effectiveness of the tax and benefit system in meeting the costs of children, 
and in compensating for low wages; and 

                                                 
4
 CESI (2011) Making work pay in London under Universal Credit: A report for London 

Councils CESI.  
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d. The cost of housing. 

11. However, it is clear both that London has a high rate of in-work poverty, and substantial 
numbers of people who are low paid. London’s Poverty Profile, produced by the New 
Policy Institute and Trust for London suggests that between 2008/09 and 2010/11, of 
the 610,000 children living in poverty, 360,000 (59 per cent) lived in a household in 
which somebody was in work.5 Research by the Queen Mary Univeristy estimates that 
580,000 workers in London are paid at wage levels below the London Living Wage.6  

12. Because of the operation of the tax and benefit system under which benefits are 
withdrawn as incomes increase, the impacts of an increase in wages would not all 
reach families’ pockets. Nevertheless, research by the Resolution Foundation and 
IPPR shows that the gains for households who would benefit from universal coverage 
of the Living Wage (across the UK) are still significant in cash terms, as set out in the 
table below. 

Gains for families if all employees were paid at least the living wage. 

 Average annual net 
income 

Average increase 
in net income 

Average % change 
in net income 

Lone parent £22,612 £398 1.8% 

Couple with 
children 

£31,549 £614 1.9% 

Adapted from from Table 3 in K Lawton and M Pennycook (2013) Beyond the bottom 
line, The challenges and opportunities of a living wage IPPR and Resolution 
Foundation.  

13. However, because much of the additional income gained from implementing a Living 
Wage would be withdrawn in terms of tax and benefits, this means that together with 
the increased tax and national insurance contributions involved, implementing a Living 
Wage in London would result in significant savings for government. IPPR and 
Resolution estimate that if all employees in London were paid at least the London 
Living Wage, the Treasury could save around £691 million a year.7   

14. This is money that could be invested in additional initiatives in London in order to 
ensure that work pays for families. These might include an additional disregard within 
Universal Credit for families, allowing parents to keep more of what they earn before 
benefits start to be withdrawn. This would enable families working in London to better 

                                                 
5
 See http://www.londonspovertyprofile.org.uk/indicators/topics/income-poverty/child-and-

adult-poverty-and-work/  
6
 Jane Wills and Brian Linneker (2012)  

7
 K Lawton and M Pennycook (2013) Beyond the bottom line, The challenges and 

opportunities of a living wage IPPR and Resolution Foundation.  
 

http://www.londonspovertyprofile.org.uk/indicators/topics/income-poverty/child-and-adult-poverty-and-work/
http://www.londonspovertyprofile.org.uk/indicators/topics/income-poverty/child-and-adult-poverty-and-work/
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meet the high costs associated with living in the capital. Alternatively, any savings 
made as a result of more widespread adoption of the Living Wage (or a higher national 
minimum wage in London, as discussed below) could be invested directly reducing 
childcare costs.  

15. CPAG therefore strongly support efforts to encourage wider take up of the Living 
Wage. These might include: 

a. All London Local Authorities and other public sector bodies operating within 
London adopting a living wage policy; 

b. The London Enterprise Panel taking a leading role in promoting the benefits of 
the Living Wage to private sector employers within London, and working with 
the Living Wage Foundation to offer positive publicity to those organisations that 
have taken this up. 

16. We also support the Resolution Foundation’s recommendation that the Low Pay 
Commission investigate the case for a higher statutory national minimum wage in 
London.8  

17. We suggest that adoption of these policies is accompanied by efforts to ensure that 
parents in London can keep more of what they earn in order to meet essential living 
costs, and that the earnings disregard within Universal Credit is increased for parents 
living in the capital. An additional disregard for parents in London could replace the ‘in-
work credit’ currently available to lone parents returning to work, which is due to be 
abolished in October 2013.9 

18. About CPAG 

CPAG promotes action for the prevention and relief of poverty among children and 
families with children. To achieve this, CPAG aims to raise awareness of the causes, 
extent, nature and impact of poverty, and strategies for its eradication and 
prevention; bring about positive policy changes for families with children in poverty; 
and enable those eligible for income maintenance to have access to their full 
entitlement. If you are not already supporting us, please consider making a donation, 
or ask for details of our membership schemes, training courses and publications. 
 
Contact 
 
Imran Hussain 
Director of Policy, Rights and Advocacy 
Child Poverty Action Group 
94 White Lion Street 
London   N1 9PF 
tel: 020 7837 7979 
fax: 020 7837 6414 
email: ihussain@cpag.org.uk   
 

                                                 
8
 A Manning (2012) Minimum wage: Maximum impact  

9
 See https://www.gov.uk/in-work-credit/what-youll-get for details.  

mailto:ihussain@cpag.org.uk
https://www.gov.uk/in-work-credit/what-youll-get
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Child Poverty Action Group is a charity registered in England and Wales (registration number 
294841) and in Scotland (registration number SC039339), and is a company limited by 
guarantee, registered in England (registration number 1993854). VAT number: 690 808117 

 


