
Lessons from abroad

The United States, Canada and Australia all have recent experience of income transfers to poor working

families. In the United States and Canada these have taken the form of a tax credit; in Australia, all benefits for

families have been rolled together into a single Family Payment plus a small tax credit for one-earner families.

Some key lessons that emerge from these experiences are:

• It is possible to address broad family welfare and work incentive objectives by schemes that are much less

closely targeted to individual circumstances than is usual in the UK benefit system. In all three countries,

maximum benefits are paid at a flat rate for lower-earners across a range of incomes, and withdrawn

relatively gradually thereafter. In Australia and Canada a degree of stability is gained by the payment of

this top rate, designed to cover the basic needs of children, to poorer people in and out of work. At the

other end of the scale, the highest earning families get no child-related benefits or credits; in Australia and

Canada, this applies to about the top 20 per cent - equivalent in UK terms to families earning above

around £35,000 a year. 

• Any means-tested benefit will, however, add to disincentives in the withdrawal zones. There is evidence

that the US system generates high work disincentives as the credit is withdrawn. The Canadian Working

Income Supplement has been abolished in part because it reduced people's work incentives in twice as

many cases as it improved them. 

• Partial integration of taxes and benefits requires information to be exchanged between the tax and benefit

authorities. This is an important element of both the Canadian and Australian systems, but in the UK, is at

present non-existent.

• Tax credits may be less straightforward to administer in the UK than in the United States and Canada,

where every adult files a tax return, with the family as the tax unit. In Canada couples (including

cohabitees) are taxed jointly on the basis of separate forms, which are linked by the tax authorities.

There are also important ways in which the relevance to the UK of overseas experience is limited. In the USA,

Canada and Australia, for example, families are normally compensated for low earnings the year after they

occur. It is unlikely that such a system would work in the UK context, especially because it would create a work

disincentive for those with the alternative option of immediate cash through Income Support (for example,

lone parents and wives of unemployed men, who are not required to seek work). Another complication less

serious in these other countries than in the UK is that they do not provide widespread means-tested support for

housing costs, and so have less cause for concern over the combined effect of tapering more than one benefit.

In Canada the reformed child tax-benefit system has absorbed allowances for children previously contained in

Housing Benefits, which has enabled the latter to move to a flat-rate basis. 
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The Treasury Green Paper, The Modernisation of Britain's
Tax and Benefit System, suggests that a Working Families
Tax Credit should "build on the success of Family Credit".
There remains a strong case, supported by overseas
experience, for pursuing the same objective through
improvements to benefits rather than through the tax
system, but if a tax credit is to be introduced, awareness
of both potential improvements for low-income working
families and potential difficulties for them is necessary.

The most important potential improvement that could
result from the tax credit would be to ensure that working
families receive adequate minimum incomes but face less
severe overall loss of extra earnings through the tax and
benefit systems than is presently the case. In deploying
any extra resources (including redirected public savings
resulting from the minimum wage), a balance would
therefore be needed between improving income
adequacy and reducing tapers. The latter can only be
done effectively if the combined impact of all taxes and
benefits, and in particular the tapering of Housing Benefit,
is taken into account. There could be considerable
advantages in integrating Housing Benefit for working
households into the tax credit, and in removing the effect
of overlapping tapers. A further area in which integration
could create a clearer and more rational system is in
bringing together existing Family Credit and child benefit
into a single system of graduated payments. This would
make it possible to reduce entitlements for the highest
earners without doing so for those on average incomes.

A switch to a tax-based system brings two particularly
important risks. First, money may not always be available
when it is needed. Second, there is a risk that receipt of
the credit through the pay packet would reduce its effect
on children's living standards, in cases where the main
family budget is controlled by non-earning married
women. The way in which the tax credit is established
and distributed could minimise both these hazards. The
proposed right of non-working women to continue
receiving the payment is an important protection,
although its effect should be closely monitored.

Evaluation needs to look not only at the specific impact of
the Working Families Tax Credit but also at how it
interacts with other policies. Will the minimum wage
significantly enhance family incomes? How many people

will be 'trapped' on incomes dependent on both Housing
Benefit and Working Families Tax Credit, both subjected
to high rates of withdrawal? How will trends in rents affect
the picture? How will the Working Families Tax Credit
interact with other policies directed at single parents to
improve their work incentives? Such questions need to be
rigorously addressed in the months and years ahead.  

To obtain further information
This Foundations draws primarily on the following
reports:

Integrated family benefits in Australia and
options for the UK tax return system by Jane
Millar and David Hole (ISBN 1 899987 71 1); T h e
WIS that was: replacing the Canadian Working
Income Supplement by Michael Mendelson 
(ISBN 1 899987 69 X); The integration of taxes
and benefits for working families with children:
issues raised to date by Pamela Meadows (ISBN 1
899987 52 5); and Lessons about tax-benefit
integration from the US Earned Income Tax
Credit Experience by Jeffrey Liebman (ISBN 1
899987 53 3).

All these reports are available from York Publishing
Services Ltd, 64 Hallfield Road, Layerthorpe, York
YO3 7XQ, Tel: 01904 430033, Fax: 01904 430868,
priced £7.00 each or £19.50 when all four are
ordered together (ISBN 1 899987 72 X). Please add
£1.50 per order p&p.

The following reports are also referred to:

Life on a Low Income, Elaine Kempson, YPS, 1996

Housing Benefit, Affordability and Work Incentives,
Steve Wilcox and Holly Sutherland, National Housing
Federation, 1997

A Shaw et al, Moving off Income Support: Barriers and
Bridges, DSS Research Report No 53, HMSO, 1996

Distribution of Income within families receiving benefits,
Claire Callender, Jackie Goode and Ruth Lister, PSI,
forthcoming

Small Fortunes: Spending on children, childhood poverty
and parental sacrifice, Sue Middleton, Karl Ashworth and
Ian Braithwaite, Joseph Rowntree Foundation, 1997

Integrating Tax and Social Security, Andrew Dilnot,
unpublished paper for JRF seminar
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