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“But today we have involved ourselves in a colossal muddle, having blundered in the control of a delicate machine, the working of which we do not understand, The result is that our possibilities of wealth may run to waste for a time – perhaps for a long time”  (Keynes, 1930) 

Executive summary 
Sections 1 and 2
· This report studies the effects of the Austerity Package of the Coalition Government on disabled people 
· The government has refused to do such a study, that is to estimate the cumulative impact of the cuts on disabled people, claiming that it is too complex 

· This study has been carried out by me, an economist who was not initially familiar with the statistical sources. Imagine what a team of specialists from the Treasury or Department for Work and Pensions could have done! 

· But the fact that I have done such a study shows that the government was afraid that it would show that those households receiving disability benefits are suffering much greater losses in income and benefits-in-kind as a result of the Austerity Package than households in general 
· People with impairments should have a higher income to enable them to play an active and fulfilling role in society and to prevent them from being disabled. Instead the official statistics show that households where someone is disabled are poorer on average than households where no-one is disabled, and this 16% gap is greater in the UK than the 12% gap in the rich, OECD countries as a whole 
· More households where someone is disabled are living in poverty (with an income less than 60% of the social median) than households where no-one is disabled    

Sections 3 and 4 and appendices 1 and 2
· The Austerity Package analysed here consists of  cuts in cash benefits, increases in taxes (most notably VAT) and cuts in benefits-in-kind (cuts in local government , education, health and other Departmental Expenditure) amounting tom £69 billion over the four years from 2011-12 through 2014-15. The government has announced further cuts of £25 billion in the two years 2015-16 and 2016-17 but has not yet given the details. And so this report looks at the £69 billion of cuts planned through to April 2015, the last month of the next General Election  

· This has been a depressing study for me to carry out because the biggest burden by far of the Austerity Package falls on the poorest households. The estimated loss for the poorest fifth of households amounts to £2,600 over the four years which, as a percentage of their initial cash income plus benefits-in-kind is 10%. This percentage loss is two and a half times as big as the loss on the richest fifth of households. So to say, as the government has, that ‘we are all in this together’ is a lie   

· Far from being all in it together, the government has not discouraged lies in the tabloid press about disabled people being fit to work but who avoid doing so. The result is that disability hate crimes have reported to a have reached a record high in England and Wales in recent months. 

· It is true that fewer disabled people of working age are working than non-disabled people. But survey after survey shows that disabled people want to work more but can’t get the jobs and it is the lack of jobs that cause disability rather than the reverse. And it needs to be repeated time and again that disability benefit fraud is tiny. Official errors and unclaimed benefits are both higher.     

· Cuts in disability benefits were announced in 2010 and were reinforced by the Welfare Reform Act which the government forced through the House of Lords in 2012. The government is notoriously re-assessing disabled people for work through the Work Capability Assessment (WCA). This and the French company, ATOS, running it under a £500 million contract have been strongly criticised by independent experts. Two recent TV programmes both found that the WCA was declaring people fit to work who clearly were not fit to work and it has been reported that the appeals system is gridlocked with 40% of appeals by claimants succeeding. 

· The cuts to disability benefits are estimated to total £9 billion over the four years, about a third of the total paid in 2009-10. This means that the poorest  fifth of the 2.7 million households receiving disability benefits will lose 16% of their cash income plus benefits-in-kind over the four years. This percentage loss is four times as big as the loss for the richest fifth of households 
Sections 5 to 10
· What is even worse is that the Austerity Package is not working. In the Great Depression of the 1930s, it took five years for national output to get back to pre-recession levels. The Coalition Government is mis-managing an economy where national output is likely to take eight years to get back to the level of 2007. 
· The Austerity Package is taking government consumption out of the economy at a time when personal consumption is flatlining as the private sector attempts to cut its accumulated debt. To cut government expenditure at such a time is the politics of the madhouse as Paul Krugman has argued in this recent book, End this Depression Now.
· The government has been throwing money at the problem through Quantitative Easing (QE) but no-one is spending it on goods and services. It may have pushed up the prices of shares and bonds and property but it of little use in stimulating output. According to the Bank of England, 40% of the gains from QE have accrued to the richest 5% of households. 

· Since the financial crisis of 2007-08, the British government has channelled £1.2 trillion to the financial sector in the form of bailouts, loans and guarantees and yet the economy continues to stagnate. This is the madness of King (as Governor of the Bank of England) and George (Osborne, as Chancellor of the Exchequer) 
· It is clear that the Labour Governments of Blair and Brown were incompetent in not regulating the banking sector. But the accusation that Labour let spending run out of control before the recession to not stack up. The deficit grew rapidly because of the banking crash and expenditures undertaken to counter the recession. 

· The stated aim of the Coalition government when it came to power in 2010 was to eliminate the budget deficit (11% of GDP in 2009) by 2015. For from doing so, the underlying budget deficit was higher in the first half of 2012 than in the first half of 2011. In July 2012, David Cameron was reported as saying that “I don’t see a time when difficult spending choices are going to go away” 
· The annual cost of the Austerity Package in terms of lost output is running at about £250 billion or almost £10,000 per household   
Sections 11 to 14 

· But there are alternatives to the Austerity Package which are set out in section 11. Broadly these consist of taxing the rich more heavily and introducing a financial transactions tax and spending half the proceeds.  At present the richest fifth of households pay less tax than the poorest fifth so taxing the rich would be equitable. It would also be efficient since it would close the deficit while stimulating demand since at the margin the rich spend little on domestic goods and services. 

· The government says that ‘we are all in this together’. At present, this is clearly nonsense. The poorest sections of society and in particular disabled people are bearing the biggest burden of the cuts
· This is a government of the rich (mostly men) serving the (short-term) interests of the rich. The fees for the private schools attended by many if not most members of the Cabinet are greater than the average annual income of UK households.
· The Manifesto of the Conservative Party for the 2010 election promised no cut in the disability allowance. In 2002, Iain Duncan Smith, then then leader of the Conservative party sought to rebrand the Tories as the party for the vulnerable. He is now the Coalition’s Work and Pensions Secretary and it is under his watch that the cuts in disability benefits are taking place.      
· The Austerity Package is an Austerity War and leading to the impoverishment of disabled people. All the advances that disabled people have made over the period since 1945 are being reversed. The Austerity Package must be opposed 

1. The aims of the study 
This report studies the effect of the Austerity Package of the Coalition Government on disabled people
.  There are five ways in which the real incomes of people can be cut. One is by a cut in real wages; the second is by being sacked and becoming unemployed; the third is by a rise in taxes; the fourth by a cut in cash benefits; the fifth is by a cut in benefits-in-kind through cuts in government spending on health, education and other support services. 

In this report I analyse the third, fourth and fifth of these. As far as I know, this is the only study carried out on the effects of the cuts on disabled people looking at the changes in taxes, the cuts in cash benefits and the cuts in benefits-in-kind through cuts in other government expenditure.

Certainly there is no government study of these effects on disabled people. In May 2012, I wrote to the Department for Work and Pensions (DWP) asking if the Government had estimated, or were planning to estimate the cumulative effect of planned reforms on disabled people. The reply was a quoted response to a Parliamentary Question on the issue. I was told that In Parliament, the Secretary of State had said; 

“The government is limited in what cumulative analysis is possible because of the complexity of the modelling required and the amount of detailed information on individuals and families that is required to estimate the interactions of a number of different policy changes. In addition the Government’s programme of welfare reform will not be fully implemented until 2017/18 and many policy details are still to be worked through. Equality Impact Assessments are however carried out for individual policies where there is a requirement” (email to me from the DWP dated May 3 2012)    

And so, the government argues, the analysis is too difficult. As I write this report, a group of disability campaigners have launched a petition “to stop and review the cuts to benefits and services which are falling disproportionately on disabled people, their carers and families”. As of August 24 2012, more than 42,000 people had signed the petition
.    

As I say, in this report I have analysed the effects on disabled people of changes in taxes, cuts in cash benefits and of cuts in benefits-in-kind.  There are three steps in this analysis. 

The first step is to look at the income distribution of households in the UK in five groups or quintiles. In other words, the 26 million households are divided into five income groups or quintiles, each of just over 5 million.  This step distinguishes between households in which someone is disabled and households in which no-one is disabled. The households in which someone is disabled are further split into those receiving disability benefits and those not receiving disability benefits. The information for this step comes from the annual survey published by the DWP and entitled “Households Below Average Incomes”. 
The second step is to analyse the effects of the Austerity Package on the five income groups of households. As far as the changes in taxes and benefits are concerned, I have used the studies published by the Institute for Fiscal Studies (IFS). In most of their studies, the IFS looks at the effects of changes in taxes and benefits on different income groups. The IFS groups households into ten income groups or deciles and examines the effects of the changes in taxes and benefits on these deciles. However because I have income distribution data for disabled people only by quintiles, I have collapsed the IFS data into quintiles of households. 
Occasionally the IFS carries out a study on particular groups of households across the income groups, an example being a study entitled “The Impact of Austerity Measures on Households with Children”. The report’s author was James Browne and it was published in January 2012 (Browne, January 2012). But the IFS has not carried out a specific study of the effects of changes in taxes and cuts in cash benefits on disabled people. 

Nor has the IFS carried out a study of cuts in benefits-in-kind and so it does not include all the changes in public expenditure in its analysis. This is a major omission given that just under 70% of the planned austerity package (to be implemented up to 2014-15) consists of cuts in spending on public services. About 26% is planned to be cuts in cash benefits and a little over 4% consists of net changes in direct and indirect taxes. 
The next question is; How do we allocate the spending on public services (such as local government, health, education, etc) between income groups?  Here public service spending is allocated across income groups according to the size of the household and the households’ relative use of the services, the latter derived from various surveys.  O’Dea and Preston of the IFS have warned of the dangers of this approach arguing that cost is not the same as the value to the user (see O’Dea and Preston, October 2010). However my answer to this is; given the importance of public expenditure to the welfare of households and given the importance of changes in spending on services compared to changes in taxes and cash benefits, it is surely a mistake not to attempt to measure the impact of the cuts in benefits-in-kind.  Otherwise we are looking at only a few trees in the forest. 

Fortunately for me an analysis of the distribution of, and cuts in government service expenditure has been carried out by Howard Reed of Landman Economics and he has kindly provided me with the figures on the distribution of benefits-in-kind and the cuts in these services by quintile group.    

The third step is to measure the effects of the cuts in benefits and increase in taxes on those households receiving disability benefits. The source for this is the annual analysis of the Office of National Statistics entitled “Effects of Taxes and Benefits on Household Income”. 

I do not pretend that the analysis is precise. It could doubtless be improved. It has been a difficult study to carry out. But the fact that I have achieved as much as I have reveals the dishonesty of the Government when it says that a cumulative impact assessment of the cuts on disabled people is ‘too difficult’. It is clear to me that the Government is afraid of revealing the vicious effects of the cuts on those households receiving disability benefits. I have carried out this study alone. Imagine what could have been done by a team of people from the Treasury or  from the Department for Work and Pensions.  
As I say, it has been a very difficult study to carry out. It has also been depressing - for two reasons. First because digging out the information has been difficult since I was not, initially, familiar with all the surveys and sources. The second reason for getting depressed was because as I began to collect the information, it painted such a harsh picture.  The cuts are hitting disabled people (arguably the most vulnerable section of society) very hard indeed. Indeed this is probably the hardest hit of any group in society. 

But not only has the exercise been depressing. It has also made me angry since the whole Austerity Package exercise is so stupid and unnecessary. I feel the same anger as is reflected in End this Depression Now, the book published earlier this year and written by Paul Krugman, the Nobel prize-winner (Krugman 2012).   

The next few sections of this report look at who the disabled people are, how many of them there are and how the Austerity Package (the cuts in benefits, rise in taxes and cuts in benefits-in-kind) is affecting those households receiving disability benefits. Then I set out the historical context of the Austerity Package, its component parts and why the policy is not only vicious but also counter-productive. The final sections look at the hypocrisy of the Coalition Government, sets out alternative policies and the need for action to implement alternative policies.   
First we look at the number of disabled people and at their incomes.
2. Disabled people in the UK – who are they and what are their incomes? 

Impairments and disability are not the same. Many people with impairments become disabled as a result of government action or rather the lack of it. As a result the number of disabled people is partly a function of government support or the lack of it. 

However here we use official statistics and in particular the “Households Below Average Incomes” (HBAI) survey produced by the DWP. The latest edition of this is the one published in June 2012, covering 2010/11. The HBAI is the best official source for the number of disabled people and their incomes.   

In 2010/11 the number of disabled people in the UK was 11.5 million, a little under 19% of the total population of 61.1 million
 (DWP, June 2012, 62).  6% of all children, 15% of people of working age and 45% of pensioners are disabled people. In the same year, the number of people living in families where someone is disabled was 17.9 million. 11.8 million of these were not receiving disability benefits whereas 6.1 million were (DWP June 2012, 64).   
To me these numbers of disabled people were surprisingly large as doubtless they will be to many other people. Despite advances in social policy over the past thirty years, disabled people are still largely invisible to the rest of the population, particularly to those who are not closely related to, or caring for them.  

Table 1 below summarises some of the data on the income distribution of disabled and non-disabled people from the HBAI study. It can be seen that the 17.9 million people living in households where someone is disabled are poorer than the 43.2 million people living in households in which no-one is disabled. From the table we can see that the three lowest income quintiles contain 55% of the households where no-one is disabled compared to about 72% of households where someone is disabled. For 2010/2011, I have estimated the median weekly income of households where someone is disabled to have been about £369 (for an ‘equivalised’ household)
 or about 16% below the median for households in which no-one is disabled. Note that this 16% gap is significantly greater than the 12% gap in the rich (OECD) countries as a whole (OECD 2009, 7). 


[image: image1.emf]Table 1 The Distribution of Disposable Income (before housing costs) 

in the UK; 2010/11  

Median Percentages in each quintile ---------------------------------------------------

income  Households Households where someone All 

(£ pw) where is disabled and ……. households 

no-one….receiving  … not recg.

is disabled  disability  disability  

Poorest fifth  benefits  benefits 

(bottom quintile) 216 18 15 30 20

Second quintile  318 18 30 24 20

Third quintile  419 19 30 18 20

Fourth quintile 551 21 18 16 20

Rishest fifth 

(Fifth quintile) 846 24 7 13 20

Median/totals (%) (a) 419 100 100 100 100

Totals (mn) 43.2 6.1 11.8 61.1

Median income (£ per 

week - estimated)   440 367 370 419

Source; DWP June 2012, 39, 64  

Note; the median income is not per individual but is 'equivalised' for a couple with no children 

a) may not sum due to rounding 


Table 1 suggests that the median income of this poorest 60% of all households is less than two-fifths of the income of the richest fifth. In fact it is probably much less than two-fifths since the income of the richest fifth seems to be considerably understated. The income of the richest fifth is probably understated by as much as a half (as Box 1 below points out) in which case the income of the poorest 60% is less than a third of the richest fifth’s income.  

Nevertheless, for the moment, we have to use the survey figures although it is worth bearing in mind that they almost certainly understate inequality in the UK. 

We now look at one measure of poverty that has been widely used in the UK and see how disabled people rank on this basis. A household is said to be poor if its income is less than 60% of the median income for the population as a whole. In 2010/11, 20% of individuals in families where someone is disabled were living in households with incomes below 60% of the median household income (to be precise, median net disposable household income, before housing costs). This compares with 15% for households in which no disabled people were living (DWP, June 2012, 16). Therefore ‘disabled households’ are far more likely to be living in poverty than ‘non-disabled households’.  

	Box 1  How Inequality in the UK is understated 

In the UK, as in other countries, income distribution figures are obtained from household surveys. This is true of the Households Below Average Incomes study. However the figures for total incomes obtained in this way, generally miss out a major proportion of income. The HBAI admits that its Family Resources Survey understate investment income and most types of state support (DWP, June 2012, 30).  Since the major income understatement is in investment income and since almost all of this goes to the relatively rich, the survey figures make the distribution of income look more equal than in fact it is. 

It is probable that the income of the richest tenth of households is understated by about a half, whereas the income of the poorest tenth is understated by about 5%. To relate this to table 1, it is probable that whereas the survey figures in table 1 show the median weekly income of the richest 20% of households in the UK to be about £846, their actual median weekly income is likely to be well above £1,000. 

In January 2011, I was told that the Office of National Statistics is looking into this understatement, but that the detailed report would not be available until the middle of 2012.  In January 2012, I was told that the ONS was working with OECD/Eurostat and is expected to have details ready at the end of 2012 or early in 2013.  


Therefore it is clear that ‘disabled households’ are significantly poorer than ‘non-disabled households’ and yet if they were fully compensated for their impairment, they should have a higher income to get the same standard of living
. According to the DWP in 2008, over half of disabled people incurred extra expenses as a result of their impairment (DWP July 2008, 145) and according to a Demos 2010 report, the proportion of households with a disabled person who are below the poverty line is more than doubled to 47% when the extra costs of living with a disability are included (Demos, October 2010, 20). In spite of this, the present government is cutting expenditure and raising taxes in such a regressive way that the cuts and increased VAT will be particularly painful to the poorest of disabled people.

This – the effects of the Austerity Package on disabled people - is what I look at in this study.  It is important to emphasise that neither the Government nor the Institute for Fiscal Studies have carried out a study of the effects of the Austerity Package on disabled people. 

But first we look at how the various income groups (both disabled and non-disabled) are affected by the cuts. 

3. The effects of the Austerity Package on income groups 

I pointed out earlier that the Austerity Package consists of three components. The first is a changes in taxes (a rise in indirect taxes through VAT and a fall in income taxes through a rise in personal allowances and a drop in the highest tax rate); the second is a cut in welfare benefits; the third is a cut in benefits-in-kind which here we label as cuts in Departmental Spending. To recap, the size of these components up to 2014/15 are; taxes (£3 billion), benefits (£18 billion) and cuts in Departmental Spending (£47 billion). 

As stated earlier, the effects of the first two (tax and benefit changes) on income groups are traced by the IFS and I have based this part of the analysis on their figures. Table 2 below summarises the effects of the changes in taxes and benefits on the five income groups or quintiles.  


[image: image2.emf]Table 2 Year-by-year cuts in income due to changes in benefits and taxes  

(2011-12 through 2014-15) 

Quintile > 1 2 3 4 5Notes 

(poorest) (richest)

Base disposable income (£) 9,931 17,255 24,246 33,372 62,326 a

Cuts in base disposable income due to changes in taxes and benefits 

2011/12 (%) 1.6 1.2 1.1 1.1 2.5 b

2012/13 (%)  1.6 1.3 0.8 0.5 0.5 c

2013/14 and 2014/15 3.0 2.4 1.3 0.5 0.5 d

Cumulative (over the four years excluding  

the 2012 Budget)  6.2 4.9 3.2 2.1 3.5 e

Budget 2012 (2013/14)  -0.2 -0.3 -0.6 -0.7 -1.0 f

Cumulative (over the four years) 

including the 2012 Budget  6.0 4.6 2.6 1.4 2.5

Notes 

a. From Reed, March 2012  (these figures are for 2010-2011)

b  From Browne, March 2011  (slide 16)  

c. Joyce November 2011 (slide 10) 

d. Calculated from the previous and the following rows 

e. Browne, January 2012, (page 17) - without universal credit 

f. From table 3 below. These are all gains which have to be subtracted  

from the other figures which are all losses in income  


The above table includes all the effects as shown by the IFS studies including those of the March 2012 Budget. The figures for the March 2012 Budget are taken from Robert Joyce of the IFS though with some modifications as shown in table 3 below.  


[image: image3.emf]Table 3  The effects of the March 2012 Budget in 2013/14  

quintile> 1 2 3 4 5 Notes 

IFS estimates (%) -0.2 -0.3 -0.6 -0.7 -0.4 a

Drop in top tax rate (%) -0.7 b

Stamp Duty (SD) change (%)   0.1 c

Total  -0.2 -0.3 -0.6 -0.7 -1.0

a. Joyce, March 2012, slide 12 . These are cuts in taxes and are therefore shown as negative  

cuts - that is, gains in income to households 

b  My estimate of the effect of the cut in the top rate of tax is as follows; 

the total income of the richest 20% of households is 5.2 million households multiplied by  

£62,000 giving a total income of £322 billion. The loss in government income has been 

estimated to be £2 billion by Heather Stewart, Guardian, March 22, 2012 and £2.6 billion

 in Johnson, March 2012 (page3). The average of these, namely £2.3 billion, is   

0.7 per cent of £322 billion

c. My estimate 


The next stage is to add in the planned cuts to benefits-in-kind (or Departmental Spending on health, education etc). There are two possible sources for the value of benefits-in-kind provided by state expenditure to each income group. One is the Treasury, the other is an analysis by Howard Reed of Landman Economics. The more comprehensive source is the one by Howard Reed. This is the source used here and Howard generously supplied me with his figures adapted to quintile income groups. His figures are shown in Table 4 below. 


[image: image4.emf]Table 4 Year-by-year cuts in benefits-in-kind (Departmental Expenditure) 

(2011-12 through 2014-15)

Quintile > 1 2 3 4 5

(poorest) (richest) 

Value of base services (£bn)  16,091 17,561         16,583 14,049         12,025

Cuts in benefits-in-kind (government services) 

Cumulative (£ billion) ….

2011-12 743 779 682 563 481

2012-13 1,069 1,110 974 814 699

2013-14 1,520 1,569 1,405 1,211 1,081

2014-15 1,983 2,038 1,852 1,630 1,489

Source; Reed H, 2012 


Now we can combine the cuts in taxes and benefits (based on IFS data) and the cuts in benefits-in-kind (Departmental Spending) based on Howard Reed’s data, as shown in Table 5 below. 


[image: image5.emf]Table 5  Cuts from the austerity package (2011/12 through 2014/15)

Quintile > 1 2 3 4 5 Notes 

(poorest) (richest)

Base disposable income (£) 9,931 17,255 24,246 33,372 62,326

Value of government services (£)  16,091 17,561 16,583 14,049 12,025

Total income plus benefits-in-kind  26,022 34,816 40,829 47,421 74,351

Cumulative cuts over the four years to 2014/15 (£) 

- tax and benefit changes  596 794 630 467 1,558 a

- benefits-in-kind  1,983 2,038 1,852 1,630 1,489 b

- total losses over the four years  2,579 2,832 2,482 2,097 3,047

Losses over the four years as a percentage of total 

income plus benefits -in-kind 10 8 6 4 4

a  calculated from table 2 (eg for quintile 1, 6% of £9,931) 

b. From table 4 


Table 5 shows that the biggest losses (in absolute terms) are being imposed on the richest quintile. However the poorest fifth are suffering by far the biggest loss over the four years as a percentage of their base disposable income plus benefits-in-kind. They are suffering a loss of 10%, two and a half times as big as the loss for the richest fifth of 4%. 
Earlier, we have seen that almost three-quarters of the households where someone is disabled are in the poorest three quintiles. Their average loss over the four years can be estimated from Table 5 to be about £2,600. This is a loss of about 8% over the four years for households whose annual disposable income is about £17,000 and whose cash income plus benefits-in-kind total is about £34,000.   

However, our analysis so far has not differentiated between cuts to households receiving disability benefits and other households.  We now take this step. 

4.  Are households receiving disability benefits suffering greater losses than non-disabled people within each income group? 
Before answering this question it is worth looking at how the figures in table 5 match the aggregate figures for the cuts. That is, if we multiply the cuts per household in each income group by the number of households, we should get the aggregate figures for the cuts. Table 6 shows that the totals fit reasonably well. 


[image: image6.emf]Table 6  Matching the cuts (2011/12 through 2014/15)

Quintile > 1 2 3 4 5 Totals Aggregate 

(poorest) (richest) figures 

Number of households (mn)  5.2 5.2 5.2 5.2 5.2 26.0

Cumulative cuts over the four years to 2014/15 (£)  £bn £bn

- taxes and benefits  596 794 630 467 1,558 21.0 21.5

- departmental spending  1,983 2,038 1,852 1,630 1,489 46.8 47.0

- total over the four years  2,579 2,832 2,482 2,097 3,047 67.8 68.5

Sources; Cumulative cuts from Table 5; for aggregate figures, see Appendix 1 


Now we need to see whether the cuts to households receiving disability benefits are greater than the cuts to other households within each income group. 

In a report by James Browne of the IFS on “The Impact of Austerity Measures on Households with Children” published in January 2012, the losses to the poorest quintile of families with children were estimated to be about 10% of net income (Browne, January 2012, 17). This compares with a loss for that income group as a whole of 6.2% (see table 2 above – James Browne’s January 2012 figures do, of course, exclude the effects of the March 2012 budget). 

Clearly then households with families in the poorest quintile are estimated to be suffering greater losses than the two other sets of households identified in the IFS January 2012 report, namely pensioners (a 2% loss for the poorest quintile) and  working age adults without children (6% loss). 

Unfortunately – as I pointed out earlier - the IFS has not estimated the losses to disabled people as a category. But, fortunately, I have been able to estimate the losses to households receiving disability benefits.  
First we look at disability benefits paid in 2009/10. Table 7 shows the disability benefits paid according to a study by Jin Wenchao et al. in November 2010.  


[image: image7.emf]Table 7  Benefits paid to disabled people (2009-10)

Benefit  Claimants as Expenditure Expenditure 

in Feb 2010 2009-10per claimant

(millions) (£ billion)  £000

Incapacity Benefit  1.94 6.1 3.1

Employment and Support Allowance (ESA) 0.48 1.3 2.6

Disability Living Allowance (DLA)  3.14 11.5 3.6

Attendance Allowance  1.61 5.1 3.2

Carer's Allowance  0.53 1.5 2.8

War Pensions  0.18 1.0 5.4

Industrial Injuries Benefits  0.32 0.8 2.5

Total  27.3

Source; Wenchao Jin et al, November 2010, 49 

Note that this table excludes the relatively small amounts paid 

in the form of Statutory Sick Pay and the Vehicle Fund 

    

As we can see, the total is £27.3 billion in 2009/10. Table 8 compares these figures with the totals derived from the “Effects of Taxes and Benefits on Household Incomes” (ETB) study for the same year. The total given in the latter is £18 billion, about 50% lower than the total of £27 billion in the Jin Wenchao study. One of the main reasons for the difference is that the Living Costs and Food Survey (from which the ETB’s figures on benefits are derived) is a survey of private households and therefore excludes people living in hostels, hotels, boarding houses or institutions (email from Richard Tonkin of the ONS dated 23 April 2012).   
[image: image8.emf]Table 8  Disability benefits by quintile 2009/2010

Quintiles ranked by (equivalised) disposable income (£ per year)

Quintile >  1 2 3 4 5 Ave.  Total  Totals 

(poorest) (richest) (£bn) (£bn) Notes 

Households (mn)  5.2 5.2 5.2 5.2 5.2 26.0 as given  

Disability Benefits (£ per year per household)  in Table 7 

IB 349 300 196 90 18 190 5.0 6.1 a

CA 76 114 96 42 68 58 2.1 1.5 a

AA 40 59 75 55 10 48 1.2 5.1 a

DLA  230 554 578 260 87 342 8.9 11.5 a

SDA/IIDB  32 45 49 52 13 38 1.0 0.8 a

War pensions  3 11 28 11 13 13 0.3 1.0

Total DB  730 1083 1022 510 209 689 18.5 26.0 a

ESA  1.3

Total DB (£bn) 3.8 5.6 5.3 2.7 1.1 18.5 27.3 b

Notes 

a. All from "The Effects of Taxes and Benefits on Household Income 2009/10", ONS, June 2011,  table 14A

Notes; CA = Carer's Allowance;  AA = Attendance Allowance; DLA = Disability Living Allowance 

SDA = Severe Disablement Allowance; IIDB = Industrial Injuries Disablement Benefit; 

Total DB = Total Disability Benefits; ESA = Employment Support Allowance  

b. The totals for each quintile are simply the average multiplied by the number of households. Note that the  

totals for the ETB study do not agree with those in the IFS study (Wenchao Jin et al November 2010). 

 

The next stage of this analysis is to estimate the losses in disability benefits over the four years of 2011-12 through 2014-15. Here I use two sources. First, a recently-published DEMOS report of Summer 2012 estimated that the losses in benefit income to disability benefit claimants in this country over the four years (2011/12 to 2014/15) would be £9 billion (DEMOS, Summer 2012, 86). Total benefits paid to disabled people in 2009/10 were £27.3 billion (see tables 7 and 8) so that the cuts of £9 billion represent a cut in initial benefit income of about a third. This estimate is backed up by another source - this time from Iain Duncan Smith, the Work and Pensions Secretary. In May 2012, he claimed (in an interview with the Daily Telegraph) that the Government is cutting annual disability benefit payments by £2.24 billion and the number of claimants by 500,000 (Daily Telegraph website, accessed on 14 May 2012)
. Over the four years, this adds up to £9 billion, the figure in the DEMOS report
.

Note that this is a cut of a third in benefit income, which is not the same as a cut in disposable (or net) income for those households receiving disability benefits.   However the Office of National Statistics has provided me (by income quintile) with the number of households receiving household benefits and their average disposable income. It needs to be noted that these data are based on fairly small samples so that the results should be taken as approximate
.    

Table 9 below estimates the losses for each quintile group of households receiving disability benefits as a percentage of their average disposable income. 

[image: image9.emf]Table 9  Losses in disability benefits by quintile 2009/2010

Quintiles ranked by disposable income (£ per year)

Quintile >  1 2 3 4 5 Total 

(poorest) (richest) (£bn)Notes 

Total disability 

benefits (£bn)  3.8 5.6 5.3 2.7 1.1 18.5 a

Households receiving disability benefits 

Number (000)  502 934 794 410 115 2,754

Average disability  

benefits (£000) 7.6 6.0 6.7 6.6 9.6 6.7

Cuts of a third over the 

four years ((£000) 2.5 2.0 2.2 2.2 3.2 2.2

Average disposable 

income (£000) 13.9 18.7 24.0 32.7 60.1 23.2

Cuts in disability benefits as  

% of income  18.1 10.7 9.3 6.7 5.3 9.6

Source email dated August 30 2012 from Dominic Webber of the ONS 

Notes 

a. see table 8 


We need to add to this the changes in taxes. The most noticeable of these in the increase in VAT and the change in personal allowances announced in the March 2012 budget. The overall effect is given in table 10 below. 

As table 10 shows, the losses to households receiving disability benefits are three to four times greater than the losses to all households. For the poorest quintile, the loss over the four years is a staggering 18.1% of initial income about three times the loss to all households in the poorest quintile. The loss for those in the second quintile is 11.7% and is 2.5 times the loss to all households in that quintile. The loss for those in the third quintile is 10%, almost four times the loss to all households in that quintile. If we look at the households where someone is disabled and receiving disability benefits in the poorest three quintiles the loss is estimated as 13.8% of income compared to a loss for all households in the poorest three quintiles of 4.4%.     


[image: image10.emf]Table 10 Losses to households over the four years from 2011-12 through 2014-15 

Quintiles ranked by disposable income (£ per year)

Quintile   1 2 3 4 5

(poorest) (richest) Notes 

Losses to households receiving disability benefits 

(% of disposable income) 

- cuts in disability 

benefits  18.1 10.7 9.3 6.7 5.3 a

- rise in VAT   1.8 1.3 1.3 1.2 1.1 b

- tax changes in the budget   

of March 2012  -0.2 -0.3 -0.6 -0.7 -1.0 c

Total loss  19.7 11.7 10.0 7.2 5.4

Losses to all households (% of 

disposable income)  6.0 4.6 2.6 1.4 2.5 d

Notes 

a. see table 9

b. see slide 7 of Browne J, 2010

c. see table 3

d. see table 2 

  
This is the loss from the cuts in benefits and the rise in taxes initiated by the Coalition Government. It has been difficult to estimate these effects, but when we come to look at the cuts in benefits-in-kind, the estimates are even more difficult. 
We have seen that, for all households except the richest quintile, cuts in government services (benefits-in-kind) are far more important than cuts in cash benefits and increases in taxes (as shown in table 5 above). However, it is beyond the scope of this study to say whether the cuts in government services are hitting disabled people harder than non-disabled people.  

One department of government that is being cut particularly hard is Local Government and it is highly likely that these cuts are hitting disabled people more severely than non-disabled people. In the report of a year ago, I looked at the cuts in the services budgeted by one local government, namely Norfolk County Council (see Edwards January 2011, pages 22-28).  Towards the end of 2010, the Council had announced that it would have to cut its net expenditure by £136 million over the following three fiscal years (2011/12 to 2013/14). This cut was just under a quarter of the total budgeted expenditure of £579 million for 2010/11. 44% of this was targeted for 2011/12, 32% for 2012/13 and 24% for 2014/15 (Eastern Daily Press, 19 January 2012). 
I estimated that something like £45 million of the £136 million would exclusively affect disabled people in Norfolk. My estimate of the number of disabled people in Norfolk in 2009 is 177,000 or about 21% of the total population (853,000). Therefore at least a third of the cuts were hitting 21% of the population. 

The Council’s Equality Impact Assessment on the Budget proposals stated that “At this early stage in the process, it is clear that the budget proposals would, if implemented in their current form, significantly impact on disabled and older residents of Norfolk, their carers and families” (NcoDP, Xmas card 2010). Paul Morse, the then leader of the Liberal Democrats, in the County Council called it “a horror show for the vulnerable” (Eastern Daily Press, 19 January 2011). 

Therefore it would seem that cuts in benefits-in-kind (that is cuts in Departmental Expenditure) are likely, in general, to harm disabled people more than non-disabled people. But here we take a cautious estimate and assume that households where someone is disabled and receiving disability benefits are losing the same value of benefits-in-kind as all households in each quintile. 

Table 11 summarises the figures for the cuts in benefits, the rise in taxes and the cuts in benefits-in-kind for the 2.75 million households receiving disability benefits. 


[image: image11.emf]Table 11 Losses to households receiving disability benefits 

over the four years from 2011-12 through 2014-15

Quintiles ranked by disposable income (£ per year)

Quintile   1 2 3 4 5

(poorest) (richest) Notes 

Base disposable income (£000) 13.9 18.7 24.0 32.7 60.1 a

Value of benefits-in-kind (£000) 16.1 17.6 16.6 14.0 12.0 b

Total income plus benefits-

-in-kind( £000) 30.0 36.3 40.6 46.7 72.1

Cumulative cuts over the four years to 2014-15 (£000)

- tax and benefit changes  2.7 2.2 2.4 3.5 3.2 c

- benefits-in-kind 2.0 2.0 1.9 1.6 1.5 d

- Total losses over the four years  4.7 4.2 4.3 5.1 4.7

Losses over the four years as a percentage of total 

income plus benefits-in-kind  16 12 11 11 7

Notes 

a. see table 9

b. see table 5 

c. calculated from tables 9 and 10 - for example for those in the poorest quintile, the loss is 

is 19.7% of £13,900

d. see table 5 


The loss to the households receiving disability benefits and in the poorest quintile is estimated to be 16% of income plus benefits-in-kind which is very much higher than the 10% estimate for all households in this, the poorest quintile. The loss for households receiving disability benefits in the second poorest quintile are estimated as 12% compared to 8% for all households.     

These estimates are admittedly crude but are, if anything, probably an understatement of the losses being suffered by disabled people. It is truly a horror show for disabled people. This suffering of households receiving disability benefits is bad enough. However what makes it worse is that the Austerity Package is simply not necessary. This is what we look at in the following sections.   
5. The financial crisis of 2007/08 and ensuing depression
For the UK, the financial crisis of 2007/08 has been followed by a depression which is the worst since the Great Depression of the 1930s. By the summer of 2008 the UK was in recession
, then by January 2010 it was out of recession, but two years later, in early 2012, the UK was back in recession.  By the end of the second quarter of 2012, the UK’s GDP had dropped by a further 1% compared to the end of 2011.  
The recovery from the financial crisis has been pitifully weak. Indeed it has been so weak that national output in the first quarter of 2012 was below the level of the first quarter of 2007. In the Great Depression of the 1930’s it took five years for the GDP to get back to pre-recession levels. The present recovery is certain to take even longer – at least eight years - as shown in table 12 below.
 


[image: image12.emf]Table 12  The UK - the 1930s and the present crisis - a comparison 

Real GDP  Real GDP 

Year  (index)  Year  (index) 

1929 100 2007 100

1930 99.9 2008 98.9

1931 94.4 2009 94.6

1932 95.1 2010 96.6

1933 96.0 2011 97.2

2012 end-June 96.4

1934 102.8 2012forecast > 98.0

1935 106.6 2013forecast > 99.9

1936 109.9 2014forecast > 102.6

1937 114.7 2015forecast > 105.7

Sources

Crafts N 2011, Table 1 for the 1930s  

Guardian datablog for real GDP for 2007 to 2011 

Guardian 25 August for end-June 2012, following ONS revision  

The forecasts for GDP are from the Office of Budget Responsibility  

(OBR, March 2012, Exec Summary and table 1.1) 


As we can see, it is only in 2014 that total output is expected to recover to 2007 levels and note that this is a forecast from the Office for Budget Responsibility (OBR) which has been somewhat optimistic, most notably on public borrowing and business investment. In June 2012, Mervyn King admittted that “When this crisis began in 2007 most people did not think that we would still be right in the thick of it quite this late. I don’t think that we’re yet halfway through ….. my estimate of how long it will take to recover is expanding all the time”  (Guardian, 27 June 2012).      
6. The public sector deficit, the 2010 General Election and the Coalition Government.   
By the end of 2008, the UK’s real output had fallen by just over 1% compared to a year earlier. In the next year it fell again but this time by more than 4%. In the first half of 2010 it recovered slightly, rising by 1.3% over the six months, but as a result of the banking collapse and the bailout of some of the banks by the government in 2007 and 2008, the government’s net annual borrowing rose sharply from £34 billion in 2007 to £152 billion in 2009.  Although net borrowing fell very slightly to £149 billion in 2010, it was still more than 10% of the UK’s total output (Gross Domestic Product)  compared to a little over 2% in 2007. 

This was the context in which the General Election was held on Thursday May 6, 2010. The result was a hung parliament with none of the parties achieving the 326 seats needed for an overall majority. This was only the second hung parliament since 1945. After five days of negotiation between the Conservative Party (with 306 seats) and the Liberal Democrats (with 62), the two parties formed a coalition government and on May 11 2011, Gordon Brown resigned as Prime Minister. The Labour Party was pushed out after 13 years of rule. 

The Coalition Agreement declared that “deficit reduction .. is the most urgent issue facing Britain” and that “… the main burden of deficit reduction [be] borne by reduced spending rather than increased taxes”. It further agreed that “… a full Spending Review should be held, reporting this Autumn” (Con-Lib May 2010). 

The Austerity Package was underway. 

7. The Austerity Package announcements 
The Austerity Package has been implemented over the past two years. There has been, so far, no U-turn. But there will be. There will be, because the electorate will not stand for it
 . 
Between 2010 and now, there have been a number of policy announcements making up the Austerity Package. In 2010, we had a Budget in June, a Comprehensive Spending Review (CSR) in October and a welfare reform announced in November. 
In June 2010, the Budget stated that the most urgent task facing the UK was to implement an accelerated plan to reduce the deficit. Given this, the Budget planned for ‘additional consolidation’ of £40 billion a year by 2014/15 consisting of spending cuts of £32 billion (including £11bn of ‘welfare reform savings’) and net tax increases (including VAT) of £8 billion a year. The increase in VAT from 17.5% to 20% in January 2011 was expected to bring in an extra £12 billion in its first full fiscal year (2011/12). In addition to the spending reductions, the Budget announced a two-year pay freeze in public sector pay (except for those earning less than £21,000 per year) (Treasury June 2010, 2).

In October 2010, the Comprehensive Spending Review (CSR) announced cuts in real terms of 8.3% of departmental current budgets over the four years from 2010/11 to 2014/15 (Treasury October 2010, 10). In addition, Departmental Capital Budgets (these were about 16% of the current expenditure in 2010/11) were to be cut by 29% in real terms.  

If we focus on current expenditure, the major Departmental Budgets which were hit hardest were Local Government (a real cut of 27%), Transport (minus 21%), Business, Innovation and Skills (minus 25%) and Home Office and Justice (both with minus 23%) (Treasury, October 2010, 10). 

Of these, as we have seen, it is the cut in the Local Government budget that is likely to affect disabled people most severely since much of their service support is provided through Local Authorities.  The CSR announced that total grants from the Government to Local Authorities were to be cut from 28.5 billion in 2010/11 to £22.9 billion in 2014/15. This cut of £5.6 million represents a cut in cash terms of 19.6% but a cut in real terms of 27%. 
In November 2010, a White Paper on welfare reform was published with reforms due to come into force in 2013. Ian Duncan Smith (Work and Pensions Secretary) has proposed a ‘universal credit’ replacing Job-Seekers’ Allowance (JSA), Employment Support Allowance (ESA) and Housing Benefit (Demos, October 2010, 11). The central idea is that as incomes rise there should be a single net benefit or tax designed to ensure that people are always better off working. The facts advanced to support the theory are that; there are five million claims for jobless benefits; that welfare spending has risen by 40% in real terms over the last decade; and that the present system of taxes and benefits has disincentives built into the structure. 

The last of these may be true but the government’s claims that welfare spending is out of control are far from true. As Paul Gregg shows (Gregg 2010), the real picture that emerges for the welfare system is one of long-term declines in both the number of claims and in total spending as a share of GDP (Gregg 2010, 15 – see also IFS November 2010, section 4).  

Furthermore, Gregg points out, a single system will be difficult to introduce, since some benefits – housing benefit, council tax benefit, the higher value of benefits for disability than for jobseekers, – are additional costs that only apply to some claimants.  So the idea that there can be one single system (essentially one Basic Income Grant or BIG) is attractive, at first sight, but the BIG would have to be so high to cover everybody that it would be extremely expensive and therefore out of the question at present – particularly for this government
. As Gregg puts it; “The simpler the new system, is the more it results in large numbers of losers even with substantial extra costs to the Treasury. The more complex it is, the less radical a reform it represents and the less attractive it becomes”. As a result, he points out; “it is not surprising that the government plans to start with only new claims” (Gregg 2010, 16).      

Following the statement of cuts in the Budget and then more cuts in the CSR, the strategy of the Cameron/Clegg government was described by Travers in December as; “… get the bad stuff over in 2010 and 2011 so that sunlit uplands can be seen in 2013 and 2014” (Travers, December 9, 2010). As Travers goes on to say, this strategy is brave but to the point of being foolhardy. Even the right-wing Economist concluded that George Osborne has not got the overall fiscal stance right (Economist, 2 October 2010) and it is unlikely that the summit uplands would be seen in 2013 and 2014.       

But more austerity was to follow, particularly for the poor. 
In 2011 there were two sets of policy announcements significantly affecting public receipts and expenditure and in March 2012 there was a Budget statement. 

In March 2011, the Budget announced yet another reduction in Corporation Tax, a rise in Bank levies, an increase in personal tax allowances, a change to National Insurance contributions, a reduction in planned fuel duty, an increase in North Sea Oil tax and a reduction in tax avoidance. These, together with other minor changes, meant a net change of £0.3 billion.  Paul Johnson of the IFS said; “As far as public finances are concerned, the totality of measures announced in yesterday’s Budget was a fiscal non-event” (Johnson, 24 March 2011), but it is worth noting that because at the time of the budget, inflation was higher than expected, real cuts to government spending were on course to be 1% higher over the next four years than announced in the Comprehensive Spending Review.  

In November 2011, the Autumn Statement announced changes that were relatively small for the years up to 2014/15 although those changes that were made mostly affected lower income groups. Council tax was frozen in 2012-13 and a two year 1 per cent public sector pay cap was to follow the two year wage freeze. In addition Child Tax Credits were reduced below the planned level, other elements of the Working Tax Credit were frozen and planned fuel duty increases were delayed. Osborne also announced that he would change TUPE regulations which govern the rights of workers whose jobs are privatised. 

But the biggest change announced by the Autumn Statement was an extension of the Austerity Package beyond 2014/15 with the announcement that further cuts to government spending would be made in 2015/16 and 2016/17. The Treasury announced that “spending will be £15 billion lower in 2016/17 than it would be if increased in line with inflation from 2014/15” (Treasury November 2011, 47).

This was followed by an announcement in the Budget of March 2012 that a further sharp cut (of £10 billion) in welfare benefits would be made in 2015/16 and 2016/17 (Osborne quoted in the Telegraph of 22 March 2012, accessed on April 3 2012). 

The Coalition Government has therefore stated that there will further cuts in 2015-16 and 2016-17 of something like £25 billion in welfare and other expenditure. 

The other changes announced in the March 2012 Budget consisted of a relaxation of the Austerity Package, mostly for higher-income groups. Personal tax allowances were raised (although countered to some extent by a phasing out of the Age-Related Allowances) but there was a further reduction in Corporation Tax and a reduction in the top rate of income tax (countered by a rise in Stamp Duty). As analysed by the Institute for Fiscal Studies, the March 2012 Budget measures will be of most benefit to middle and upper-middle income groups. However, they excluded from their analysis the drop in the top tax rate and the increase in the Stamp Duty – both measures affecting only the very rich. I estimate that the drop in the top rate of tax from 50% to 45% from 2013/14 will benefit the richest fifth of households by about 0.7% of their income
 with the rise in Stamp Duty costing the same group about 0.1% of income.        

The whole package (including the drop in the highest rate of tax and the rise in Stamp Duty) meant that the richest quintile will gain by 1% of income. Their gain is about £6,200 per year or about £119 per week. By contrast the poorest fifth gain but only by about £200 per year or just under £4 per week.  So the richest fifth gain about 30 times as much as the poorest fifth. 
The March 2012 Budget involved a net tax concession, but apart from this Budget, all the policy announcements of the Coalition Government have been promoting austerity. The next section summarises the overall sums involved. 

8. The components of the Austerity Package 
According to the Guardian datablog of October 2010 and Horton and Reed 2010 (slide 7), the austerity package by 2014/15 was expected to total £81 billion, consisting of; 

· reduced debt interest of £10 billion 

· reduced benefits and tax credits amounting to £18 billion; 

· other government expenditure cuts (call these Departmental Spending cuts) in nominal terms of £53bn. (In 2010/11 prices, these were expected to be  £48 billion). 

If we exclude the £10 billion of estimated savings in debt interest and express the cuts in 2010/11 prices, they come to £18 billion plus £48 billion giving a total of £66 billion.   

These figures exclude the measures taken in the Budgets of June 2010 and of March 2012. The June 2010 Budget increased VAT (expected to bring in an extra £12 billion a year and implemented on January 4 2011 – see Guardian 5 January 2012) but also contained various tax giveaways totalling £4 billion. As a result, we have a net increase in the taxes estimated at £8 billion per year (Guardian, 5 Jan 2012). The Budget of 2012 was claimed to be more or less neutral, but by my calculations, it gave away about £5 billion. So the net effect of these two Budgets is an increase in taxes of £3 billion.   
Therefore the planned change in government finance over the four years (2011/12 to 2014/15 inclusive) is a total reduction of £66 billion plus £3 billion = £69 billion. This consists of a net increase in direct and indirect taxes of £3 billion, cuts in benefits of £18 billion and cuts in Departmental Spending of £48 billion. These are the sums that need to be allocated across income groups.    
It is worth noting at this point that a minority of the cuts in benefits and Departmental Spending had been made by the end of the 2011/12 tax year. My estimate is that less than 30% of the cuts in benefits/increases in taxes and less than 40% of the cuts in Departmental Spending had been implemented by the end of the 2011/12 tax year. Therefore the major part of the austerity package (in the form of cuts in welfare benefits and cuts in other government spending) are still to be implemented. This is particularly true if we include the cuts planned for 2015/16 and 2016/17. Including these, we can see that only about a third of all the planned cuts were planned to be implemented in 2011/12 (see Appendix 1). Note that this includes the increase in VAT. 

However the economy has already been pushed back into recession. Yet more demand is due to be taken out of the economy at a time when the economy is starving. It is a policy of the madhouse as the next section explains. 

9. The Austerity Package causes recession 
The austerity package causes recession because it has involved (and continues to involve) cutting public sector demand at a time when all other sources of demand are drying up.  

Here it is important to emphasise that a national economy is very different from a household’s economy (as highlighted by Krugman 2012). If a household is spending more than its income, it will, in the absence of savings, be forced to reduce its expenditure. Let’s assume that one of the adults in the household is a plumber (the Smith household), and as a result of a drop in business, the Smiths decide to buy less meat. This means that the butcher’s income drops and the butcher’s household (the Brown household) may decide to put off replacing its old central heating boiler. Demand for plumbers falls further and the Smith household decides to cut its expenditure again. This time it may be eating out which is cut and the income of the Jones family which is running the café or restaurant is cut and they decide to cut their expenditure. 

We can see that the economy as a whole is in a downward spiral. There is a knock-on effect. The lesson is that the households are not independent of one another. Your spending is my income and my spending is your income.  
Of course it may be that each of these families can put off their cuts in spending by borrowing more – by increasing their credit card debt or by running a bank overdraft.  But this cannot go on for long. Sooner or later the banks will require these households to cut their expenditure as the downward spiral gathers momentum.     
The situation is doubly serious because it is unlikely that any of these businesses will think of investing more. The butcher may have been thinking of extending the shop; the café owner may have been thinking of expanding the café. Given the drop in demand, these plans are likely to be dropped or deferred. So private investment in farms, factories and shops stagnates or even falls. 

In response, the government may print more money so that interest rates are kept low. But if the demand is not there, the Smith and Brown households are unlikely to be enticed into an expansion of their businesses by a drop in interest rates. Even at a very low rate of interest, the lack of customers is likely to make them hesitate to expand their businesses.  

We have the situation where personal consumption and private investment are stagnant or even falling. This is what has been happening in the UK and the situation is unlikely to change without a massive U-turn in government policy.   
Personal consumption (making up 64% of the UK’s total demand in 2011) is unlikely to rise. It is unlikely to rise because of the rise in unemployment (from 5.2% in 2007 to over 8% in April 2012
), the rise in VAT, the cuts in benefits and the high level of personal debt. A report by the National Institute of Economic and Social Research (NIESR) for the Resolution Foundation on Inequality, Debt and Growth highlighted the role that debt has played in maintaining consumption over the recent past. Whereas between 1997 and 2007, the disposable income of the poorest 10% rose by 17%, their consumption rose by 43%. If we look at the middle income group in the fifth decile of incomes, their situation was slightly better. However even for them, whereas their income rose by 33%, their consumption rose by 46% (see “Debt and inequality conundrums”, OECD Insights Blog, accessed on 27 June 2012).   

It is clear that personal debt has risen sharply in the UK over the past 10-15 years and that this is not sustainable. A number of economists have emphasised the role of debt in the current crisis (see Box 2 below). It is clear that personal consumption is likely to stagnate unless the growing inequality in the economy is corrected or unless a further financial crisis goes some way to liquidating the debt.    In the past two decades, income has shifted towards the very rich (particularly the richest 10 per cent), but the very rich spend little of their extra income on goods and services so total personal consumption is likely to continue to stagnate unless this inequality trend is sharply reversed. 

Clearly the stagnation of personal consumption is a major problem for the British economy, given the high percentage of total demand represented by personal consumption. We have seen that with personal consumption flat-lining or even falling, the prospects for private investment are bleak. 

In March 2012, the OBR pointed out that this had fallen by 2.1% in 2010 and estimated that it rose by only 0.2% in 2011. And yet it forecast a rise of 0.7% in 2012 and further rises of 6.4%, 8.9% and 10.2% in the following three years (OBR, March 2012, page 11). It is worth noting that in November 2011 the OBR had forecast that business investment would rise by 7.7% in 2012 (OBR November 2011, page 44). In March 2012 (only five months later) the forecast for the same year is a rise of 0.7%.  In the light of such changes, it is hard to see how it can be called ‘independent’, let alone Responsible. With the economy already operating with excess capacity and with the prospects bleak, why should the private sector invest?    

The prospects then for personal consumption and private investment are weak. Clearly at a time when debtors are trying to lower their consumption to pay off their debt, it is essential that someone does the opposite. If personal consumers and private investors are not going to do it, we are left with foreigners and the government.   

First, let’s look at foreign demand. For foreigners to play a role we want them to increase their purchases from us faster than we increase our purchases from them.  That is, we want to see a rise in net exports. But this has not been happening. Quite the contrary. 

Over the five years from 2010 to 2015, the OBR has forecast that net exports would grow by about £9 billion a year. To do this, exports would have to grow twice as fast as imports. Is this likely? The answer must be no, even though between the end of 2007 and May 2012, the pound has dropped by 13%
 so that exports and import-substitutes are more profitable.
	Box 2  Deleveraging debt and ‘balance sheet recessions’ 

The role of debt in economic crises was stressed by Keynes (a British economist) in the 1930s and by Hyman Minsky (a US economist) in the 1970s and 1980s. More recently, a heavy emphasis on the high of personal debt (in Australia, the USA as well as UK) can be found in the work of Steve Keen, Professor of Economics at Sydney, Australia. See particularly the two lectures that he gave at Cambridge, UK in November 2011 (google “Steve Keen at Cambridge”). Note that in the UK, the personal debt-to-income percentage in the UK doubled from 45 in 1980 to 90 in 1997 and almost doubled again between 1997 and 2008 (Lansley, August 2010, 4).

A similar emphasis on the relationship between high levels of debt and the crisis can be found in the work of Richard Koo of Nomura Research, who has coined the term ‘Balance Sheet Recession’ to denote the importance and difficulty of adjusting debt levels to the crisis. Koo argues that the private sector in the UK is cutting debt but no-one is borrowing and spending the savings. This is exactly what happened in the Great Depression when everyone was paying down debt and no-one was borrowing and spending. It is this deleveraging of private sector debt that Koo calls a ‘Balance Sheet Recession’ (Koo 2011, 22). Koo argues that the Japanese government avoided a depression in the 1990s mainly because the government borrowed and spent the private sector’s savings. He estimates that between 1990 and 2005, Japan spent an extra 462 trillion yen but by so doing saved a loss of 2000 trillion yen in output (Koo 2011, 24). 

Recent research on debt and deleveraging by McKinsey (the management consultancy group) estimates that the UK faces a difficult challenge over the next decade as it slowly adjusts to an economy less dependent on debt-fuelled growth (McKinsey 2012). For the critical role of household debt in the US economy, see also Krugman, 2012, 49      

It has been a common shared belief by many economists (most notably Costas Lapavitsas of the School of Oriental and African Studies at the University of London) that the UK economy is suffering from financialisation, which has three features. First large corporations rely less on banks and have acquired financial capacities of their own; second, banks have shifted their activities towards mediating in open financial markets and transacting with households; third, households have become increasingly involved in the operations of finance. 

Households have become increasingly involved with finance because they have had to increase their debt to maintain consumption. This is because of a stagnation or even a fall in their incomes. A 2012 report by the Resolution Foundation called Squeezed Britain and which focuses on 5.8 million Lower and Middle Income (LMI) households states that wages have been flat for the typical worker since 2003 and real household incomes for this LMI group were broadly the same in 2010/11 as they were in 2001/02.  


Recent evidence casts doubt on getting anywhere near £9 billion a year growth in net exports. Between 2008 and 2010, the value of net exports (goods and services) rose by only about £2 billion (that is by an average of £1 billion a year). The record for 2011 was better with net exports growing by about £6 billion compared to 2010 (ONS February 2012). But this is still well below the OBR’s forecast and with the crisis in the 17-nation Eurozone slowing growth there, the prospects of net exports rescuing the UK economy are very weak indeed. Indeed in May 2012, the UK’s deficit in the trade of goods and services was slightly higher (at £2.7 billion) than in May 2011 (at £2.4 billion) (ONS website accessed in July 2012). 
So we have a situation where personal consumption is unlikely to grow, where the prospects for significant growth from private sector investment are weak and where net exports are hardly changing. In 2011, these sectors made up about 73% of total demand. We are left with government consumption and government investment
, but just at the time that these should be expanded, they are being cut. As a result, a continuing depression is very much on the cards for the near future. 

Real output dropped in the last quarter of 2011 and yet, at least £63 billion more cuts are to be made over the five years from 2012 through 2016-17 (see Appendix 1). The future of the UK economy is bleak unless there is a radical U-turn in policy. The UK’s unemployment in March 2012 was 2.7 million and the OBR does not expect this to fall significantly until at least September 2013. On the contrary, the Institute for Public Policy Research (IPPR) has warned that a further 100,000 will be made jobless by September 2012
. 

As an UNCTAD report for 2011 puts it; “Those who support fiscal tightening argue that it is indispensable for restoring the confidence of financial markets, which is perceived as key to economic recovery. This is despite the almost universal recognition that the crisis was the result of financial market failure in the first place” (page v). The fact that long-term interest rates on government bonds are low is seen by George Osborne and David Cameron as a triumph for the government.  But this is not necessarily the sign of a strong economy nor even of low debt. After all Japan has a very low interest rate and yet has one of the highest ratios of debt-to-GDP for any of the rich countries. The low interest rate facing the UK is as much a function of falling real incomes, the slow-down in the economy and a rise in money supply.   

As a recent edition of the World Bank’s Global Economic Prospects points out; “The world could be thrown into recession as large or even larger than that of 2008/09”. (World Bank, 2012).  But as UNCTAD has pointed out, austerity packages are not the correct ones. Instead “The countries threatened by recession and deflation should avoid intensified austerity measures because these are unlikely to produce the intended outcomes and could propel the world into a renewed bout of recession or even into an outright depression” (UNCTAD Policy Brief, December 2011, page 3)

The International Monetary Fund (IMF) has studied 173 cases of austerity packages in rich countries since the 1970s and all have led to declines not growth in GDP (IMF 2011).  

Governments commonly use two ways of influencing the economy at the aggregate or macro level. One is through interest rates and money supply (monetary policy). The other is through changes in taxes and expenditure (fiscal policy). 

The UK is one of many countries now threatened by a renewed bout of recession, and as a result needs a more, not less expansionary fiscal policy. Instead it has been following a contractionary fiscal policy alongside an expansionary monetary policy. 
A major role in monetary policy has been played by quantitative easing. Under this scheme, the Bank of England buys financial assets (such as government bonds) in an attempt to stimulate the economy. In 2009 the QE programme was £275 billion and then in 2011 and 2012 it was expanded to a total of £375 billion. However for this to stimulate the economy, someone has to borrow it from the banks and spend it. 
Let’s look at some of the figures. According to the IMF, the British Government has channelled £1.2 trillion to the financial sector in the form of bailouts, loans and state guarantees on bankers’ trading (Guardian 3 July 2012). This amounts to almost £50,000 for every household. The problem is that little of the money going to the banks has been lent on, and most of what has been lent on has gone in the form of loans to the property and financial sector. This is true both before and after the crisis. In March 2008, about three-quarters of all banks and building society loans went to the property and financial sectors and in March 2012, the same proportion was still going to these sectors (Guardian 3 July 2012). 
Of course, the money lent out for property purchases may push up the prices of property
 (or prevent them from falling), and as a result, we may see a small boost to consumer demand but the effect is highly indirect and is likely to lead to another financial crisis when the next bubble bursts.
Therefore monetary policy is of little use, as even Mervyn King has recognised. In February, he was quoted as saying; “While the Monetary Policy Committee can use bank rate or asset purchases to ease the transition [to a more balanced economy], there is a limit to what monetary policy can achieve when real adjustments are required” (quoted in Guardian, February 15, 2012). What is needed are real changes – changes in policies on spending and taxes - in other words fiscal policy.   

However, under the austerity package, the government is cutting rather than increasing demand so the economy is likely to shrink further. A double-dip recession may well become a triple–dip recession with output falling and unemployment rising further. 
This is bad enough, but the principal stated objective of the Austerity Package – namely a correction of the deficit - is not being met, as discussed in the next section.     

10.  The Austerity Package is not even cutting the deficit 

As I pointed out earlier, it is clear that the Labour government under Blair and Brown were incompetent in not keeping a close eye on the banks, a failure for which Ed Balls (the Shadow Chancellor) apologised in the Commons on September 12, 2011. It was Ed Balls who had declared in 2006; “Nothing should be done to put at risk a light-touch, risk-based regulatory regime” (quoted in the Guardian 3 July 2012). But it was precisely this light-touch regulatory regime which was the cause of the financial crisis
. 

It was the bailing out of the banks and the ensuing policy which was the major cause of the deficit
.  The charges by the Coalition that Labour let spending run out of control before the recession do not stack up (Dolphin, January 2011, 3). The cyclically-adjusted budget deficit in 2007/08 (before the bailout) was less than 1% of GDP. The deficit grew rapidly because of the banking crash and expenditures undertaken to counter the recession (Dolphin, January 2011, 1).  Therefore the biggest crime of the Blair and Brown governments was in not regulating the banks. The crime was not in spending public money before the crisis.  

Nevertheless, as a result of the bank bailout and the drop in output in 2008 and 2009, there was a large deficit when the Coalition government came into power in 2010. By the calendar year 2009, the UK was recording a general government deficit of £159 billion, equivalent to 11% of GDP. This was high by EU standards even though by the same standards the UK has a reasonable debt-to-GDP ratio. The debt-to-GDP ratio is also low in UK historical terms. In 2010/11, the debt was 62% of GDP against 177% in 1932 with debt interest payments at 6.3% of public expenditure, compared with 40% in 1932. Thus the debt stock was and is OK. It is the flow that was and is worrying. 

Due to the financial crisis and the bailout of the banks, the running deficit was high and something had to be done. When the Coalition government came into power in 2010, the stated aim of the Austerity Package was to effectively eliminate the deficit by 2015. But what has, and is being done by the Coalition Government now is stupidly incompetent since it will work only very slowly to eliminate the deficit, if at all, and in the meantime the majority of the population suffer, particularly the poorest.  As William Keegan observed in The Observer; 

“They (Osborne/Clegg) have effortlessly altered the tenor of the debate from whether there should be drastic cuts at a time of relatively low economic activity to the question of how and where the cuts should be administered” (William Keegan, Observer, 12 Dec 2010). 

What is the upshot of all this?  The conclusion is that not only are the cuts heavily biased against the poor, but the cuts are not even likely to achieve their objective of rapidly reducing the government’s deficit. In June 2010, the Government expected net public borrowing over the four years 2011/12 to 2014/15 to be £302 billion. In November 2011, it expected this cumulative borrowing to be £426 billion, a massive rise of £124 billion on the forecast of only 17 months previously  (Treasury, November 2011, page 80). 

In September 2011, the IMF’s Fiscal Monitor had expected a budget deficit for the UK in 2012 of 7.1% of GDP. In March 2012, they were expecting a budget deficit of 8%. Not surprisingly, whereas in September 2010, the IMF saw the UK economy as “on the mend”, by May 2012, it was warning about the long-term damage of continuing with the cuts (Guardian, 23 May 2012).    

More recently, by July 2012, it was clear that the underlying trend was towards a rising rather than falling deficit. In the first six months of 2012, the underlying deficit was £67 billion, up by £7 billion compared to the first six months of 2011. I say ‘underlying’ because in the first half of 2012, the Government took over the Royal Mail’s Pension Funds and included the assets but not the liabilities. As a result, these figures hide the underlying rise in the deficit (see Burke M 2012). The underlying deterioration was revealed further by the figures for July 2012 when there was a small deficit compared to a surplus in July 2011, giving an overall worsening of £3 billion (see Guardian, 22 August 2012).   
On July 18, 2012, the Daily Telegraph reported that the Chancellor had pledged that spending cuts would be complete by 2015. Not surprisingly, last year, he extended that to 2017 amid a deteriorating economic situation. Then, in an interview with David Cameron, the Telegraph asked whether this would now become a ten-year austerity programme and Cameron’s reply was; “I can’t see any time soon when the pressure will be off. I don’t see a time when difficult spending choices are going to go away.” (Daily Telegraph website accessed on July 21 2012)
The problem is that attempting to cut the deficit by cutting public expenditure sharply has triggered a double dip recession or what Keynes referred to as the death spiral where tax revenues decline rapidly, unemployment rises rapidly and so too do welfare benefits, in spite of being cut in unit terms. Such a death spiral is highly likely as the UK is not alone in pursuing fiscal austerity. As stated, since much of the Eurozone is on a deflationary course, it is easy to see how the cuts will initiate a death spiral in the UK.   

The economic loss from these policies is enormous. As we saw in Table 10, the UK economy is currently operating at just under 3% below capacity and in November 2011, the Office for Budget Responsibility (OBR) expected this output gap to remain at this level through 2013/14 (Treasury, November 2011, 79). This dip compares with an average annual real growth rate between 1997 and 2007 of 3.2% a year. This means that if the growth had been 3.2% a year from 2007, the GDP in 2011 would have been about £250 billion greater than it was. This means that the annual cost of these Austerity policies is running at over £4,000 per head of the population. This compares with a GDP per head in 2011 of £24,000. 

The response of the Coalition Government to this is that there is no alternative. This is simply not true as explained in the next section. 
11. But there are alternatives 

The Labour government under Blair and Brown was incompetent in not keeping a close eye on the banks and, as a result, it was the bailing out of the banks which was the major cause of the deficit. And so, as the result of the financial crisis and the bailout of the banks, the running deficit was and is high and something had to be done. But what is being done now is stupidly incompetent and/or brutally ideological.  

But if the Coalition government’s approach is wrong, what then are the alternatives? Is it the fate of modern capitalism to suffer from periodic crises?  This would seem to be the conclusion of Alan Greenspan, the former head of the US Federal Reserve.  In March 2010, he stated that 

“I fear that preventing bubbles will in the end turn out to be infeasible. Assuaging their aftermath seems the best we can hope for. Policies both private and public, should focus on ameliorating the extent of deprivation and hardship caused by deflationary crises” (Mason 2010, 218).   

This is a dismal conclusion taking us back to the days of the workhouse. Are there no alternatives to this?  

Paul Mason argues that the British economy is particularly delicately poised with the amount pledged by the government to support the banks being exceptionally large compared to other rich countries, which means that Britain has more to lose than any other country from a global double dip (Mason 2010, 230). Having said that, he goes on to say that it is hard to see what choice the UK had other than the final mix of tax raising and spending cuts. 

But Mason is wrong on the choices. There was and still is an alternative. The alternative is to increase taxes on the very rich at the same time as maintaining or even increasing public expenditure. This policy mixture would both cut the deficit and generate growth since the tax on the very rich would not cut effective demand
. 

I set out these alternatives a year ago but they were taken from Irvin et al 2010 and they are worth repeating, as follows; 

· a 50% tax rate on gross income above £100,000 a year (at present it is 50% on £150,000 or more; from the 2013/14 tax year, it will be 45% on £150,000 or more ). Raising it would bring in at least an extra £2.3 billion a year 

· uncap National Insurance Contributions (NICs) so that they are paid  at 12% all the way up the income scale  - this would raise £9.1 billion a year
 

· introduce minimum tax rates for certain levels of gross income - this would raise £14.9 billion a year 

· increase the tax payable for houses in Council tax bands E to H – this would raise a further £4.2 billion a year

· minimise personal and corporate tax avoidance by requiring tax havens to disclose information fully and by changing the definition of tax residence – this would raise a further £10 billion a year
. In the Coalition Government’s agreement it was stated that “The parties agree that tackling tax avoidance is essential for the new government, and that all efforts will be made to do so, including detailed development of Liberal Democrat proposals” (Con-Lib May 2010, 3)
.

· introduce a financial transactions tax at a rate of 0.1% applicable to all sterling transactions – this would raise a minimum of £4.2 billion and a maximum of £34 billion
.   

Such reforms would mean that there would be no need for spending cuts since the above comes to a total of more than £50 billion extra revenue for the Treasury and compares with the Coalition’s mixture of cuts and tax changes of about £69 billion over the four years from 2011/12 to 2014/15. If this £50 billion were not enough, levies on bank bonuses could be increased; and if further spending cuts were required, then it is defence expenditure that could and should be cut to the level of that of Germany or Japan, that is about 1% of GDP instead of more than double that. Such a cut would bring in at least £15 billion.   It is absurd that a declining country like the UK should have troops in first Iraq, and then Afghanistan. 

The scope for raising revenue by higher taxation on the rich is enormous. The richest fifth of all households has, since 1987, paid a lower proportion of their incomes in the form of taxes than the poorest fifth (see Lansley 2008, 36) and in May 2012, it was reported that over the past three years the wealth of the richest 1,000 people in the UK increased by £155 billion (Sunday Times Rich List quoted in Guardian 3 May 2012). 

Higher taxation of the rich would not only reduce inequality, but it could also help to generate growth if, say, half of the revenue raised were to be pumped back into the economy through government expenditure. The taxation of the rich would do little to reduce personal consumption since, at the margin, the rich spend little on personal consumption. 

Therefore such a pattern of tax changes (accompanied by a reversal of the cuts announced by the Coalition Government) would bring the UK out of recession whereas the Coalition’s present mix of spending cuts and tax rises is likely to prolong recession. Such a pattern is also fairer and would go some way to reversing the inequality trend in the British economy. 

One indication of increasing inequality in the UK is the increase in the ratio of the income of the richest quintile to that of the poorest. This has risen from 5.3 in 1994/95 to 6.0 in 2008/09 (DWP 2010, 25). Over the last decade, the poorest tenth of the population have, on average, seen a fall in their real incomes after deducting housing costs.  In other words, after adjusting for inflation, their incomes are slightly lower than a decade ago (poverty.org website accessed on 15 Dec 2010). 
Between 1970 and 2005, the before-tax income of the richest 1% in the UK increased by more than 180%. Over the same period, the share of the richest 1% in after-tax income in the UK has more than doubled  (PCS, 2012, 2,3). Again, it is worth emphasising that the official statistics understate the level of inequality in the UK (see Box 1) and may even understate the growth of inequality, since it is investment income which is vastly understated and it is this form of income that has grown the fastest over the past decade or so.

Let’s put it more simply. I estimate that the losses for the poorest half of disabled people over the four years to 2014/15 will be £3,400 (from Table 9). About £2,000 of these losses will come from cuts in government services, the rest from cuts in benefits and increases in taxes. This is for households whose average disposable income is under £14,000 per year. 

Compare the situation of this poorest half of disabled people with that of the richest 10% of households. Their average wealth is more than £1.7 million per household, their total wealth £4.5 trillion
. A one-off tax of only 10% on this would raise £450 billion, enough to pay off 40% of the UK’s National Debt and more than three times the current annual borrowing by the government. This is all that is required to prevent a recession and to reverse a loss of £3,400 per household over four years for the poorest half of disabled people. All that is needed is a tax of ‘10 from 10’ – a tax of 10% on the wealth of the richest 10%. As Jean-Luc Melenchon (one of the candidates in the French Presidential Election) put it; “…we have to smash this prejudice that the rich are useful just because they’re rich” (Guardian, 7 April 2012)  

12. Are we all in this together? The hypocrisy of the Coalition Government  

David Cameron, in his first speech as Prime Minister to the Conservative Party Conference on October 6 2010, said that “we are all in this together”. He also said that “It is "right" that those with broader shoulders bore a larger share of the burden of reducing the deficit, and the Government would always aim to ensure measures to cut spending were "fair"”.
This stated aim of the Coalition Government has clearly not been achieved and the measures to cut spending are patently not fair. Those with broader shoulders – the rich - are not bearing a larger share of the burden of reducing the deficit. As we have seen, the cuts announced in 2010, 2011 and 2012 will reduce the living standards of the poorest by a much greater percentage than those of the richest.  

The Coalition Government’s claim is that we are all in this together is nonsense. The losses from the austerity package for the richest fifth of households are only 4% of their disposable income plus benefits-in-kind whereas the losses of £2,579 for the poorest fifth of households is equivalent to just under 10% of their disposable income plus benefits-in-kind (see table 5). Therefore the poorest fifth is bearing two and a half times the burden of the richest fifth from the cuts in cash benefits, rise in taxes and cuts in benefits-in-kind. 

As has been highlighted, for disabled people within the poorest fifth, the loss is even greater. Even before the cuts, their average incomes were lower and their job opportunities worse.  So whichever way one looks at the figures, disabled people are the hardest hit
. 
The Coalition Government is a rich man’s government in two senses.  First, the individual members of the Cabinet are very rich (see box 3 below) and, second, they are serving the short-term interests of the very rich. 

	Box 3  The wealth of the Coalition Cabinet (and especially the Prime Minister) 

In 2010, 23 of the 29 members of the Cabinet were millionaires. The Lib Dems on the Cabinet were just as wealthy as the Tories (Mail Online, 23 May 2010 accessed on 12 Jan 2012). See the Mail’s website for further details on the individuals but clearly one of the richest is the Prime Minister, David Cameron. 

Like others in the Cabinet, David Cameron went to Eton School where the annual fees are now about £31,000 per year plus extras for music, boating club, house subscriptions and others. The average disposable income of a household (non-equivalised) in the UK in 2009/10 was about £31,900 (Resolution Foundation 2012, 11) so that the fees at Eton for one student are about equal to the whole of the average household income in the UK. 
David Cameron’s wealth is alleged to be more than £30 million. The Mail on Sunday disclosed that he paid off the £75,000 mortgage on the £1.5 million home in North Kensington, London, that he owns with his wife Samantha, after they took out a £350,000 taxpayer-funded HSBC mortgage on his designated Oxfordshire constituency second home. Cameron claims he was able to pay off the mortgage on his London home by selling shares. But he is still open to the charge that someone who's clearly worth a few bob was 'playing' the system by claiming more than £21,200 from taxpayers in 2005-2006, for the mortgage interest paid on his constituency home (Mail Online website 6 June 2009, accessed on January 26 2012). 


The wealthy situation of the members of the Coalition Cabinet is in stark contrast to the situation of disabled people (see box 4 below – for other, detailed case studies, see DEMOS, Summer 2012). 

	Box 4 Case studies of disabled people   

From Jane Campbell (Guardian, 1 March 2012)

I am reminded every day of the tremendous progress made over the last 30 years in the UK to enable disabled people to become active citizens. Autonomy and freedom would not have been part of my vocabulary half a century ago. I might have been reliant upon my family for support, with the prospect of being put in an institution when they could no longer cope. Instead, at 52, I am an independent crossbench peer and member of the Joint Committee on Human Rights (JCHR) which reports today on its 12-month inquiry into the right to independent living for disabled people. 

Now decades of positive progress are at risk of being reversed as economic austerity is used as justification for denying independence. If my local authority cuts my care package, I lose control of my life. I might have to leave parliament, or give up work altogether (because I need social work payments to do everything from eating a sandwich to delivering a speech). I am only a few bureaucratic decisions away from returning to the inequality I endured at 18. 
From the Guardian of 21 June 2012 

Julie Cawardine, 42, from Caerphilly in Wales, suffers from fibromyalgia, an all-over muscular ache, and has three herniated discs in her neck. She developed depression, commonly associated with her condition. But, she says, it was her battle with the benefits and tribunals system that had tipped her over the edge when she attempted suicide in January.       


The Coalition Government is not only a rich man’s government. It is also a hypocritical one. It came to power in May 2010 and immediately began implementing a series of reforms, most of which were not in the Election Manifestos of either the Liberal Democrats nor the Conservative Party. 

Cameron’s manifesto for the election promised no cut in the disability allowance and he said “I would never do anything to hurt disabled children” (quoted Guardian, 13 January 2012). In the Guardian of January 17 2012, Emma Ford described how before the Election in May 2010, she had expressed her worries about a possible cut in benefits by the Conservatives and how Francis Maude (her MP and now a Cabinet Minister) had reassured her by saying; “You know about David Cameron’s son, that’s why you know there’s no way we’re going to harm disabled children like yours” (Guardian 17 January 2012). 

What has happened since Cameron got in as Prime Minister?  His government has told horror stories about the rising benefits budget and not discouraged stories of disability fraud, even though the Department of Work and Pensions figures show fraud on the DLA to be only 0.5%. Similarly the fraud for Incapacity Benefit is also only 0.5% (McAndrew 2011, 2). McAndrew points out the fraud on these benefits is the lowest for any welfare benefits. Furthermore McAndrew says; “it should be noted that the figures for official error for both benefits are actually higher than the level of fraud, at 1.7% for Incapacity Benefit and 0.8% for DLA” (McAndrew 2011, 2). 
Not only is fraud smaller than official errors, but some benefits are not claimed, as the DWP itself has pointed out; “..there is research evidence that some eligible people do not claim benefits either because they do not see themselves as disabled, or because they prefer not to be dependent on state support” (DWP 2010, 8).    
In 2002, Iain Duncan Smith (the then Conservative Party leader) sought to rebrand the Tories at the Party’s Spring Conference as “the party for the vulnerable” (Guardian 4 January 2012). He had just paid a visit to the deprived Easterhouse estate in Glasgow where he was moved and shocked by what he saw. He said that the Tories would not be “the party that drives past Easterhouse on the motorway” and he declared; “A nation that leaves its vulnerable behind diminishes its future” (Guardian 4 January 2012). 

He is now the Coalition’s Work and Pensions Secretary and it is under his watch that the cuts in benefits are taking place. In June 2012, Bob Holman, the community activist who took Iain Duncan Smith around the estate’s community project, called on the Minister to resign and become a campaigner for the end of poverty (Guardian, 20 June 2012).   
13.  The cuts are counter-productive. 

The Austerity Package is causing distress to the poorest. That is bad enough.  The Austerity Package is causing huge losses in national output. That is bad enough. However, on top of all these, the Austerity Package is counter-productive at the level of the individual. 
At this level, the Austerity Package is counter-productive because disabled people, deprived of their benefits, are likely to end up in hospital and the cost to the Government of their treatment, especially for people over 65, is likely to prove to be greater than the cuts in benefits. 

At this level, the Austerity Package is counter-productive because disabled people, deprived of support services, are less likely to be able to work so that they become more dependent, not less, on benefits. An estimated 25,000 people will have to give up work when they lose DLA, and whereas the Treasury will gain £90 million from the DLA cut, it will lose £147 million in lost taxes assuming that the 25,000 people are on average pay (Guardian 24 August 2012). The Austerity Package is completely mad because on top of all these problems, the Package is not even meeting its stated objective of reducing the deficit. 
14. The Austerity War and the need for action  
As stated, the Coalition Government consists of very rich people (mostly male) pursuing the short-term interests of the very rich. But there is also a high level of incompetence in the government if we believe what some in the Government say. For example David Cameron is reported to have said that “things are proving harder than anyone envisaged” (Guardian 20 November 2011). 

This is in spite of numerous warnings from economists (both Nobel prize-winners and others) forecasting for some time that the economy is likely to move into a double-dip recession. It is only the most extreme of neo-liberal economists who could believe that the lack of demand from the mass of consumers and the government would be offset by fixed investment and net exports by the private sector. It is only the most extreme of neo-liberal economists who could believe that rapid cuts in the government deficit would be compatible with economic growth. The mass of economists (Liberal, Keynesian and Marxist) believed, and still believe, that the actions of the government would bring about another recession and that the deficit would be slow to close with the continuation of such idiotic policies. 

We have seen earlier that the major problem of the UK economy is one of deleveraging debt whether it is the debt of households, government or financial institutions. Inequality has to be drastically reduced and the financialisation of the economy rolled back but these changes are unlikely under a Conservative-led Government given that the financial services sector now provides half of all Tory party funds (the website of the Bureau of Investigative Journalism, September 30 2011 accessed on 26 January 2012).  

Is the government incompetent or blindly pursuing the interests of the rich? It could of course be both. It may be so intent on pursuing the short-term interests of the very rich that it ends up being thrown out of government, but in the meantime having inflicted huge damage on the UK economy. We saw in section 10 that the government’s deflationary policies caused a loss in 2011 of £250 billion to the British economy. In section 5, we saw that the dip in output, starting in 2007,  is likely to extend over at least 7 or more years. The average dip in output over this period is likely to average more than 2.5% of GDP. Even if we assume that with more expansionary policies, an average growth rate of only 1.5% a year could have been achieved, the loss to the UK economy from the incompetent policies amounts to 4% a year over 7 or 8 years or about 30%. This is equal to £450 billion or more than £17,000 for every UK household.         

Action is badly needed to end this Austerity War. Action is underway. In recent years, there has been a stream of reports on the mal-distribution of income in the UK. Many of these reports have been produced by groups of disabled people and/or by groups representing disabled people.  There has been considerable opposition to the Welfare Reform in the House of Lords. This opposition needs to continue and expand. I am confident that it will. 
Appendix 1; The Austerity Package; the planned cuts 

Table A.1 summarises the cuts and splits them between those which were planned for 2011/12, those planned for the three years (2012/13, 2013/14 and 2014/15) and those planned for 2015/16 and 2016/17.  

[image: image13.emf]Table A.1  The total Austerity Package (£ billion) 

Years> 2011/12 2012/13Sub-total  2015/16 Total  Notes

+2013/14 +2016/17

+2014/15

Taxes and Benefits  13.4 8.1 21.5 10.0 31.5 a

Cuts in Departmental Spending  17.0 30.0 47.0 15.0 62.0 b

Total Austerity Package  30.4 38.1 68.5 25.0 93.5

Percentage  44 56 100

Percentage  33 41 27 100

Notes; 

a. Calculated from tables 2 and 6 

b. Calculated from tables 4 and 6 


The table shows that by the end of 2011/12, about 44% of the total cuts planned to the end of March 2015 were planned to have been implemented. If the additional cuts announced for 2015/16 and 2016/17 are included in the overall Austerity Package, only a third of the total cuts have been implemented by the end of the 2011/12 tax year.  

Appendix 2; The cuts in disability benefits and the job prospects for disabled people 
Between 1995 and 2010 there was a rapid growth in the number of people in receipt of disability benefits. In 1995, 5% of the population was receiving disability benefits. By 2010, this had risen to 10% (DWP June 2012, 72). This is not because there was an increase in the proportion of families in which someone was disabled. That proportion has remained more or less constant at about 28 per cent. 

Over the same fifteen years, there has also been a growth in disability benefits paid. In real terms the growth has been from £22 billion in 1995/96 to £27.3 billion in 2010/11. This is a real rise of £5 billion or just under a quarter over the fifteen years. 

What are the reasons for this growth?  First, an ageing of the population. Second, a recognition that people with impairments need support if they are not be marginalised, but third, people with impairments are not getting sufficient support to enable them to work where they are of working age, so they are reluctantly dependent on benefits. 

Let’s take a look at each of these. First, the ageing of the population. In the mid-1990s the percentage of the UK population over 65 years of age was 16% of the total; by 2010 it had grown to 20%. Since this is the age-group which has the highest proportion of disabled people, the ageing population would tend to generate an increase in disabled people. 

Second, it is clear that people with impairments have not obtained sufficient support to prevent them becoming marginalised. Disabled people have always been among the poor, if poor is defined as those living below 60% of the median household income. In the mid-1990s, about a third of poor households were families where someone was disabled. In 2009/10, the same proportion was still in poverty (DWP June 2012, 78). Note that a third is about four per cent more than their proportion in the population as a whole. 
Third, it is clear that the lack of support and the lack of jobs for disabled people transform impairments into disability. This point is worth examining in more detail. 

There are 5.4 million disabled people of working age (DWP June 2012, 62). This is 47% of all disabled people. The tabloid press in this country frequently bangs on about this group of disabled people skiving, saying that disabled people are fit to work but avoid doing so (see box 5 below)  
	Box 5   The employment of disabled people and the lies of the press    

As stated in the report of the Disability Benefits Consortium, only a small percentage of disabled people do not want to work. This willingness is in stark contrast to comments in the tabloid press, as follows;

· Nearly 2 million on sickness benefits for years could be fit to work; Daily Mail 15 March 2011

· 75% on sick are skiving; Daily Express, 26 January 2011 

· 400,000 ‘were trying it on’ to get sickness benefits; 94% of the recipients of incapacity benefits can work; Daily Mail, 1 February 2010

· Two-thirds on disability benefits are fit to work – costing taxpayers £500 million; Daily Mail 1 February 2010 

· Just one in 20 benefit applicants ‘permanently unable to work’; Daily Telegraph, 14 October 2009

· 9 out of 10 on the sick well enough to work; The Sun, 14 July 2009

(Source; DBC March 2011, 7 and the Guardian, February 6, 2012)

Perhaps it is not surprising, given this sort of press coverage, that the number of disability hate crimes reported to the police in England and Wales has reached a record high in recent months  (Guardian 13 August 2012)


This is rubbish. It is true that disabled people are significantly less likely to be in employment than non-disabled people and the trend shows that there has consistently been an employment rate gap. In 2010, 48% of disabled people of working age were in employment compared to 77% of non-disabled people. Furthermore disabled people were far less likely to be working in full-time jobs – 34% compared to 59% for non-disabled people (figures from Disability Equality Indicators collected by the Office for Disability Issues - see ODI, 2011). 

However the same source (Disability Equality Indicators) also points out that disabled people in employment are as likely as non-disabled people to want to work more hours and the Disability Benefits Consortium points out that only 4% of those not in work said that they do not want to work. This is in stark contrast to the media portrayal of benefit claimants as reluctant to work (see again Box 5).  

The jobs are simply not available least of all for disabled people and it is the government’s policies that are ensuring that they are not available. 

It is important to note that for those of working age, it is the lack of jobs which itself generates disability, a point made by Owen Jones in his recent book, Chavs; the Demonization of the Working Class (Jones, 2011).  Jones describes how the number of claimants on Incapacity Benefit grew five-fold between 1963 and 2009 (Jones, 2011, 197).  Jones argues that it is self-evident that society is healthier in those 46 years, so how can we explain the growth?  

He says that part of the explanation is that incapacity benefit was used to cover up the unemployment figures between 1979 and 1997 (the period of the Thatcher/Major governments). He quotes Iain Duncan- Smith as saying; 

“Over the years, IB was, to some degree, used as a way of slightly getting out of the unemployment figures and not being overly honest” (Jones 2011, 197,198)
Jones goes on to point out that the IB claimants have been concentrated in the old industrial areas of the North of England, Wales and Scotland.  He looked at the research of two labour market experts (Beatty and Fothergill) who did a survey on the issue and who concluded that “the UK’s very high incapacity claimant numbers are an issue of jobs and of health” (see Jones, 2011, 199 – the emphasis is in the original) 

Jones points out that Glasgow is a particularly striking example of how the de-industrialisation of Britain has left continuing, but partially disguised, mass unemployment in its wake. A group of Glasgow University and City Council people looked at how the number of incapacity benefit claimants increased during the 1980s and concluded “The main reason for the huge growth in sickness benefit claims was the city’s rapid de-industrialization” (quoted in Jones, 2011, 199) 

Jones points out that the problem improved in Glasgow in the period from 2000 to 2010 as the number of disability benefit claimants dropped from three times to double the national  rate (Jones 2011, 199). The key finding was that the decline was primarily due to a strengthening labour market. 
Of course there are people who play the system and falsely claim benefits. The right-wing press (which is, of course, most of it) relishes hunting down the most outrageous examples of fraud (see Box 5). But it is important to note that the fraud is small, as stated earlier. 

It is lunacy to classify people with impairments as able to work and yet at the same time to cut their disability benefits when at the same time the economy is in a double-dip recession and unemployment is high. Yet this is what the government is doing.  
The cuts in disability benefits announced in 2010 were the following; 
· A cap on housing benefits;

· A change in the basis for uprating benefits – including Incapacity Benefit, Disability Living Allowance, Carer’s Allowance and Housing Benefit – by using the Consumer Price Index instead of the Retail Price Index.  This is a cut because the Consumer Price Index tends to rise at a slower rate than the Retail Price Index. Between 2001 and 2010, the CPI rose at an annual average of 2.1% compared to 2.8% per year for the RPI; 

· A reassessment of all 2.5 million Incapacity Benefit claimants using the highly contested Work Capability Assessment, with the aim of moving those found fit to work to Employment Support Allowance (ESA). The ESA is equal to the Job Seekers Allowance for the first 13 weeks and then depending on the results of the assessment, the claimants are split into a support group and a work-related activity group. The latter (assessed as fit for work) receive a lower rate of ESA;    

· To reassess all claimants of Disability Living Allowance (DLA) using a medical assessment similar to the Work Capability Assessment; 

· To realign the Support for Mortgage Interest payments.  

Further dramatic developments took place in February and March 2012 when the Welfare Reform Act (WRA) was pushed through Parliament. The WRA had a sticky passage through the House of Lords and some concessions were made but substantial amendments were rejected by the Government. To do this, the Government invoked ‘financial privilege’, an archaic resolution dating from the year 1671 under which the powers of the House of Lords are squashed (DEMOS, Summer 2012, 25). 

DEMOS summarises the key elements of the WRA most likely to affect disabled people as; 

· A new Personal Independence Payment (PIP) to replace the current DLA from April 2013, but built within it is a target to reduce DLA spending by 20%; 

· Housing Benefit to be reduced for social housing tenants whose accommodation is larger than needed; the ‘under occupation’ penalty will affect 14% of social renters; 

· Payment of contributory ESA for those in the Work Related Activity Group (WRAG) to be limited to a 12-month period; 

· The total amount of benefit that can be claimed to be capped at £26,000 a year. The DWP estimates that, by 2014/15, about 75,000 households  will be affected by the measure; 

· Universal Credit to introduced to replace six means-tested benefits and tax credits for people of working age from April 2013 (DEMOS Summer 2012, 23) 

The proposed changes were sharply criticised in a report published in 2012 and entitled Responsible Reform (Campbell et al 2012). About three years ago, one of the authors, Sue Marsh, started her own ironically-titled blog, Diary of a Benefit Scrounger, to monitor the proposed cuts to disability benefits.   
Responsible Reform found that the Government presented a highly misleading view of the consultation carried out on this change. The government had claimed that DLA figures had risen by 30% in eight years. The report’s analysis showed this was an overstatement. Indeed the government admitted that their claim gives “a distorted view” and yet continued to use the figure when pushing for reform (Guardian 9 January 2012). The report claimed that the government was making the change motivated only by cost. The report concluded that the DLA should be retained (Campbell et al, 2012, page 4). Responsible Reform argued that “Although not mentioned in the consultation, it was largely felt that the driving force for the reform was to cut 20% from expenditure” and that “There is now a terrible “Trust Deficit” between Government and disabled people. We have been subjected to poor reforms, ever tougher sanctions, and an insidious, scrounger rhetoric from both politicians and the press” (pages 5 and 7).

The report pointed out that “although DLA is not a work related benefit, in many cases, respondents clearly laid out how funding through DLA covered their additional disability expenses without which they would not be able to afford to work, either practically or financially” (Campbell et al 2012, 37)  

Since 2010, the Work Capability Assessment has been subjected to a number of problems (see Box 6 below) 

	Box 6  The problems of the Work Capability Assessment (WCA) 

In November 2010, Professor Malcolm Harrington did a highly critical review of the WCA and in March 2011, Professor Paul Gregg warned that the WCA “is a complete mess” and “badly malfunctioning” (quoted in McAndrew 2011). The WCA and the French company running it, Atos, are the subject of fear and anger in many quarters (McAndrew 2011). Atos was awarded a contract in 2005 for assessing claimants for disability benefits. The contract was worth £500 million and comes up for renewal in 2012.  

A recent report by the Citizens Advice Bureau (CAB, 2012) was highly critical of the WCA saying “CAB advisers tell us that inaccurate medical assessment reports are creating huge difficulties for their clients” (page 2). The Disability Benefits Consortium carried out a survey of disabled people in late 2010 and early 2011. It stated that “Over half of those respondents who had been for a medical assessment for ESA found it stressful and more than four in ten said it actually made their health condition or impairment worse because of the stress and anxiety caused” (DBC 2011,2)
The CAB report points out that, up to February 2011, 39% of appeals against the assessment have been overturned in favour of the claimant (page 2). The report further states that the CAB’s analysis indicates that the level of accuracy in WCAs is worryingly low and it calls on the DWP to undertake, as matter of urgency, regular independent monitoring of the accuracy of the WCAs.  

In November 2011, the Guardian stated that “Thousands of ill and disabled people have become trapped in a revolving door of medical assessments and appeals at a cost of £80 million, with many claimants on their second and third attempts to overturn rulings that remove their benefits” (Guardian, 21 November 2011) and a Channel 4 News investigation reported that the system “is teetering on the brink of collapse”. 

More recently still, Paul Farmer (Chief Executive of MIND) resigned from the Government's Scrutiny Panel for the Work Capability Assessment set up as part of the Harrington review. His reasons for resigning are that the Government refused to listen to criticisms of the Work Capability Assessment and said that his position was “no longer tenable" (see the MIND website, accessed on 10 April 2012). 

Two recent TV programmes (Channel 4’s Dispatches “Britain on the Sick” and BBC Panorama’s “Disabled or Faking It”) both found that the WCA was declaring people fit to work who clearly were not fit to work. It is not therefore surprising that, more recently still, it was reported that the appeals system is gridlocked with a one year backlog.  Furthermore, note that 40% of appeals succeed (Guardian 24 August 2012) 

 


To sum up. It is crazy to be stepping up the assessment of disabled people for work when unemployment is high and growing rather than declining. As the latest Destination Unknown by DEMOS reports; 

“ At the moment, we know that 500,000 people will lose their Disability Living Allowance (DLA) in 2013….. We know too, that the number of councils funding support for people with ‘substantial and critical needs’ only has risen from 78% to 81% from 2011/12 to 2011/12, and that only three local authorities no longer take income from DLA into account when assessing how much a person has to pay towards their care” (DEMOS, Summer 2012,18). 
The DEMOS report goes on to ask whether we have the faintest idea how many people will suffer from these changes and what such changes will do to their household income and quality of life. This is the Austerity War that is being waged.   
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�. Chris Edwards is a Research Associate at the University of East Anglia in Norwich.   


�. This is an update of a report that I wrote in January 2011 (Edwards 2011).  The report was produced for the Norfolk Coalition of Disabled People (NCoDP) and was widely quoted by disability organisations and by the media. 


�.  !00,000 signatures are needed to get the petition considered for debate in the House of Commons. For e-petitions, go to the Direct Gov website  


�. The DWP’s report states that “for this analysis disability is defined as having any long-standing illness, disability or impairment that leads to a substantial difficulty with one or more areas of the individual’s life. Everyone classified as disabled under this definition would also be classified as disabled under the Equality Act 2010. However, some individuals classified as disabled under the Equality Act 2010 would not be captured by this definition” (DWP, June 2012, 53).  This last statement implies that the number of disabled people in the DWP report would be lower than the number arrived at using the Equality Act, 2010. Note that the presence of an impairment is not equated with disability, as the Office for National Statistics is at pains to point out;  “Disability is therefore a product of the social barriers to participation in different life areas experienced by people with impairments”  (ONS, December 2010, 10).   


� .  These 2010/11 median figures come from the 2012 the Household Below Average Incomes (HBAI) survey and are for ‘equivalised’ households (that is for a couple with no children).       


�. The same point was made by a Rowntree report of October 2004 which estimated that the weekly income of a disabled person solely dependent on benefits was £200 below the amount required for them to ensure an acceptable, equitable quality of life. The same report found that  the income of a disabled person working 20 hours a week at the minimum wage was between £118 and £189 a week below the amount required to give them a ‘level playing field’ with non-disabled people (Rowntree, October 2004, Findings).  





�. The Daily Telegraph carried out a poll on disability benefits. 3,724 (66%) voted that claimant numbers have soared and the system is abused, while 1,928 (34%) voted that the Government is making the vulnerable bear the brunt of the crisis.   


�. See Appendix 2 for details of the cuts in disability benefits 


�. It is probable that in addition to sampling errors, there are non-sampling errors which provides a further reason for taking the figures as indicative.  


�. The definition of a recession is a drop in real output (Gross Domestic Output or GDP) for two successive quarters.   


�. In terms of output, the recovery is taking longer. But unemployment was worse in the Great Depression. Unemployment is now over 8%, but in 1930 the rate was 12.3% and it remained above 10% until 1937. Unemployment has not risen as fast as GDP has fallen, mainly because of an increase in the proportion of part-time jobs (see Guardian, 16 August 2012).     


�.  It is important to note that, in all the previous episodes in British austerity, no prime minister (rangeing from Lloyd George through James Callaghan to Margaret Thatcher) has managed to make all their promised cuts (research by Professor Peter Taylor-Gooby at the University of Kent referred to in the Guardian of 24 July 2012)  


� . As Polly Toynbee puts it; “People’s circumstances are complicated, and so the benefit system must be too, as it tries to grade levels as fairly as possible. Beware politicians promising simplification” (Guardian 13 January 2012)   


�. The cut in the top rate of income tax from 50% to 45% applies to those with taxable incomes of more than £150,000 from April 2013. My estimate of the effect is as follows; the total income of the richest 20 per cent of households is 5.2 million households multiplied by £62,000 average disposable income giving a total income for that group of £322 billion. The annual loss in government income from the reduction in the top rate of tax has been estimated to be £2 billion by Heather Stewart in the Guardian of March 22, 2012 and £2.6 billion in Johnson, March 2012, 3. If we take the average of these two figures of £2.3 billion, the gain to the richest fifth is 0.7 per cent (see table 3 above).       


�. Over the last three months of 2011, unemployment in the UK was rising by about 1,300 per day. The unemployment rate for the 16-24 age group now stands at more than a fifth, the highest since records began in 1992.  From June 2011, 18 predominantly private contractors have been given the job of finding employment and will be paid by results. 1.2 million people are expected to go through the Work Programme in 2011/12 and 2012/13. The scheme is mandatory for all those on job-seekers’ allowance, on employment support and lone parents with children over five (Guardian 10 June 2011). But the numbers being referred to contractors are far more than official projections and critics fear that the deteriorating job market will make the programme unsustainable in its present form. The National Audit Office has said that the scheme was likely to help only 25% of those out of work rather than the estimated 40% (Guardian 22 February 2012). It is worth repeating here that the rise in unemployment has been slower than the fall in GDP because of a rise in the proportion of part-time employment.                    


� . The real effective exchange rate index for sterling at the end of 2007 was 121.7 and at the end of May 2012  it was 105.7 (Bank for International Settlements website accessed in July 2012)  


�. Note that Government consumption plus investment account for 27% of total GDP. This is not the same as total government expenditure after including transfer payments (such as benefits). 


�. In July 2012, it was reported that unemployment had been cut to 2.58 million, the lowest level in a year. On the other hand, the number of people who had been unemployed for 2 years or more was at a fifteen-year high.  


� . However in spite of the attempted injection of money into the economy through Quantitative Easing (QE), property prices were reported in July 2012 to have fallen by 1.7%, which is the largest drop in July for four years (Guardian 16 July 2012). But the prices of shares and bonds have been pushed up by QE boosting the value of households’ financial wealth held outside pension funds. According to a Bank of England report, 40% of these gains have accrued to the richest 5% of households (Bank of England, 12 July 2012)    


�.  It is obvious that the Tory party is close to the City of London – after all, it gets half of its funding from the finance industry. But the Blair and Brown governments were also far too cosy with the City of London. Shortly after Tony Blair left No 10, he was chauffeured straight into a £2.5 million a year part-time job with JP Morgan and just a few months before Northern Rock collapsed,  Gordon Brown had told financiers; “This is an era that history will record as a new golden age for the City of London” (Guardian 3 July 2012)   


�. In October 2008, the Lloyds bank and the Royal Bank of Scotland were bailed out by the taxpayers. Eventually £65 billion was used by the government to prop up these two banks. The government’s shares are just over 40% in Lloyds and 83% in RBS. At the end of 2011 the prospective loss in these two banks was estimated at £40 billion. This was the largest end-of-year paper loss for the two banks since they were bailed out. If this loss were to be realised, it would follow the large loss on Northern Rock. Northern Rock was bailed out in February 2008 and sold to Virgin in 2011. The take-over by Virgin was due to start on 1 January 2012. The loss to the government on the deal with Virgin is estimated at about £480 million but in addition the government owns billions of mortgages and other loans when Northern Rock was split into a ‘bad’ bank and a ‘good’ bank in 2010. In a recent audit of the deal, the National Audit Office concluded that UK taxpayers face losses of at least £2 billion on the state ownership of Northern Rock (NAO, 18 May, 2012, Key Facts). 


�. A paper by Michael Kumhof and Romain Ranciere of the International Monetary Fund points out that inequality in the USA grew before the Wall Street crash of 1929 and again before the 2008 crash. The link between inequality and crisis is because credit has to be extended more and more to the poor and middle income groups so that they can buy stuff. This is what has happened in the UK (see Box 2 above). Kumhof and Ranciere argue that such trends have invariably resulted in a costly financial crisis with associated bailouts and financial restructuring. By contrast redistribution policies are more desirable and efficient since they are likely to prevent the financial crisis in the first place (Kumhof and Ranciere, 2010).    





�.  Note that NICs have been raised for 2011/12 both for the rich (from 1% to 2% for those earning above £817 a week) and for the rest (from 11% to 12%). They should be raised for the rich from 2% to 12%. 


� . This is probably an understatement. In the Observer of 15 April, 2012, Richard Murphy estimated that £25 billion is lost annually through tax avoidance. £13 billion of this is avoided by individuals and £12 billion by the largest 700 Corporations.      


�. ‘Unresolved’ corporate tax bills of more than £25 billion have been highlighted in a report by the Commons Public Accounts Committee as have ‘sweetheart’ deals apparently worked out between the tax department and Vodafone and Goldman Sachs (Guardian 21 and 24 December 2011). The head of Revenue and Customs (Dave Hartnett) is due to leave his post in the summer of 2012 with a pension pot worth £1.7 million (Guardian 10 December 2011).  Over 15 times as much is lost to tax avoidance at the top than is lost to benefit fraud at the bottom (Compass 2009).  A classic example of tax avoidance is the tax-free dividend paid to the wife of  Philip Green (owner of BHS, Topshop and many other stores) of £1.2 billion (sic) in 2005. The dividend was paid by Green’s company, Arcadia to his non-resident, Monaco-based, wife to avoid tax (Peston 2008, 11 and 68). The tax saved for the Green family was estimated at £300 million. Green had bought Arcadia for £9.2 million in 2002 so the dividend in that one year represented a return of 130 times the initial investment (Peston 2008, 73)   


�. Such a Tobin tax (first publicised by the US economist, James Tobin) has been proposed by the French and German governments but rejected by the British government. For more on Financial Sector Taxes, see Dolphin June 2010.   


� . The total wealth (property, financial, physical – vehicles etc – and private pensions) of the richest 10% of households (2.6 million of them) in 2008-20010 was £4.5 trillion – that is £4,500,000,000,000 (see ONS July 2012, Total Wealth 3). The total wealth of all the households in the UK was £10.3 trillion so the richest 10% had 44% of the total wealth. By contrast, the net wealth of the poorest 10% was £7.6 billion or less than 1% of the UK total.      


   


�. Furthermore it should be noted again “….that no adjustment is made to disposable household income to take into account any additional costs that may be incurred due to the illness or disability in question. This means that the position in the income distribution of these groups, [as shown in table 2 above], may be somewhat upwardly biased” (DWP May 2011, 39).
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Sheet1

		excel/hardest hit/table 4 Year-on-year cuts in government services 



		Table 4 Year-by-year cuts in benefits-in-kind (Departmental Expenditure) 

		(2011-12 through 2014-15)

		Quintile >		1		2		3		4		5

				(poorest)								(richest) 

		Value of base services (£bn) 		16,091		17,561		16,583		14,049		12,025

		Cuts in benefits-in-kind (government services) 

		Cumulative (£ billion) ….

		2011-12		743		779		682		563		481

		2012-13		1,069		1,110		974		814		699

		2013-14		1,520		1,569		1,405		1,211		1,081

		2014-15		1,983		2,038		1,852		1,630		1,489

		Source; Reed H, 2012 
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Sheet1

		excel/hardest hit/Cuts in disability benefits by quintile 2009/10

		Table 8  Disability benefits by quintile 2009/2010

																								Benefits in £bn

				Quintiles ranked by (equivalised) disposable income (£ per year)																				1		2		3		4		5		Total

		Quintile >		1		2		3		4		5		Ave.		Total		Totals

				(poorest)								(richest)				(£bn)		(£bn)		Notes

		Households (mn)		5.2		5.2		5.2		5.2		5.2				26.0		as given

				Disability Benefits (£ per year per household)														in Table 7						1.8		1.6		1.0		0.5		0.1		5.0

		IB		349		300		196		90		18		190		5.0		6.1		a				0.4		0.6		0.5		0.2		0.4		2.1

		CA		76		114		96		42		68		58		2.1		1.5		a				0.2		0.3		0.4		0.3		0.1		1.2

		AA		40		59		75		55		10		48		1.2		5.1		a				1.2		2.9		3.0		1.4		0.5		8.9

		DLA		230		554		578		260		87		342		8.9		11.5		a				0.2		0.2		0.3		0.3		0.1		1.0

		SDA/IIDB		32		45		49		52		13		38		1.0		0.8		a				0.0		0.1		0.1		0.1		0.1		0.3

		War pensions		3		11		28		11		13		13		0.3		1.0						3.8		5.6		5.3		2.7		1.1		18.5

		Total DB		730		1083		1022		510		209		689		18.5		26.0		a

		ESA																1.3

		Total DB (£bn)		3.8		5.6		5.3		2.7		1.1				18.5		27.3		b

		Notes

		a. All from "The Effects of Taxes and Benefits on Household Income 2009/10", ONS, June 2011,  table 14A

		Notes; CA = Carer's Allowance;  AA = Attendance Allowance; DLA = Disability Living Allowance

		SDA = Severe Disablement Allowance; IIDB = Industrial Injuries Disablement Benefit;

		Total DB = Total Disability Benefits; ESA = Employment Support Allowance

		b. The totals for each quintile are simply the average multiplied by the number of households. Note that the

		totals for the ETB study do not agree with those in the IFS study (Wenchao Jin et al November 2010).
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		Table 10 Losses to households over the four years from 2011-12 through 2014-15

				Quintiles ranked by disposable income (£ per year)

		Quintile		1		2		3		4		5

				(poorest)								(richest)		Notes

		Losses to households receiving disability benefits

		(% of disposable income)

		- cuts in disability

		benefits		18.1		10.7		9.3		6.7		5.3		a

		- rise in VAT		1.8		1.3		1.3		1.2		1.1		b

		- tax changes in the budget

		of March 2012		-0.2		-0.3		-0.6		-0.7		-1.0		c

		Total loss		19.7		11.7		10.0		7.2		5.4

		Losses to all households (% of

		disposable income)		6.0		4.6		2.6		1.4		2.5		d

		Notes

		a. see table 9

		b. see slide 7 of Browne J, 2010

		c. see table 3

		d. see table 2
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		Table 12  The UK - the 1930s and the present crisis - a comparison 



				Real GDP 						Real GDP 

		Year 		(index) 		Year 				(index) 

		1929		100		2007				100

		1930		99.9		2008				98.9

		1931		94.4		2009				94.6

		1932		95.1		2010				96.6																 

		1933		96.0		2011				97.2

						2012		end-June		96.4

		1934		102.8		2012		forecast >		98.0

		1935		106.6		2013		forecast >		99.9

		1936		109.9		2014		forecast >		102.6

		1937		114.7		2015		forecast >		105.7

		Sources

		Crafts N 2011, Table 1 for the 1930s  

		Guardian datablog for real GDP for 2007 to 2011 

		Guardian 25 August for end-June 2012, following ONS revision  

		The forecasts for GDP are from the Office of Budget Responsibility  

		(OBR, March 2012, Exec Summary and table 1.1) 

		The UK - the 1930s and the present crisis - a comparison 



				Real GDP 		Real GDP 

		Year 		(index) 		(index) 

				1930-37		2007-12

		0		100		100

		1		99.9		98.9

		2		94.4		94.6

		3		95.1		96.6

		4		96.0		97.2

		5		102.8		96.4

		6		106.6

		7		109.9

		8		114.7





An even longer depression than the 1930s 

1930 to 1937	100	99.9	94.4	95.1	96	102.8	106.6	109.9	114.7	2007 to June 2012	100	98.9	94.6	96.6	97.2	96.4	GDP Index
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		excel/hardest hit/Losses from the austerity package (dated July 2012)

		Losses from the austerity package over the four years (2011/12 through 2014/15)

		Quintile >		1		2		3		4		5		All

				(poorest)								(richest)

		Base disposable income (£)		9931		17255		24246		33372		62326		29426

		Value of government services (£)		16091		17561		16583		14049		12025		15262

		Income plus services (£)		26022		34816		40829		47421		74351		44688

		Cumulative losses over the four years to 2014/15 (£)

		- tax and benefit changes		596		794		630		467		1620		821

		- government services		1983		2038		1852		1630		1489		1798

		- total losses over the four years		2579		2832		2482		2097		3109		2620

																		Aggregate figures

		Households (mn)		5.22		5.22		5.22		5.22		5.22		26.1				(2011/12 to 2015/16)

		Total disposable income (£ billion)		52		90		127		174		325		768

		Total government services (£bn)		84		92		87		73		63		398

		Losses

		Taxes and benefits  (£bn)		3.1		4.1		3.3		2.4		8.5		21.4				21

		Other government expenditure (£bn)		10.4		10.6		9.7		8.5		7.8		46.9				48

		Total												68				69

		Taxes and benefits losses (% of base income)  (Table 3)

		2011/12		1.6		1.2		1.1		1.1		2.5

		2012/13		1.6		1.3		0.8		0.5		0.5

		2013/14 and 2014/15		2.8		2.1		0.7		-0.2		-0.4

		Total		6.0		4.6		2.6		1.4		2.6

		Taxes and benefit losses (£bn)

		2011/12		0.8		1.1		1.4		1.9		8.1		13.4

		2012/13		0.8		1.2		1.0		0.9		1.6		5.5

		2013/14 and 2014/15		1.5		1.9		0.9		-0.3		-1.3		2.6

		Total		3.1		4.1		3.3		2.4		8.5		21.4

		Cuts in Departmental Spending (£bn)

		2011/12		743		779		682		563		481		17.0

		2012/13		326		331		292		251		218		7.4

		2013/14 and 2014/15		914		928		878		816		790		22.6

		Total		1983		2038		1852		1630		1489		47

		Table A.1  The total Austerity Package (£ billion)

		Years>		2011/12		2012/13		Sub-total		2015/16		Total		Notes

						+2013/14				+2016/17

						+2014/15

		Taxes and Benefits		13.4		8.1		21.5		10.0		31.5		a

		Cuts in Departmental Spending		17.0		30.0		47.0		15.0		62.0		b

		Total Austerity Package		30.4		38.1		68.5		25.0		93.5

		Percentage		44		56		100

		Percentage		33		41				27		100

		Notes;

		a. Calculated from tables 2 and 6

		b. Calculated from tables 4 and 6
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		excel/hardest hit/Table 11 Total cuts to disability benefit recipents by quintile

		Table 11 Losses to households receiving disability benefits

		over the four years from 2011-12 through 2014-15

				Quintiles ranked by disposable income (£ per year)

		Quintile		1		2		3		4		5

				(poorest)								(richest)		Notes

		Base disposable income (£000)		13.9		18.7		24.0		32.7		60.1		a

		Value of benefits-in-kind (£000)		16.1		17.6		16.6		14.0		12.0		b

		Total income plus benefits-

				30.0		36.3		40.6		46.7		72.1

		Cumulative cuts over the four years to 2014-15 (£000)

		- tax and benefit changes		2.7		2.2		2.4		3.5		3.2		c

		- benefits-in-kind		2.0		2.0		1.9		1.6		1.5		d

		- Total losses over the four years		4.7		4.2		4.3		5.1		4.7

		Losses over the four years as a percentage of total

		income plus benefits-in-kind		16		12		11		11		7

		Notes

		a. see table 9

		b. see table 5

		c. calculated from tables 9 and 10 - for example for those in the poorest quintile, the loss is

		is 19.7% of £13,900

		d. see table 5
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		excel/hardest hit/Table 9 Losses in disability benefits by quintile

		Table 9  Losses in disability benefits by quintile 2009/2010

				Quintiles ranked by disposable income (£ per year)

		Quintile >		1		2		3		4		5		Total

				(poorest)								(richest)		(£bn)		Notes

		Total disability

		benefits (£bn)		3.8		5.6		5.3		2.7		1.1		18.5		a

		Households receiving disability benefits

		Number (000)		502		934		794		410		115		2,754

		Average disability

		benefits (£000)		7.6		6.0		6.7		6.6		9.6		6.7

		Cuts of a third over the

		four years ((£000)		2.5		2.0		2.2		2.2		3.2		2.2

		Average disposable

		income (£000)		13.9		18.7		24.0		32.7		60.1		23.2						6977.8		17465.8		19056		13407		6911.5		23.2

		Cuts in disability benefits as

		% of income		18.1		10.7		9.3		6.7		5.3		9.6

		Source email dated August 30 2012 from Dominic Webber of the ONS

		Notes

		a. see table 8
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		excel/hardest hit/Table 6 Matching the cuts

		Table 6  Matching the cuts (2011/12 through 2014/15)

		Quintile >		1		2		3		4		5		Totals		Aggregate

				(poorest)								(richest)				figures

		Number of households (mn)		5.2		5.2		5.2		5.2		5.2		26.0

		Cumulative cuts over the four years to 2014/15 (£)												£bn		£bn

		- taxes and benefits		596		794		630		467		1,558		21.0		21.5

		- departmental spending		1,983		2,038		1,852		1,630		1,489		46.8		47.0

		- total over the four years		2,579		2,832		2,482		2,097		3,047		67.8		68.5

		Sources; Cumulative cuts from Table 5; for aggregate figures, see Appendix 1
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		excel/hardest hit/table 7 Benefits paid to disabled people (2009-10)

		Table 7  Benefits paid to disabled people (2009-10)



		Benefit 		Claimants as 		Expenditure 		Expenditure 

				in Feb 2010		2009-10		per claimant

				(millions)		(£ billion) 		£000

		Incapacity Benefit 		1.94		6.1		3.1

		Employment and Support Allowance (ESA)		0.48		1.3		2.6

		Disability Living Allowance (DLA) 		3.14		11.5		3.6

		Attendance Allowance 		1.61		5.1		3.2

		Carer's Allowance 		0.53		1.5		2.8

		War Pensions 		0.18		1.0		5.4

		Industrial Injuries Benefits 		0.32		0.8		2.5

		Total 				27.3

		Source; Wenchao Jin et al, November 2010, 49 

		Note that this table excludes the relatively small amounts paid 

		in the form of Statutory Sick Pay and the Vehicle Fund 
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		excel/hardest hit/Table 5 Cumulative cuts resulting from the austerity package

		Table 5  Cuts from the austerity package (2011/12 through 2014/15)

		Quintile >		1		2		3		4		5		Notes

				(poorest)								(richest)

		Base disposable income (£)		9,931		17,255		24,246		33,372		62,326

		Value of government services (£)		16,091		17,561		16,583		14,049		12,025

		Total income plus benefits-in-kind		26,022		34,816		40,829		47,421		74,351

		Cumulative cuts over the four years to 2014/15 (£)

		- tax and benefit changes		596		794		630		467		1,558		a

		- benefits-in-kind		1,983		2,038		1,852		1,630		1,489		b

		- total losses over the four years		2,579		2,832		2,482		2,097		3,047

		Losses over the four years as a percentage of total

		income plus benefits -in-kind		10		8		6		4		4

		a  calculated from table 2 (eg for quintile 1, 6% of £9,931)

		b. From table 4

		The following is for the power point slides ……

		Cuts from the austerity package by income group (2011/12 through 2014/15)

		Quintile >		1		2		3		4		5

				(poorest)								(richest)

		Base disposable income (£)		9,931		17,255		24,246		33,372		62,326

		Value of government services (£)		16,091		17,561		16,583		14,049		12,025

		Total income plus benefits-in-kind		26,022		34,816		40,829		47,421		74,351

		Cumulative cuts over the four years to 2014/15 (£)

		- tax and benefit changes		596		794		630		467		1,620

		- other government expenditure		1,983		2,038		1,852		1,630		1,489

		- total losses over the four years		2,579		2,832		2,482		2,097		3,109

		Losses over the four years as a percentage of total

		income plus benefits -in-kind		10		8		6		4		4
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		excel/hardest hit/Table 2 Year-by year cuts due to changes in taxes and benefits

		Table 2 Year-by-year cuts in income due to changes in benefits and taxes

		(2011-12 through 2014-15)

		Quintile >		1		2		3		4		5		Notes

				(poorest)								(richest)

		Base disposable income (£)		9,931		17,255		24,246		33,372		62,326		a

		Cuts in base disposable income due to changes in taxes and benefits

		2011/12 (%)		1.6		1.2		1.1		1.1		2.5		b

		2012/13 (%)		1.6		1.3		0.8		0.5		0.5		c

		2013/14 and 2014/15		3.0		2.4		1.3		0.5		0.5		d

		Cumulative (over the four years excluding

		the 2012 Budget)		6.2		4.9		3.2		2.1		3.5		e

		Budget 2012 (2013/14)		-0.2		-0.3		-0.6		-0.7		-1.0		f

		Cumulative (over the four years)

		including the 2012 Budget		6.0		4.6		2.6		1.4		2.5

		Notes

		a. From Reed, March 2012  (these figures are for 2010-2011)

		b  From Browne, March 2011  (slide 16)

		c. Joyce November 2011 (slide 10)

		d. Calculated from the previous and the following rows

		e. Browne, January 2012, (page 17) - without universal credit

		f. From table 3 below. These are all gains which have to be subtracted

		from the other figures which are all losses in income
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		Table 3  The effects of the March 2012 Budget in 2013/14  

		quintile>		1		2		3		4		5		Notes 

		IFS estimates (%)		-0.2		-0.3		-0.6		-0.7		-0.4		a

		Drop in top tax rate (%)										-0.7		b

		Stamp Duty (SD) change (%)  										0.1		c

		Total 		-0.2		-0.3		-0.6		-0.7		-1.0



		a. Joyce, March 2012, slide 12 . These are cuts in taxes and are therefore shown as negative  

		cuts - that is, gains in income to households 

		b  My estimate of the effect of the cut in the top rate of tax is as follows; 

		the total income of the richest 20% of households is 5.2 million households multiplied by  

		£62,000 giving a total income of £322 billion. The loss in government income has been 

		estimated to be £2 billion by Heather Stewart, Guardian, March 22, 2012 and £2.6 billion

		 in Johnson, March 2012 (page3). The average of these, namely £2.3 billion, is   

		0.7 per cent of £322 billion

		c. My estimate 
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		excel/hardest hit/Table 1 Distn of income 2010/11 (Sept version)

		Table 1 The Distribution of Disposable Income (before housing costs)

		in the UK; 2010/11

				Median		Percentages in each quintile ---------------------------------------------------										no-one is		receiving		not rec.		All

				income		Households		Households where someone				All				disabled		dbs		dbs

				(£ pw)		where		is disabled and …….				households

						no-one		….receiving		… not recg.

						is disabled		disability		disability

		Poorest fifth						benefits		benefits

		(bottom quintile)		216		18		15		30		20				3888		3240		6480		4320

		Second quintile		318		18		30		24		20				5724		9540		7632		6360

		Third quintile		419		19		30		18		20				7961		12570		7542		8380

		Fourth quintile		551		21		18		16		20				11571		9918		8816		11020

		Rishest fifth

		(Fifth quintile)		846		24		7		13		20				20304		5922		10998		16920

		Median/totals (%) (a)		419		100		100		100		100				49448		41190		41468		47000

		Totals (mn)				43.2		6.1		11.8		61.1

		Median income (£ per												Average		494		412		415		470

		week - estimated)				440		367		370		419		Averages times

		Source; DWP June 2012, 39, 64												419/470 or 0.89		440		367		370		419

		Note; the median income is not per individual but is 'equivalised' for a couple with no children

		a) may not sum due to rounding

		For the power point slides

		The Distribution of Disposable Income in the UK (2010/11)

		By households….		Median		Percentages in each quintile ----------------

				income		Disabled		Non-disabled		All

				(£ pw)		individuals		individuals

		Poorest fifth

		(bottom quintile)		216		25		19		20

		Second quintile		318		26		19		20

		Third quintile		419		22		19		20

		Fourth quintile		551		17		21		20

		Rishest fifth

		(Fifth quintile)		846		10		22		20

		Median/Totals (%)		419		100		100		100

		Totals (mn)				11.5		49.6		61.1

		Median income (£ per

		week - estimated)				364		431		419
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