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Welfare Reform Bill 2011/12
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Summary

Shelter supports the principles of the new Universal Credit, which is the major piece of reform
contained in the Welfare Reform Bill. However, the Bill will also introduce a second wave of cuts to
housing benefit, undermining the housing safety net for people who lose their jobs and need
temporary financial help to keep their homes, as well as affecting those who are in work but on very
low incomes, or who are unable to work due to old age or disability.

The Bill contains very little detail but instead enables the Secretary of State to make fundamental
changes to the benefits system via secondary legislation, where the changes will be subject to
little parliamentary scrutiny. We welcome the Government’s decision to table amendments making
the housing clauses of the Bill subject to the affirmative resolution procedure, but we are disappointed
to note that this only applies to the first set of regulations tabled and not to subsequent ones.

Shelter’s priorities at Report stage

1. The household cap on benefits. The proposed cap is a crude measure which will penalise
households with higher housing costs. We are calling for a grace period for new claimants during
which they would be exempt from the cap. We anticipate that the cap will create significant
problems for homeless families living in temporary accommodation so we are calling for a total
exemption for this vulnerable group.

2. Size criteria cut. Although Shelter agrees that it is important to tackle under-occupancy, we are
opposing this reform on the basis that it is excessive and poorly targeted and therefore will not be
effective. At the very least the most vulnerable people and those who are unable to find an
alternative suitable property should be exempt from the cut.

3. Local housing allowance (LHA) link to Consumer Prices Index (CPIl). The Government must
put safeguards in place to ensure that the amount of benefit received does not fall behind actual
rent levels once the CPI link has been introduced.

Household benefit cap (clauses 97 & 98)

The Bill introduces a new cap on the maximum amount of benefits households can claim, targeted
at households in which the adults are out of work, regardless of their ability to take up work
at that point.




It is set at the average take-home pay for all households, currently estimated at approximately
£500 per week (£26k per annum). The Government’s impact assessment suggests that 67,000
households will be affected by this measure, with an average loss of £93 per week. The cap is
effectively a second cap to housing benefit because it comes on top of extensive reforms to
LHA being introduced from April 2011 to prevent LHA being claimed for very high rents and to
restrict claimants to living in the bottom third of the rental market.

The purpose of the cap is to ensure that out of work households cannot claim more in benefits than
the amount that the average working household takes home, but in fact average working
household income has been seriously underestimated in the Government’s calculations.

The formula is flawed because it:

- Uses average household income as the point of comparison, regardless of whether
households have children or not, even though the Chancellor’s original commitment was to
ensure that no family on out of work benefits received more “than the average family gets for
going out to work”. Households with no children tend to have a smaller income so including
them in the calculation brings down the average considerably.

- Does not take into account the various forms of state support which are available to
families on an average income, especially those with high housing costs or several children.
Working families on average incomes are eligible for child benefit, child tax credit, working tax
credit and, in areas with high housing costs, housing benefit. A family earning £26,000 per year
through work would actually have an overall income much higher than this when state support
is taken into account. The level of gross mean earnings for all working households with at least
one child (i.e. families) is £763, compared to a gross mean income of £945."

- Does not take into account the considerable variations in income and rental costs
across the country. For households in high rent/high income areas of the country the amount
of benefit they can receive will not be at all comparable to average incomes in their area. For
example median weekly income in the South East is £624, compared to £462 in the West
Midlands?.

Who will be affected?

DWP know very little about who will be affected by the cap, though a memo leaked in early July did
suggest that CLG warned Number 10 in January that the cap could make 20,000 more people
homeless. We think it is vital that the Government gathers and publishes more evidence on this.

! Based on 2008-09 levels
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However, we do know that:

- The cap will not just affect large families. In many areas of London, families with just two
children will effectively face a cut amounting to a third of their current housing benefit
entitlement.

- Thisis not just a London cap. Shelter’s research shows that families with three children will
lose housing benefit in more than a third of local authorities nationally. The impact of the
household benefit cap will be far more extensive than the LHA caps being introduced in 2011-
12 and risks pricing families out of private rented accommodation across large swathes of the
South East.

- The cap will not just affect long-term workless households. With so many people losing
their jobs in the current economic climate, the changes will mean that any household where
both parents lose their jobs will move into poverty very quickly, with many likely to be forced to
move away from the areas that have the most job opportunities.

- The cap will affect some working households. Because it will apply to families that do not
claim Working Tax Credits this means that it will affect working households that are unable to
gualify for these credits, for example because they do not work enough hours. This completely
undermines the principle underpinning the Universal Credit that work should always pay, and
the idea that people should be encouraged to take ‘mini jobs’ as a route back into employment.

What will be the impact?

The household benefit cap will generate a number of practical problems across the housing and
benefits system. In mid-July children’s minister Sarah Teather publicly said that “there is a
lot of detail that needs to be got right on this policy” and that this “is a view shared across
Government”. We do not believe that the Government has sufficiently taken these concerns into
account and assessed the potential knock-on implications of the reform. For example:

e The cap will create significant problems for homeless households who need to access
or exit temporary accommodation. In order to find affordable temporary accommodation
under the cap local authorities will be forced to place some homeless families far out of their
local area, severing ties with local support networks and job opportunities. This aspect of the
policy is unacceptably punitive and will exacerbate existing shortages of temporary
accommodation. The interaction of the cap with Government plans to re-house more homeless
households in the insecure private rented sector has also been poorly thought through.

e The cap will undermine housing delivery in London. Social landlords have expressed the
concern that it will become difficult to raise funding for building family-sized homes because
tenants on housing benefit will no longer be able to afford to rent these homes once the cap
comes into force. This is particularly true in London and the South East where market rents are
higher. Early indications from bids to the Homes and Community Agency suggest that the
development of much-needed family sized homes in the London under the Affordable Rent
Programme will fall below the Mayor’s target of 42%.




e The cap is inconsistent with the Universal Credit. As well as discouraging ‘mini jobs’ the
cap is at odds with the Government’s plans to promote claimant responsibility. The Universal
Credit incorporates a system enabling conditionality measures to be targeted at those most
able to take up work. However, the cap will apply to all out-of-work households, including those
not yet expected to look for work under Universal Credit. It reintroduces the crude in-work/out-
of-work distinction that the Universal Credit is intended to abolish.

e The cap will create a couples penalty. One parent and two parent households will have the
same entitlement, which may incentivise large families to break up into smaller units.

The cap is a crude measure which will have a disproportionate impact in areas where housing
costs are highest. The DWP’s own impact assessment warns that the cap will increase
homelessness and make many areas unaffordable. Unless housing benefit is excluded, the cap is
likely to cause significant disruption and hardship for a wide range of families.

Recent developments

The cap was debated extensively in Lords 2" Reading and Committee. So far the Government has
not offered any concessions, though the Minister has indicated that they are looking at the
possibility of including transitional arrangements for new claimants and the most vulnerable cases,
and “exploring options for the treatment of housing benefit for people living in temporary
accommodation within Universal Credit and the overall benefit cap.”

What are we calling for?

Shelter believes that the benefit cap should be modified to take account of variations in housing
costs, so that people who lose their jobs are not forced to move into areas with fewer job
opportunities or pushed into overcrowded accommodation. This could be simply achieved by
removing housing benefit from the calculation. At the very least the Government must exempt
temporary accommodation from the cap, to minimise the impact on homeless families and avoid
increasing costs for local authorities. Protection must also be introduced to ensure that the cap
does not affect claimants’ benefit entitlement during short-term spells of unemployment or ill-
health, or before claimants have been offered support via the Work Programme.

Size criteria cut in the social rented sector (clause 11)

The Bill will allow the Government to reduce the amount of housing benefit for which working age
tenants in the social rented sector are eligible if the tenants are deemed to be under-occupying
their property. This will affect about 32% of all working-age housing benefit claimants living in the
social rented sector. Given the extent of overcrowding and the shortage of homes in the social
rented sector, we agree it is vital that genuine under-occupancy is sensitively tackled and that
the best use be made of existing stock through proportionate and targeted measures. However,
this reform is too poorly targeted to be an effective way of tackling overcrowding. The majority of
those affected are not under-occupying according to the conventional definition used by the
Department for Communities and Local Government (CLG) and local authorities.




Furthermore, the Government’s impact assessment shows that nearly four-fifths of those affected
only have one bedroom spare (according to Government occupancy measures). This bedroom
might not necessarily even be empty. For example, in a household with a nine year old son and
eight year old daughter, the two children might each have their own bedroom, in which case the
family would be classed as under-occupying and denied adequate housing benefit to cover their
costs. ‘Spare’ bedrooms may also be invaluable for separated parents who share custody of
children, for couples or siblings who cannot share a bedroom for health reasons, or households
were a disabled member has to store a large amount of equipment.

This is not a policy that has been designed to encourage empty nesters to downsize, as 220,000
households set to be affected by this measure contain children. We are also concerned about the
fact that the measure will impose centralised standards on local allocations policies which
are carefully designed in response to specific local conditions such as the balance of stock. Other
practical problems with the proposed reform include:

- The areas where overcrowding is most prevalent will have the fewest properties freed up
by this measure. Overall, Shelter estimates that two-thirds of people under-occupying in the
social sector will be entirely unaffected by this measure.

- The areas where under-occupancy is most prolific tend to have a low supply of smaller
properties, so it will be very difficult to re-house tenants. Options for mobility in the social
rented sector are limited and it would be wrong to penalise households if they have little option
of moving without sacrificing their social home altogether.

- Disabled people will be heavily affected by this measure, with 450,000 of those set to be
affected classed as disabled, and the Government has not offered any concessions to
recognise their additional needs. The National Housing Federation estimates that 100,000
tenants set to be affected by this measure live in homes specially adapted to their needs.
Encouraging these tenants to move would not be cost-effective as new properties would need
to be adapted while aids and adaptations would be stripped out of vacated homes.

- The cut carries the risk of generating increased costs for Government and the impact
assessment makes clear that projected savings will only be achieved if tenants remain in their
existing homes and make up the shortfall themselves. However, if tenants decide that they
would either prefer or would have no choice but to move into the private rented sector, then the
cost of providing housing benefit for them could increase. Tenants who seek to move within the
social rented sector could also see their rent increase with the introduction of the new
‘Affordable Rent’ tenure in which rents will be set at up to 80% of market levels.

Recent developments

There was a very full cross-party debate on this issue in Committee. The Minister has indicated
that there may be concessions for disabled tenants living in properties with significant adaptations
and would-be foster parents.




What are we calling for?

Shelter is opposing this reform on the basis that it is unworkable. The Government should explore

other measures of tackling under-occupancy. If the reform goes ahead then disabled people living

in specially adapted properties should be better protected to avoid creating adverse consequences
and unintended costs. The Government should exempt households with disabled children from the
measure, as well as foster families. The definition of under-occupancy should also be amended to

allow tenants to have one spare bedroom.

Removing the link between housing costs and housing support (clauses
11 & 70)

The Bill allows the Secretary of State, via secondary legislation, to change the way that LHA is
calculated. At the moment it is based on the value of rents in each locality, which means that LHA
can be restricted but still remains responsive to local markets. From 2013, both LHA and housing
support for private tenants as they migrate onto the Universal Credit will start to be up-rated
according to the CPI. Unlike other benefits, housing benefit is not changing from being linked
to the Retail Prices Index (RPI) to being linked to CPI, but will shift from being linked to
rents to being linked to inflation.

This is problematic because historically CPI has not increased at the same rate as average
rents. Research by Shelter and the Chartered Institute of Housing (CIH) shows that linking LHA
with CPI will, over time, severely exacerbate shortfalls between payments and the rents people
have to pay. On a conservative estimate, the reform would mean that 60% of local authority
areas would be unaffordable for LHA claimants by 2030. The neighbourhoods that would
become unaffordable the most quickly would be higher rent growth areas. This means that
claimants are likely to be concentrated in deprived areas which may have fewer employment
prospects and overstretched public services.

Recent developments

The Minister has given several assurances that LHA and rents will not be allowed to go out of kilter
as a result of the changes: “We are committed to making savings from the CPl measure until 2014-
15. After that, if local housing allowance rates are clearly out of step with rents, they can be
reconsidered. | have made that clear in the past. It will be up to a future Government to decide how
LHA rates will be set from the end of that spending review.” [Lord Freud. Lords Hansard 20 Oct
2011: column GC146]; “The CPI up-rating will apply across the spending review period, and if it
becomes apparent that LHA rates and rents are moving out of step, they can be reconsidered at
that point” [ibid, column GC99]. Shelter will be monitoring the situation closely to ensure that action
can be taken to re-couple the two should there be a risk of the system reaching crisis point.

Further information

Please contact Anne Baxendale by telephone on 0844 515 1182 or by email at
anne_baxendale@shelter.org.uk
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