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PRO-FORMA FOR RESPONSES
The Department may in accordance with the Code of Practice on Access to Government Information, make available, on public request, individual consultation responses.  This will extend to your comments unless you inform us that you wish them to remain confidential.


Please tick if you want us to keep your response confidential

Name:  Professor David Gordon
Company: University of Bristol
E-mail: dave.gordon@bristol.ac.uk
Telephone: (0117) 954 6761
	Proposal
	Agree
	Disagree

	1. Use EHCS data to determine whole household income
	
	

	2. Include Council Tax Benefit in “full” income
	
	

	3. Update lights & appliance energy use algorithm
	
	

	4. Use actual household numbers
	
	

	5. Extend method for calculating domestic hot water use
	
	

	6. Revise Method for calculating hot water use
	
	


Please add any further information regarding your response:-

See attached
Thank you for taking the time to let us have your views.  We do not intend to acknowledge individual responses unless you tick the box below.


Please acknowledge this reply

This form may be returned via fax (to 0207 215 2723), e-mail (to fuelpoverty@dti.gsi.gov.uk) or post to Marilyn Booth, DTI Fuel Poverty Team, Bay 228, 1 Victoria Street, London SW1H 0ET.

Response to the fuel poverty consultation
I believe that all the proposal are an improvement on past practice and should be implemented.  However the changes in the measurement of income should not be made on their own.

1)  Council Tax Benefit - it is a very good proposal to include Council Tax Benefit into the income measure, however the cost of Council Tax must also be deducted from income, as income should be measured net of all direct taxes and Council Tax is a direct tax i.e. people have no option but to pay Council Tax – Council Tax Benefit income is not available income that can be used to pay for heating and fuel costs, it is spent on Council Tax.  Adding Council tax benefit AND deducting council tax would be consistent with both national and international practice for measuring income (see discussion below point 3)
Since the Council Tax band and Local Authority are collected by the EHCS then the cost of Council Tax for each household could fairly easily be added to the dataset and used in the fuel poverty calculations.

2) Whole household income – this is also a good proposal as the income of additional people in the household (often older children/students) should be added to the household income.  However, regular payments to students/older children living away from home should also be deducted from the household income as this income is not available to the household to pay for heating or fuel.  Adding the incomes of students/older children living at home AND deducting regular transfers to students/older children living away from home would be consistent with both national and international practice for measuring income (see discussion below point 3)

3) Measuring Income – UK and International Standards.  It would be highly desirable for fuel poverty calculations to be based on measures of income which follow agreed national and international (EU and UN) standards rather than continuing with the current situation where the fuel poverty income measures do not correspond with ANY other measures of income used in the UK by the Office for National Statistics, the DWP or the Treasury or any other government department or academic study, nor do they correspond with ANY agreed European Union or United Nations standards for measuring income.

The proposal for the changes to the fuel poverty income measures (including the incomes of additional household members and council tax benefit) do not go anywhere near far enough.  Fuel poverty should be measured using the Households Below Average Income (HBAI) Before Housing Costs (BHC) income measure and also using the After Housing Costs (AHC) income measure.  Even if all the components for the BHC and AHC income are not available in the EHCS as many as possible of these income components that are available in the EHCS should be used – unlike the current situation (see discussion below).

Income is a key concept in almost all definitions and studies of poverty, including all definitions of fuel poverty.  However, ‘income’ is an extremely difficult concept to define and agree upon.  The term is sometimes used loosely to refer only to the main component of monetary income for most households - ie wages and salaries or business income.  Others use the term more widely to include all receipts including lump sum receipts and receipts that draw on the household's capital.  Much of the debate has centred on whether:

·  income should include only receipts that are recurrent (that is, exclude large and unexpected, typically one-time, receipts);

·  income should only include those components which contribute to current economic well-being, or extend also to those which contribute to future well-being;

· whether the measure of income should allow for the maintenance of the value of net worth. (Canberra Group, 2001)

Classically, income has been defined as the sum of consumption and change in net worth (wealth) in a period.  This is known as the Haig-Simons approach (see Simons, 1938 in Atkinson & Stiglitz, 1980, p260).  Unfortunately, this approach fails to distinguish between the day-to-day ‘living well’ and the broader 'getting rich' aspects of individual or household finances (in technical terms, it fails to distinguish between current and capital receipts).

There are a number of international organisations that have provided guidelines on defining and measuring income.  The United Nations provides two frameworks: the 1993 System of National Accounts (UN, 1992) and guidelines on collecting micro-level data on the economic resources of households (UN, 1977 and 1989).  The International Labour Organisation (ILO) has also produced guidelines on the collection of data on income of households, with particular emphasis on income from employment (ILO, 1971: 1992 and 1993).  In 1997, the Australian Bureau of Statistics (ABS) tried to get an international agreement on definitions of income, consumption, saving and wealth.  The ABS (1995) has proposed the following definition:

“income comprises those receipts accruing (in cash and in-kind) that are of a regular and recurring nature, and are received by the household or its members at annual or more frequent intervals.  It includes regular receipts from employment own business and from the lending of assets.  It also includes transfer income from government, private institutions and other households.  Income also includes the value of services provided from within the household via the use of an owner-occupied dwelling, other consumer durables owned by the household and unpaid household work.  Income excludes capital receipts that are considered to be an addition to stocks, and receipts derived from the running down of assets or from the incurrence of a liability.  It also excludes intra-household transfers.” 

(See http://lisweb.ceps.lu/links/canbaccess.htm for more details)
This initiative by the ABS led to the establishment of the United Nations Expert Group on Household Income Statistics (Canberra Group) which issued a series of recommendations on the definitions and components of household income in its final report
 in 2001 (see Table 1).  


Table 1 Definitions of income (Canberra Group recommendations)

1 Employee income

Cash or near cash

1.1 Cash wages and salaries

1.2 Tips and bonuses

1.3 Profit sharing including stock options

1.4 Severance and termination pay

1.5 Allowances payable for working in remote locations etc, where part of conditions of

employment

Cash value of ‘fringe benefits’

1.6 Employers’ social insurance contributions

1.7 Goods and services provided to employee as part of employment package

2 Income from self-employment

Cash or near cash

2.1 Profit/loss from unincorporated enterprise

2.2 Royalties

In-kind, imputed

2.3 Goods and services produced for barter, less cost of inputs

2.4 Goods produced for home consumption, less cost of inputs

2.5 Income less expenses from owner-occupied dwellings

3 Rentals

3.1 Income less expenses from rentals, except rent of land

4 Property income

4.1 Interest received less interest paid

4.2 Dividends

4.3 Rent from land

5 Current transfers received

5.1 Social insurance benefits from employers’ schemes

5.2 Social insurance benefits in cash from government schemes

5.3 Universal social assistance benefits in cash from government

5.4 Means-tested social assistance benefits in cash from government

5.5 Regular inter-household cash transfers received

5.6 Regular support received from non-profit making institutions such as charities

6 Total income (sum of 1 to 5)

7 Current transfers paid

7.1 Employers’ social insurance contributions

7.2 Employees’ social insurance contributions

7.3 Taxes on income

7.4 Regular taxes on wealth

7.5 Regular inter-household cash transfers

7.6 Regular cash transfers to charities

8 Disposable income (6 less 7)

9 Social transfers in kind (STIK) received

10 Adjusted disposable income (8 plus 9)
Townsend (1979; 1993) has argued that broad definitions of income should be used, particularly if international comparisons are to be made.  It is crucial, when comparing individual or household incomes of people in different countries, that account is taken of the value of government services in, for example, the fields of health, education and transport (Evandrou et al, 1992).  Unfortunately, attempts in Britain to measure income and wealth using broad definitions of these concepts have often ended in failure (Knight, 1980).

Income definitions used in fuel poverty studies
The extent and depth of fuel poverty is dependent on both the definitions used of both income and heating regime.  An agreed definition of fuel poverty is essential so that the extent of the problem can be estimated, and progress on tackling it can be monitored.  It has now been agreed to use two definitions of fuel poverty in England and Wales (DEFRA & DTI, 2001):

i) Definition to be focussed on for target setting

A household is in fuel poverty if, in order to maintain a satisfactory heating regime, it would be required to spend more than 10% of its income (including Housing Benefit or Income Support for Mortgage Interest (ISMI)) on all household fuel use.

ii) Additional definition

A household is in fuel poverty if, in order to maintain a satisfactory heating regime, it would be required to spend more than 10% of its income (not including Housing Benefit or Income Support for Mortgage Interest ISMI) on all household fuel use.

The UK governments ‘official’ analysis of low income is published annually in the Households Below Average Income (HBAI) statistics which provide estimates of patterns of personal disposable income in Great Britain, and of changes in income over time in the United Kingdom.  The HBAI statistics concentrate on the lower part of the income distribution, but provides comparisons with the upper part where appropriate.  Income in HBAI refers to disposable household income: that is income (from earnings, self employment, benefits, occupational pensions, investments and other flows) after the deduction of income tax, National Insurance contributions, local government taxes and certain other deductions.  Each person's income is aggregated across the household and adjusted to reflect the composition of the household.  This process is known as equivalisation and reflects the relative needs of households of varying size and composition (Frosztega, 2000).  HBAI presents income analyses on two bases: Before Housing Costs (BHC) and After Housing Costs (AHC).

Income Before Housing Costs (BHC) includes the following main components:

· usual net earnings from employment;

· profit or loss from self-employment (losses are treated as a negative income);

· all Social Security benefits (including Housing Benefit, Social Fund, maternity, funeral and community care grants but excluding Social Fund loans) and Tax Credits;

· income from occupational and private pensions;

· investment income;

· maintenance payments, if a person receives them directly;

· income from educational grants and scholarships (including, for students, top up loans and parental contributions);

· the cash value of certain forms of income in kind (free school meals, free welfare milk, free school milk and free TV licence for those 75 and over).

Income is net of the following items:

· income tax payments;

· National Insurance contributions;

· domestic rates / council tax;

· contributions to occupational pension schemes (including all additional voluntary contributions (AVCs) to occupational pension schemes, and any contributions to personal pensions);

· all maintenance and child support payments, which are deducted from the income of the person making the payment;

· parental contributions to students living away from home.

Income After Housing Costs (AHC) is derived by deducting a measure of housing costs from the above income measure (DWP, 2003a).

Housing costs include the following:

· rent (gross of housing benefit);

· water rates, community water charges and council water charges;

· mortgage interest payments (net of tax relief);

· structural insurance premiums (for owner occupiers);

· ground rent and service charges.

The fuel poverty ‘target setting’ measure, which includes all benefits received, approximates to the before housing costs definition used in Households Below Average Income (HBAI) statistics.  The after housing costs definition of income used in HBAI is net of all housing costs i.e. the fuel poverty ‘additional definition’, which excludes only those housing costs met by Housing Benefit or ISMI is not consistent with the income measures used by either the Office for National Statistics (ONS) or the Department for Work and Pensions (DWP) for wider analysis of low income.

4) Equivalisation of income -  Both international and UK standards are clear that when comparing incomes of households of different sizes (numbers of people) income should be equivalised – adjusted for household size and composition.  For example, the final report of the United Nations Expert Group on Household Income Measurement (Canberra Group) recommended;
“that income should be adjusted to take account of household size, using equivalence scales.”
Both the DWP and the European Union have now agreed that low income/poverty statistics should be equivalised using the Modified OECD Scale (Atkinson et al, 2002; DWP, 2003b).  Income used to calculate fuel poverty should also be adjusted using this scale.

Some people have argued that since fuel costs are adjusted by household size and composition (e.g. equivalised) then income does not also need be equivalised!  This is simply an incorrect argument – a few examples should suffice.  For example, it is clear that a single disabled person who has mobility disabilities has greater fuel costs (all things being equal they would need more heat) than a non-disabled single person – and any fuel cost calculation should be adjusted accordingly.  However, a single disabled person also has greater necessary health related expenditures than a non-disabled person (they would need to replace their wheelchair, buy medicines, pay higher transport costs, pay for adaptations to their home, have greater wear and tear on carpets and cloths, etc) and therefore their incomes should be adjusted (equivalised) for these additional necessary health related costs as this income is not available for them to spend on fuel.
Similarly, a family of 4 with an annual income of £15,000 is ‘poorer’ than a single person with an annual income of £15,000.  If both these families live in a 1930’s semi-detached house the heating and fuel costs of the family of four will be slightly greater than for the single person.  However, some of the family of fours non-fuel costs will be relatively much greater e.g. their food costs, their clothing costs, etc.- these costs have greater elasticity than fuel costs.  Unless income is equivalised to take account of these additional costs then any fuel poverty calculation will inevitably underestimate the ‘true’ amount of fuel poverty amongst larger households and overestimate the extent of fuel poverty amongst smaller households.

The current fuel poverty estimates which show high rates of fuel poverty amongst single people (particularly pensioners) and relatively low rates of fuel poverty amongst larger families with children are largely a statistical artefact which has resulted because income has not been equivalised by household size and composition.
This statistical artefact has resulted in considerable public monies being targeted at groups which may not have the greatest need.  Fuel poverty monies are currently being spent inefficiently and ineffectively due to the inadequate statistical methodology used to measure fuel poverty.
Professor David Gordon
University of Bristol

E-mail: dave.gordon@bristol.ac.uk
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