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Tax Credits, Benefitsand Family Budgets
Abstract

Theintroduction d Working Families' Tax Credit, replacing Family Credit, raised
serious concerns about family budgets foll owing the decision to make payment through
the wage packet. Thisarticle uses large-scale survey data to assessfamilies’ responses
to this change, and to other elements of the reform. It looks in detail at the effects of
employer involvement, and the first effeds of WFTC on rates of take-up. The evidence
from alarge survey tends to support some concerns, to rather downplay others, and to
introduce some new ones. Payment through wages for couples has not generated large
concerns, though for lone parents the resulting changesto budgets may have been more
important. Take-up of WFTC islower than for Family Credit, though thisis readily
explained by the credion d many more eligible families, often with relatively small
entitlements.



Tax Credits, Benefitsand Family Budgets

Introduction

One of the most important changes to have dfected the mntemporary UK system of
income maintenance is the introduction d tax aedits in situations where benefits have
typically been payable. Thisincludes the introduction of Working Families Tax Credit,
repladng Family Credit in October 1999; the Disability Working Allowance was
replaced by Disabled Person's Tax Credit at the same time. Within these new tax
credits, a dnildcare tax credit has replaced the former childcare alowance. From April
2001, the Married Couplestax allowance was eventually superseded by a dildren’ s tax
credit. More significantly, from April 2003 the system of support for famili es, and
others, will receive amajor overhaul. A Working Tax Credit will provide in-work
support for working adults (with and without children), with a Child Tax Credit for the
costs of children separated off into an integrated children’s credit (combining elements
from various socia security benefits and tax credits).

The introduction d these new tax credits has been relatively rapid, as has the overall
“step towards greder integration d the tax and benefits gystem” (HMT 1998: p 7). This
paper reports on alarge scde quantitative study designed to investigate the df ects of
new tax credits. It isalso able to make comparisons between Family Credit and WFTC,
particularly analysing the ways that the newer tax credit has been aff ecting family
budgets. Thisisthefirst timethat such large sample quantitative data has been
available. Previousreseach onthe anticipated and actua effeds of tax credits has
mostly been small-scae and quadlitative (Goode @ al 1998, Dean and Shah 2002), or
based on data pre-dating the reform (McLaughlin et a 2001).

Background

FIS and Family Credit

In-work support for low/moderate-waged famili es has existed in twentieth century
Britain since Family Income Supplement (FIS) was introduced in 1971. Thislasted, as
arelatively small element of the social seaurity system until 1988, when it was replaced
by Family Credit (DHSS1985). In fact, FIS had started as a stop-gap measure, ahead of
apromised closer integration of taxes and benefits, that in fact was never implemented
(Hill 1990). It was arelatively small benefit, noted for having potential rates of
withdrawal in excessof 100 per cent.

However, the introduction of Family Credit made aconsiderable difference. The new
benefit smplified many of the rules, including the wors of the poverty trap, and
expanded the number of families eligible to recaveit. So, by the time it was replaced
by Working Families Tax Credit (WFTC) in October 1999, some 800,000 families
were recaiving it (Inland Revenue 2001).

Family Credit, likes its historicd ancestor implemented at Speenhamland in the
eighteenth century, could be aiticised as a supplement which led employers to cut the



wages of their workers — confident in the knowledge that the supplement would make
up the shortfall. Infad, in the cntemporary period for Family Credit this pattern was
rarely found (Calendar et al 1995), principally through lack of knowledge of the
relevant system.

The 1985 review again considered the potential for closer integration of taxes and
benefits, which was among the more wntroversial elements of reform. The 1985 Green
Paper had originally proposed that the new Family Credit shoud operate a atax credit,
either off setting tax or being paid through the pay padket (DHSS 1985: p.29). However,
this was vigorously opposed, partly because it would involve atransfer of resources
from women to men (or from “purse to wallet”, as this was termed), but also because of
the burdens on employers (who were dso having to contemplate ansiderable pension-
related reforms at the same time). In the event, various dions of the Social Seaurity
Bill were defeaed in the House of Lords. As aresult, the then Thatcher Government
agreed that Family Credit would be paid diredly to recipients, as had FIS, and not via
employers or using the tax systems.

Means-tested benefits are never received by all those entitled to them, and often a
Sizeable proportion d potential redpients do not claim. Rates of non-take-up do vary
acrossdifferent programmes, but often around ae third of digible families do not
receive them. In 1999 the takeuP of Family Credit was estimated to be 72 per cent by
caseload, and 81 for expenditure™. The base from FIS was rather uncertain, and take-up
figuresfor FIS in the 30-40 per cent range had been known (Fry and Stark 1993).

Research on Family Credit also found that take-up was higher among lone parents than
couples, for tenants rather than owner-occupiers, and for those with previous experience
of receiving Income Support (Marsh et al 2001), even after controlling for the size of
the avard (i.e. they are derived from a multivariate analysis of take-up, including aterm
for size of award).

One feaure of Family Credit that caused increasing attention towards the end of itslife
was the interaction with Housing Benefit. Those moving into work might find they lost
al or most of their Housing Benefit, and thus not be as financialy better off as they had
expected. This problem of interadion persists, made worse by rising rents, though this
isnot discussed in this article.

From Family Credit to WFTC

Quite exrly into the New Labour Government, Martin Taylor (formerly Barclays Bank)
was asked to investigate anumber of ideas for promoting work incentives, including the
possbility of atax credit for low-earning workers (Taylor 1998). Some dtention had
been placed on the American Earned Income Tax Credit, which enabled low income
families to recoup atax rebate (Walker and Wiseman 1997). However, Taylor rejeded
such a gtructure in favour of retaining the structure of Family Credit but delivering it
through the tax system, to become Working Families' Tax Credit from October 1999.

The most prominent change introduced by WFT C was that it was designed to be paid
through employers as an addition to the wage packet (payment via employer, or PVE),
whereas Family Credit was run by the then Department of Social Security (DSS and
paid in ways smilar to other benefits (order books or through the banking system). It
was widely believed that Family Credit was, as part of the overall benefits g/stsm,



creating sigmafor potential claimaints. Thiswould, they believed, be reduced with
WFTC paid by Inland Revenue, leading to higher levels of take-up. According to
Taylor: “ Asa tax aedit rather than a welfare benefit, it would reduce the stigma
currently associated with claiming in-work support ... It would prove more acceptable
than social security benefits to most claimants and taxpayers as a whole” (Taylor 1998:
p 22).

Where WFTC is paid via employer (PVE), amounts of tax credits are paid into the wage
padkets of workers by their employers, who dfset this money against other liabilitiesto
the Inland Revenue. PVE started from April 2000, six months after WFTC itself was
introduced. Payment of WFTC by Order Books and ACT (and by cheque for small
awards) did persist. For example, the self-employed cannat be paid through employers,
and it can take some time to set up PVE arrangements once an award has been made).
In addition, as we discussbelow, WFTC may be recaved by some non-workers, if they
choose to be the gplicant/recipient for tax credits within couples. The payment method
depends on the economic drcumstances of the gplicant.

The newer tax credit had much more generous levels of payment, and more assstance
with certain childcare expenses (Strickland 1998). In fact, WFTC is always worth
more than Family Credit to recipients, often considerably so, through:
* higher value aedits,
* ahigher income threshold before WFTC is tapered away (i.e before the
maximum amount of WFTC is reduced);
» alower taper (each extrapound of net eanings reduces WFTC by 55 pence,
compared with 70 pence under Family Credit), and,
* more generous treament of childcare spending and any maintenance reasived.

There ae many major changes between WFTC, as atax credit, and Family Credit, asa
benefit, though also strong elements of continuity. There ae very clear administrative
differences: WFTC is administered by the Inland Revenue, who will be responsible for
future tax credits, plus Child Benefit and related policy development.

As observers of the detail have gpreciated, there is much to divide aswell as unite
these new ‘tax credits', and in particular their relationship to the tax system as awhole.
Some analysts continue to ingst that these ae not really tax credits at all, but instead
benefits paid in an alternative way (Brewer et d 2001). However, tax credits as
introduced in 1999 do embody a distinctive range of ideas. In particular, the notion that
workers should not face the same regime of income maintenance & non-workers, since
schemes for non-workers are regarded as inherently stigmatising — and therefore likely
to suffer from problems of not being claimed. This point isreinforced through the
administration d tax credits being part of the tax-collecting authority, the Inland
Revenue, rather than the Department of Social Security as was the Gase with Family
Credit.

Theintroduction d WFTC clealy led to alarge increase in the size of the aaseload, and
by August 2000 this had reached 1.09 millionin Gresat Britain, compared with afigure
of 0.8 million for Family Credit at its peak in June 1999. (It isworth naing that the rate
of increase in the Family Credit caseload had slowed somewhat between 1996 and
1999, with avery flat caseload through 1999).



The number of both couples and lone parents receiving in-work support has risen with
theintroduction & WFTC. However, it isinteresting that the number of lone parents
receiving support continuesto outstrip the number of couples. Analysis of 1999 data
(Marsh et a 2001: chapter 12) suggested that those brought into scope of support by
WFTC would be 70 per cent couples, and 30 p@r cent lone parents. The continued
maority of lone parents may imply that lone parents have been quicker to take up their
new entitlements — and thisis supported by the data analysed later in this article.

WEFTC: Initial concerns

The extraresourcesincluded in WFTC, compared to Family Credit, promised higher
living standards to families with children. But while it was generaly recognised that
WFTC provided considerably greater resources to working families (McLaughlin et a
2001), WFTC provoked controversy on a number of grounds. Some of these were
continuations of doubts expressed about Family Credit, others were new areas of
potential concern.

In particular, the introduction of payment through wages, and the involvement of Inland
Revenue which were both designed to reduce the alleged stigma of means-tested
benefits.

The proposed administrative dianges created two main concerns. The first set were
linked to the behaviour of employers. First, that the involvement of employers might
lead to fraud (Field 1998), or to aperceived inseaurity in payments by marginal
employers, or possibly to reduced labour mobility as recipients might be concerned
about moving jobs (Social Security Committee1998). A report by NACAB appeaed to
find extensive evidence of problems creaed by the link with employers (NACAB
1999), including dismissals of staff who might reaeive it. They recommended greater
choice of payment methods. Of coursg, it isdifficult to be aertain how widespread such
problems were, and hav far WFTC had altered the situation compared with Family
Credit.

The second set of concerns, following the dhange of payment arrangements, was that
women (as recipients of Family Credit) would generally lose out to men (in whose wage
padket WFTC might generally be paid), and that the family would have alower
standard of living asaresult. Inshort, the ‘purseto wallet” argument, with the key
argument that money paid dired to mothers would benefit children to a greater extent
than money paid as an addition to wages.

Goode ¢ al (1998) interviewed 31 famili es receiving social seaurity benefits (Income
Support and Family Credit), interviewing both adultsin each family. They identified
opposition towards payment of benefits/tax credits through the wage padet. First, since
it potentialy removed from women an independent source of income from, that they
were aacustomed to with Family Credit. Second, men were not trusting of employers
and so did not want their family income to dependent on the flow of income from
employers, who some workers at least said could na be trusted.

In the mid-1980s the combined force of these aguments had changed policy. With
WEFTC the latter was probably significant in introducing, for couples, a choice of which
one of them applies for WFTC and hence receives the payment. The payment method
for the gplicant will then depend onthe goplicant’ s employment status. However,



there is no choice of payment method per se, instead a dhoice of applicant and (if
succesdul) recipient. A lone parent in employment will be PVE. In a muple with a
working husband and nonworking wife, the method of payment will be PVE if the man
isthe gplicant, and ACT/Order Book if the woman isthe gplicant. Naturally, PVE is
not available for self-employed redpients.

In ather research, Dean and Shah (2002) interviewed 47 low-income working families,
also drawn from Income Support and Family Credit records, but including both lone
parents and couples. They found some evidence of support for WFTC, especidly in its
extra anounts. But they remained sceptica about its potential beneficial effects,
suggesting that fedings of inseaurity might increase.

WFTC: The key questions
Now is an appropriate time to consider how far the concerns expressd regarding
WFTC have cometo pass Therest of this paper qualifies a number of these aeas of
concern, by looking at a large representative sample of WFTC redpients, and those
eligible for WFTC but not receiving it. The a&ove analysis s1ggests a range of
guestions, these include:
» Hasfar hasthe dange of payment mechanism aff ected attitudesto WFTC, and
its likely use?
» Hasfar doesthe perceived greater involvement of employers affect claiming
WFTC?
*  What has been the response to the change of payment mechanism?
*  What has been the dfect on take-up?

The study data

The results presented in this paper are based on a representative sample of over 5,000
low and moderate income families with children, interviewed in mid-2000. Each family
was interviewed for an average of one hour, with partnersinterviewed where possble.
The study included 4090 famili es who were dso interviewed in mid-1999, and a boaoster
sample of new families to ensure representativeness(Woodland and Collins 2001).

The research was intended to provide information to Government on lower and
moderate income families (Marsh et d 2001). For this current study (*reference
withheld*) the main aims were to study work incentives, the continuing role of in-work
support and family living standards. It was thought important to capture thase who
might be dfeded by in-work support, and not just current recipients of such support.
Various arrangements for remaining in touch with responcents were put in place (eg
collecting ‘stable’ addressdetail s, sending out regular address check reminders).

The samples were systematically selected by interviewers from a sample drawn from
Child Benefit records. Those interviewed comprised lone parents of all income level,
plus couples with dependent children who were ather:
(a) not in paid work of 16+ hours, or
(b) receiving Family Credit, or onlow or moderate eanings — that is, either eligible
for Family Credit or with an income up to 35 per cent above thisleve



The response rate to interviews among the panel was 88 per cent. Among new
(‘booster’) cases the response rate was 72 per cent. All are respectable figures,
increasing confidence in the reliability of the data allected.

Main Results

The foregoing discussion has identified a range of areas where tax credits might be
expected to affect family budgets, compared to the payment of social security benefits.
How far have the potential benefits, and costs, of WFTC been realised in practice? This
section focuses in onfour areas: the vaue of awards, contad with employers, concerns
about payment methods, and the level of take-up.

The Value of WFTC compared to FC

Theintroduction of WFTC appeaed to promise larger average awards, covering awider
range of families. However, this was tempered by concerns about potential interactions
with Housing Benefit, and whether the anounts were sufficient to make ared
difference to people’ s experiences.

For most WFTC redpients, the Size of their award met or exceeded their expedations.
Around two in five (38 per cent) said their award was about what they had expected, but
42 per cent received more than expeded and 12 per cent less, with nine per cent having
no clear expedation o the likely level of award. One new feature of WFTC is that
maintenance payments are not taken into account in calculating entitlement. As many
as 49 per cent of thase receiving any maintenance said their award of WFTC was larger
than expected, and eight per cent had expected more than they actually received).

Awards of WFTC may aso be compared with those that would have been awarded
under Family Credit had it continued to exist. Of course, if Family Credit had
continued to exist after October 1999, it would probably have been uprated in April
2000. We have derived an uprated or ‘shadow’ level of Family Credit against which to
compare the level of WFTC awards. To make gpropriate comparisons, the vaue of
Family Credit, including the income threshold, in these cculations has been uprated
from 1999 to 2000 valuesin the gpropriate way used for socia security benefits.®

Among those receiving WFTC, amounts of award were goproximately £30 per week
more than would have gplied under Family Credit, with a dighter larger average
(mean) gain for couples (£31.05) than for lone parents (£28.96). Among WFTC
recipients who would have qualified for Family Credit (had it remained), the weekly
money gain was dightly higher than for all WFTC recipients— at around £33. Thisgain
is higher than average because many of the smaller gainers were thase who were
ineligible for Family Credit. However, so far relatively few new WFTC applicants have
emerged from the group who would have been ineligible for Family Credit-style levels
of support.

The size of the monetary gain from WFTC over Family Credit was higher for some
groups than others. Those paying for childcare gained an average of £39 per week,
reflecting the more generous treatment of childcare expensesin WFTC than Family
Credit. Under WFTC, the anounts awarded for childcare are added to the maximum
award, whereas under Family Credit they were not, resulting in higher awards for



childcare payersunder WFTC. Even so, given the increased support available for
eligible childcare, this gain may be lessthan expected.

People’s views
To what extent did this quantitative gain trandate into peopl€e s perceptions of WFTC,
compared to Family Credit? Those who had received both Family Credit and WFTC
were asked which they believed was better for them. Their responses were:
* 11 per cent said they believed Family Credit to be better for them than WFTC.
e 53 per cent said they believed WFTC to be better for them than Family Credit.
e 36 per cent could not say which was better for them, perhaps because too many
other circumstances had changed.

Five times as many people believed WFTC was better for them than Family Credit, as
believed the reverse. The high numbers of those unable to state which was better means
that the ratio between the two clea choicesis a helpful statistic, at least compared to
citing proportions of particular groups believing oneto be better than the other when the
proportion unable to choose is high and variable. However, in this analysis both sets of
figures are presented to give the fullest information.

There was a strong association between the size of money gain that WFTC provided
over Family Credit (for the same drcumstances) and expressng a preferencefor
WFTC. These‘gains are, of course, notiona. They will approximate to any gain that
was persondly experienced only if al family circumstances have remained similar.
Where the gain was lessthan £20 per week, WFTC was preferred to Family Credit by
just under four to one (Table 1). Among the small number where the gain was £60 per
week or higher, WFTC was thought to be better for respondents and their famili es than
Family Credit by nearly twenty to one. The higher the money gain that WFTC provided
over Family Credit, the more likely that respondents were dso able to distinguish which
was better for them. Those with smaller gains were the least able to state which was
better for them. Thisanaysisisbased on those with experience of both Family Credit
and WFTC. Of course, WFTC potentially creates alarge number of recipients with
relatively smal awards, who do not form part of this analysisif they had noprior
experience of Family Credit.

Tablel Preferencesfor WFTC or Family Credit by gain from WFTC over
‘shadow Family Credit’
Column percentages

Gain from WFTC over ‘shadow Family Credit’

Up to £20 £20-£40 £40-£60 £60+ All
FC 11 12 11 4 11
WFTC 44 53 62 74 53
Can't say 45 35 28 22 36
Ratio of 3.81 4.6:1 581 18.5:1 5.0:1
WFTC to FC
Unwei ghted 167 336 170 50 846
base

Base: those who had ever receved bath Family Credit and WFTC



In summary, redpients of WFTC are aound£30 a week better off than they would have
been under an uprated system of Family Credit. And although a sizeable minority is
unable to state a preference, among those with experience of both a narrow majority
prefers WFTC to its predecessor, with one in ten stating a preference for Family Credit
over WFTC.

Employer contact

In the asessnent of Family Credit, employers were, of course, involved to confirm
employee details. Their role became greaer with the introduction of WFTC and
payment of the tax credit through the wage packet. This has raised concerns that
employers might construct barriersto their staff claiming, to avoid the administration
involved.

Over onein five (21 per cent) of WFTC applicants had spoken to their employer about
their current (or most recent) claim. Thisfigure was higher, at 29 per cent, for those
applicants who went on to qualify and then were PVE cases. Few applicants perceived
their employers to be ajainst such applications: 47 per cent were perceived by
responcentsto be broadly in favour, 45 per cent as neutral, and seven per cent against.
The proportion d applications perceving their employer to be for or against an
application was not associated with the eventual payment medanism.

Responcents were asked if this contact aff eded their views about any future application.
It is possible that a negative employer reaction might dissiade people from applying;
conversely, a positive reaction might help them to overcome any doubts they might
have. Overall, four per cent of those with employer contact were less likely to apply,
and 22 per cent more likely, as aresult — the remainder stating that it made no
difference. Where amployers had been in favour of applications, 37 per cent said this
made them more likely to apply, compared with seven per cent of those whose
employer had been neutral. Clearly, a positive anployer reection to the ideaof aWFTC
application serves to reinforcethe likelihood of applying again.

Thisdataislimited, in that it does not identify those who might have been dismissed, or
not reauited in the first place, because of their status as tax credit recipients. However,
among continuing redpientsit appeas that employers had not aded as barriers to the
receipt of WFTC. What is lessclear, though this will emerge over time, is whether
receipt of tax credits will affect other aspects of the employment relationship, including
their wage progresson (Bryson 1998).

The payment mechanism and family budgets
The payment medhanism has been the most controversial element of WFTC, and this
was explored with respondentsin detail .

Responcents (which, in couples, was the mother rather than father) were asked which
mode of payment they would prefer if they had a wmpletely free cthoice. Among those
who had ever received Family Credit/WFTC as employees, 11 per cent expressed a
preference for PVE, 53 per cent for Order Books, and 36 per cent for payment through
the banking system. Thaose paid by Order Book and ACT overwhelmingly suggested
these as their preferred method of payment (87 per cent and 83 per cent respectively).
Thaose with experience of being paid via enployers were the most likely to give this as
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their preferred payment mode (24 per cent), but it was still the least popular of the three
choices offered by the questionnaire for this group.

The partners of respondents were asked a similar question — since the main respondent
was the mother, these ae male respondents, with only a handful of exceptions. Overall
their preferences were 56 per cent for payment through ACT, 28 per cent favoured
Order Books and 16 per cent would prefer PVE. In other words, relatively similar to
their female counterpartsin their lack of spontaneous preferencefor PVE.

Whilst some commentators have linked the payment mechanism to isues about the
control of money within couples (Goode & al 1999), it was much more common for
lone parents to express concerns than couples. Lone parents in employment will
generaly be paid through wages, among couples the payment method is determined by
the employment status of the gplicant. The reasons why perhaps become dearer on
ingpecting the reasons for these mwncerns. The most commonly expressed concerns
related to budgeting processes and the dfect of changing from (say) weekly payment of
Family Credit to a payment cycle (on PVE) that was (say) per cdendar month. Two
representative verbatim quotes (from open-ended survey questions) help to illustrate
these points:

“it all getspaid in one lump whereas previoudy it was paid at
different times © | always had money to bail me out”

“1t goes graight into the bank from wages and if overdrawn
can't useit”

The main objections to PVE came from lone parents, and concerned methods of
budgeting, rather than from couples concerning control over money. However, WFTC
did permit couples to naminate the mother as redpient, avoiding potential problems of
the cntrol of money within families. So, it isunclear to what extent PVE would have
created problemsif it had been compulsory for earnersto receive the tax credit.

Take-up

In introducing WFTC, Taylor (1998) argued that the take-up of Family Credit was
depressed by sigma, WFTC would reduce stigma, and hence that take-up would rise.
The range of other reasons for non-take-up (Corden 1999) recaved rather lessattention.

However, WFTC extends in-work support rather further up the income distribution than
did Family Credit. It also provides szegble cash gains for those & the borderlines of
Family Credit entitlement, where many eligible non-claimants were to be found Higher
incomes, unfamili arity with in-work support, and relatively low awards for anew large
group, combined with the recent introduction of WFTC, would tend to be associated
with lower take-up than for Family Credit. However, the rate of take-up by caseload is
likely to be dfected rather more than the expenditure-based measure. Thisis because
most of the money gains from WFTC will accrue to existing recipients, and the
entitlements of those brought into eligibili ty are lower than the average of existing
recipients.

So it turnsout. In 2000, the rate of take-up of WFTC was 62 per cent by casdload and

76 per cent by tota spending; for Family Credit they were 72 per cent and 81 per cent
respectively.
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In ather words, just under two-thirds of the people digible for WFTC in year-2000 were
receiving WFTC, but they were receiving three-quarters of the total amount payable if
everyone daimed. WFTC take-up rate was as high as 80 per cent among those who
would have qualified for Family Credit had it remained, but lessthan one-third (31 per
cent) for those who only qudified for in-work support because of the enhanced value of
WFTC. The extraresources avail able with WFTC have therefore mostly gore to those
on lower, rather than moderate or higher incomes.

There was arather pronounced association between the size of different families
entitlements, and the likelihood that they were recaving WFTC (Figure 1). Therewasa
clear symmetricd pattern for recipients: some small awards, some large, but with most
occurring in the middle of the range. The picture for eligible non-claimants of WFTC
was highly skewed: most were entitled to the lower end of awards (over onethird were
entitled to £20 aweek or lesg, and there were few at the higher end d awards.

12



Figurel Distribution of WFTC recipients and eligible non-claimants (ENCs)
by size of entitlement (pounds per week)
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The rate of take-up may be plotted against various persona charaderistics. Take-up
reached 78 per cent among lone parents, but lessthan one-half (49 per cent) among
couples with children. Partly this result confirms previous researcch on Family Credit,
for which lone parentsinvariably had higher rates of take-up than couples. Itisalso a
reflection that the expansion introduced by WFTC brought into scope many more
couplesthan lone parents, and it is among this newly qualifying group that take-up has
been low.

Among lone parents, take-up was higher for thase working 16-29 hous, than for those
working 30 or more hours (90 compared to 63 per cent). A take-up rate of ninein ten,
found among this group of lone parents working 16-29 hous, is among the highest
found in empirica research on in-work support.

Discussion and Conclusions

Theintroduction d WFTC brought recognition d the need for increased resources for
families with children, but also key changes in the administrative and payment
arrangements designed to separate methods of income maintenancefor those working
(=tax credits) from those not working (=benefits).

The evidence from alarge survey tends to support some concerns, to rather downplay
others, and to introduce some new ones.
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Overal WFTC redpients much preferred it to its predecessor, FC, and payment through
wages is not appearing to deter claims from continuing recipients. Of course, this may
be refleding the choices made about which person is the recipient, which tempers some
of the cncerns expressed and reduces employer involvement in payment. For lone
parents, where no such choiceis permitted, the mncerns have been around patterns of
budgeting — the change to the frequency of payment (matching wage payment periods)
and access to cash.

The rate of take-up has sme way to goto match the levels found under Family Credit.
Early into the life of WFTC the performance has neither been an overwhelming success
nor an unmitigated disaster. To reach Family Credit levels of take-up, given the
creation of large numbers of small weekly entitlements, would take some time if indeed
it would be achievable & all.

Overall, in many ways the aguments concerning employer involvement, and ‘purse to
wallet’ do seem to have been taken on ard by Government in the design of the new
tax credits being introduced in 2003 (Greener and Vidler 2001). The child-related
elements are going to be paid to the ‘main carer’, mirroring Child Benefit. The
assesgnent of the new tax creditsis also set to depend on a previous year’ s earnings,
reducing the need for changes aff ecting employers on aregular basis.
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