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London Councils’ Transport and Environment Committee’s (TEC) response to the London Assembly’s investigation into fuel poverty in London

London Councils represents all 32 London boroughs, the City of London, the Metropolitan Police Authority and the London Fire and Emergency Planning Authority. We are committed to fighting for fair resources for London and getting the best possible deal for London’s 33 Councils. We lobby on our members’ behalf, develop policy and do all we can to help boroughs improve the services they offer. We also run a range of services ourselves which are designed to make life better for Londoners.

We welcome the London Assembly’s Health and Public Services Committee’s investigation into fuel poverty and share the Assembly’s concern about the effects of fuel poverty on the health and well-being of many vulnerable families in London.
 We would like to draw the Assembly’s attention to the potential impacts of the government’s welfare reform proposals and the implications of these for fuel poverty in London. 

London Councils recently published a report by CESI ‘Making work pay in London under Universal Credit’ which modelled expected income levels for different types of family in London once the Universal Credit has been introduced.
 It examined how much money families (either not in work, working part-time or in full time employment earning the minimum wage), would potentially have left once housing and childcare costs had been deducted. 

For the purposes of this investigation we have looked again at these projected incomes and costs and explored what implications they are likely to have for fuel poverty in London from 2013.

Summary

Our analysis of incomes and costs for Londoners, both working at minimum wage levels and not working, and receiving the Universal Credit shows that: 

· At anticipated 2012 energy prices single parents out of work are likely to be in fuel poverty. 

· Single parents (both in and out of work), couples with children (out of work), and couples with children (where both parents work either part-time or full-time at minimum wage levels) will need to spend at least ten per cent of their disposable income (‘spending power’) on energy bills.

· Families with children where both parents work will have to spend a higher proportion of their income on energy bills than similar families where only one parent works. This situation is unlikely to incentivise both parents to enter the workplace.

· Should bills increase by as much as 30 per cent (equal to the average price increase seen between 2005 and 2010) single parents and couples where no adults work will be in fuel poverty.

· If bills rise by as much as 20 per cent most types of family will have to spend at least ten percent of their disposable income (‘spending power’) on energy bills.

· In the case of couples in full-time employment with three children the proportion of their disposable income (‘spending power’) needed for energy bills could be as high as 20 per cent. 

Recommendations

Whether or not a household qualifies as fuel poor depends on three factors: its income, its energy costs and the thermal performance of its home. 

· Household income

We believe that the Universal Credit system should take account of the higher costs of living in London. The caps on the total amount paid to any recipient relate to national average incomes and do not take account of higher average incomes and living costs in London.


The government should consider raising either the cap on the benefit total for Londoners or should consider raising the housing and childcare cost elements to reflect regional differences. Childcare costs in London are 23 per cent higher than the national average,


The CESI report on Universal Credit recommends that employers should consider paying staff the London Living wage, currently £8.30 an hour. Not only would this boost families’ incomes but it would also help to reduce government spending on Universal Credit.

· Household energy costs


OFGEM, the regulator of domestic energy suppliers, should act swiftly to ensure that suppliers reduce domestic tariffs when they themselves benefit from lower wholesale prices. 

· Improving the energy performance of homes


We are working with the GLA to lobby DECC to ensure that the future Green Deal includes regional targets for the spending of the new Energy Company Obligation (ECO). This should be targeted to the retrofitting of hard-to-treat homes and those of fuel poor households.  

1.0 
Reform of welfare: Universal Credit

The Welfare Reform Bill, currently going through Parliament, sets out the government’s proposals to reform the welfare system. It expects to begin to replace the current benefits system with the Universal Credit in October 2013.

1.1
The Universal Credit has been designed to overcome the widely acknowledged problem with the current benefits system; that it, in itself, acts a barrier for recipients looking to enter the workplace or increase the number of hours they work. In the existing system, as people increase their earnings, different benefits are withdrawn at different rates (know as tapering). Some of these tapers apply to gross earnings and some to net earnings. Overall it is difficult for an individual household to calculate what their income would be if they entered work or increased their working hours. The Universal Credit will instead offer recipients a single benefit stream combining all the different forms of income related support for people of working age. This will taper at a rate of 65 per cent, meaning that for every pound earnt benefit support will be reduced by 65p. 

1.2 
The Universal Credit system will also involve a series of caps, which threaten to disadvantage areas such as London where costs, such as rent, childcare and transport costs, tend to be considerably higher than some other areas of the country. 

2.0 
Worklessness in London

Worklessness is a serious issue for London. At present there are 1.3 million economically inactive Londoners and 100,000 households where no one has ever worked. London also has the lowest female employment rate among the UK regions at 61 per cent.

2.1 
Less than half of London’s single parents, 48 per cent, are currently in employment. This translates to around 78,000 workless lone parents with two or more dependent children. In addition there are 33,000 workless couples with two or more children and 156,000 couples with only one parent working. In total this amounts to 367,000 families and 689,000 children. 
 

2.2 
However the introduction of the Universal Credit will not just impact on workless households. It will also apply to families currently in work (either part-time or full time) that claim other benefits such as Housing Benefit and Child Tax Credit; a large number of families in London. We estimate that over 40 per cent of current Housing Benefit claimants, claiming for two or more bedroom properties (and therefore not single people) are ‘non-passported’ meaning that they are unlikely to be claiming other benefits. This would usually indicate that they are working claimants.  

3.0 
Definitions of Fuel Poverty and Spending Power

Fuel poverty can be defined in more than one way. We have used the GLA’s preferred method, the AHC definition. This looks at a household’s income after housing costs have been deducted. Where the cost of fuel for satisfactory heating and normal electricity use exceeds 10 per cent of this residual income the household is categorised as being in fuel poverty. 

3.1 
However, the London Councils report also explored ‘spending power’, defined as a family’s income after rent, Council Tax, childcare and transport costs had been deducted. The Universal Credit is intended to encourage benefit recipients to enter work or to increase their working hours. For single parent families or couples where both parents work this will automatically have implications for their childcare costs. Some may be able to rely on relatives to help, but many will need to pay for professional childcare. These costs are around 23 per cent higher in London than the national average. 

3.2 
In this analysis we have also looked at fuel costs as a proportion of ‘spending power’. Though this is does not comply with the strict definition of fuel poverty we believe it is helpful to examine this as many working families will have no choice but to pay for childcare and for transport to and from work. 

4.0 
Assumptions made in this analysis

4.1 
Wage levels
Pay for entry-level jobs in London differs very little from that in other areas, and most people entering the workforce for the first time or after a long absence will gain ‘entry level’ jobs. These tend to pay either the minimum wage of £5.93 an hour or a rate close to it.
 Some 75,000 people in London (25 per cent of people in ‘Elementary Occupations’) were paid less than £6.16 an hour in 2010. For the purposes of this analysis we have looked at people’s income when earning the minimum wage, as we believe many people accessing the Universal Credit will be earning at this level.  
4.2 
Rent Levels

London also has a higher proportion of privately renting households than other parts of the country and proportionally higher levels of rent. Social housing in the capital, though relatively cheaper than privately rented housing, is in very short supply. There are currently 350,000 households on local authority waiting lists and any available homes are almost always allocated to those households in greatest need. The result of this is that few social homes are allocated to families where one or more parents are in work. For this reason, in this analysis, we have looked at families that rent their home in the private sector. 

4.3 
Rising fuel prices

Levels of fuel poverty are significantly influenced by fluctuating energy prices. We have used figures published by the Department of Energy and Climate Change (DECC) for energy bills in London.
 However, these figures are for 2010, several years before the introduction of the Universal Credit when prices are forecast to increase. 

4.4 
In May this year the Bank of England published its ‘Inflation Report’, which predicted 10 per cent increase in electricity prices and a 15 per cent increase in gas prices by early 2012.
 We have also looked at the implications for fuel poverty using these percentages to uplift the 2010 energy prices. We note, however, that these are predicted prices for April 2012, eighteen months before the introduction of the Universal Credit in 2013. Prices may increase further by that time. 

4.5 
A House of Commons report last year into energy price rises highlighted that domestic bills had increased by 30 per cent in real terms over the previous five years.
 Alongside the Bank of England’s predicted energy prices, we have also modelled implications for fuel poverty for at 20 and 30 per cent price increases on the 2010 figures, which may give an indication of realistic fuel poverty level further in the future after the universal Credit is introduced. 

5.0 
Implications of the Universal Credit for fuel poverty in London

Table 1 uses data from the London Councils’ report to calculate anticipated incomes for different types of family in London once the Universal Credit is introduced in 2013. Both income after housing costs and ‘spending power’ are listed. We have calculated the proportion of these income levels that would be spent paying the average 2010 energy bills for Londoners (table 2), and the average 2012 energy bills for Londoners, taking into account the Bank of England’s inflation forecast (table 3).

Table 1: Expected annual income after housing costs, and spending power, according to family type and working pattern under the proposed Universal Credit system

	
	Annual household income after housing costs
	Annual Spending Power

	
	Not working
	Working part time (16 hours) on minimum wage
	Working full time (35 hours) on minimum wage
	Not working
	Working part time (16 hours) on minimum wage
	Working full time (35 hours) on minimum wage

	Lone parent, two children, two bedrooms
	£11,758.24
	£18,762.64
	£25,694.76
	£10,548.20
	£9,238.32
	£8,418.28

	Couple with two children living in a two bedroom property on private rent - no parents working
	£13,694.72
	 
	 
	£12,484.68
	 
	 

	Couple with two children living in a two bedroom property on private rent - one parent working
	 
	£16,264.04
	£17,207.32
	 
	£13,661.96
	£14,605.76

	Couple with two children living in a two bedroom property on private rent - two parents working
	 
	£21,750.04
	£30,350.84
	 
	£10,834.20
	£11,682.84

	Couple with three children living in a three bedroom property on private rent - one parent working
	 
	£17,106.96
	£20,685.60
	 
	£14,505.40
	£18,084.56

	Couple with three children living in a three bedroom property on private rent - two parents working
	 
	£27,550.64
	£34,196.76
	 
	£13,174.20
	£7,490.08


Table 2: Proportion on annual income (after housing costs) and ‘spending power’ needed to pay average pre-payment energy bills (2010 energy prices)
	
	Annual household income after housing costs
	Annual Spending Power

	
	Not working
	Working part time (16 hours) on minimum wage
	Working full time (35 hours) on minimum wage
	Not working
	Working part time (16 hours) on minimum wage
	Working full time (35 hours) on minimum wage

	Lone parent, two children, two bedrooms
	10%
	6%
	4%
	11%
	12%
	13%

	Couple with two children living in a two bedroom property on private rent - no parents working
	8%
	 
	 
	9%
	 
	 

	Couple with two children living in a two bedroom property on private rent - one parent working
	 
	7%
	7%
	 
	8%
	8%

	Couple with two children living in a two bedroom property on private rent - two parents working
	 
	5%
	4%
	 
	10%
	10%

	Couple with three children living in a three bedroom property on private rent - one parent working
	 
	7%
	5%
	 
	8%
	6%

	Couple with three children living in a three bedroom property on private rent - two parents working
	 
	4%
	3%
	 
	9%
	15%


Table 3: Proportion on annual income (after housing costs) and ‘spending power’ needed to pay average pre-payment energy bills (2012 prices based on 2010 energy prices uplifted in line with Bank of England’s inflation forecast)

	
	Annual household income after housing costs
	Annual Spending Power

	
	Not working
	Working part time (16 hours) on minimum wage
	Working full time (35 hours) on minimum wage
	Not working
	Working part time (16 hours) on minimum wage
	Working full time (35 hours) on minimum wage

	Lone parent, two children, two bedrooms
	11%
	7%
	5%
	12%
	14%
	15%

	Couple with two children living in a two bedroom property on private rent - no parents working
	9%
	 
	 
	10%
	 
	 

	Couple with two children living in a two bedroom property on private rent - one parent working
	 
	8%
	7%
	 
	9%
	9%

	Couple with two children living in a two bedroom property on private rent - two parents working
	 
	6%
	4%
	 
	12%
	11%

	Couple with three children living in a three bedroom property on private rent - one parent working
	 
	7%
	6%
	 
	9%
	7%

	Couple with three children living in a three bedroom property on private rent - two parents working
	 
	5%
	4%
	 
	10%
	17%


5.1 
At 2010 energy prices

These estimates demonstrate that even at 2010 energy prices single parents not in work would qualify as fuel poor.  When looking at ‘spending power’, energy prices account for more than 10 per cent of disposal income for all single parents, even those in full time work. Similarly both couples with two and three children where both parents work (both part and full time for couples with two children and full time in the case of three children) would need to spend 10 or more percent of their disposable income on energy bills.

5.2 
At anticipated 2012 energy prices

This picture is exacerbated when using the predicted 2012 prices. In this scenario the proportion of income needed for fuel bills increases for all households. Again single parents with two children who are not in work qualify as fuel poor. 
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5.3 
When looking at ‘spending power’ single parents both out of and in work would need to spend more than 10 per cent of their disposable income to pay their energy bills. In this scenario couples with two children who are both out of work, and families were both parents work would all need to spend at least 10 percent of their disposable income on their energy bills. The only families spending less than 10 per cent of their disposable income on energy are those with two adults where one parent doesn’t work (and are therefore able to avoid childcare costs). Indeed, the modelling suggests that there is unlikely to be an incentive for both parents in a family with children to work at minimum wage levels as childcare costs would leave them worse off than if just one parent works.

5.4 
At 20 or 30 per cent higher energy prices

Further modelling looked at the implications of a 20 and 30 per cent increase in energy prices for fuel poverty (tables 4 and 5). In both the 20 and 30 per cent increase scenarios single parents and couples with two children not in work would qualify under the strict definition of fuel poverty. Both levels of increase would see almost all types of family, including those with two full-time working parents, spending 10 or more per cent of their ‘spending power’ on energy bills. In some cases the proportion of disposable income that would be needed is considerable higher than 10 per cent; a couple with three children with both parents working full-time would need to allocate 20 per cent of their ‘spending power’ to gas and electricity bills. 
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Table 4: Proportion on annual income (after housing costs) and ‘spending power’ needed to pay average pre-payment energy bills (2010 energy prices with 20% uplift)

	
	Annual household income after housing costs
	Annual Spending Power

	
	Not working
	Working part time (16 hours) on minimum wage
	Working full time (35 hours) on minimum wage
	Not working
	Working part time (16 hours) on minimum wage
	Working full time (35 hours) on minimum wage

	Lone parent, two children, two bedrooms
	12%
	7%
	5%
	13%
	15%
	16%

	Couple with two children living in a two bedroom property on private rent - no parents working
	10%
	 
	 
	11%
	 
	 

	Couple with two children living in a two bedroom property on private rent - one parent working
	 
	8%
	8%
	 
	10%
	9%

	Couple with two children living in a two bedroom property on private rent - two parents working
	 
	6%
	4%
	 
	13%
	12%

	Couple with three children living in a three bedroom property on private rent - one parent working
	 
	8%
	7%
	 
	9%
	7%

	Couple with three children living in a three bedroom property on private rent - two parents working
	 
	5%
	4%
	 
	10%
	18%


Table 5: Proportion of annual income (after housing costs) and ‘spending power’ needed to pay average pre-payment energy bills (2010 energy prices with 30% uplift)

	
	Annual household income after housing costs
	Annual Spending Power

	
	Not working
	Working part time (16 hours) on minimum wage
	Working full time (35 hours) on minimum wage
	Not working
	Working part time (16 hours) on minimum wage
	Working full time (35 hours) on minimum wage

	Lone parent, two children, two bedrooms
	12%
	8%
	6%
	14%
	16%
	17%

	Couple with two children living in a two bedroom property on private rent - no parents working
	11%
	 
	 
	12%
	 
	 

	Couple with two children living in a two bedroom property on private rent - one parent working
	 
	9%
	9%
	 
	11%
	10%

	Couple with two children living in a two bedroom property on private rent - two parents working
	 
	7%
	5%
	 
	14%
	13%

	Couple with three children living in a three bedroom property on private rent - one parent working
	 
	9%
	7%
	 
	10%
	8%

	Couple with three children living in a three bedroom property on private rent - two parents working
	 
	5%
	4%
	 
	11%
	20%


6.0 
Action to tackle fuel poverty 

Much progress had been made reducing fuel poverty between the mid 1990s and 2004, but since then levels have again risen, partly as a result of sharp increases in domestic energy prices.
 Whether or not a household qualifies as fuel poor depends on three factors: its income, its energy costs and the thermal performance of the home. There is no ‘simple’ solution to fuel poverty and all three factors should be examined.

6.1 
Household income
The figures we present in this report demonstrate that when the Universal Credit is introduced there are likely to be families in London with two full-time working parents, receiving support through the welfare system on top of their wages, whose disposable income is too low to ensure that routine costs such as energy bills can be comfortably met. London’s economy however, cannot survive without the contribution these workers make to entry level jobs such as administrating and cleaning offices, hotels and homes, the entertainment and catering industries, and many of the supply chains serving London’s shops and businesses. 

6.2 
We believe that the Universal Credit system should take account of the higher costs of living in London. The caps on the total amount paid to any recipient relate to national average incomes and do not take account of higher average incomes and living costs in London.

6.3 
The government should consider raising either the cap on the benefit total for Londoners or should consider raising the housing and childcare cost elements to reflect regional differences. Childcare costs in London are 23 per cent higher than the national average.

6.4 
The CESI report on Universal Credit recommends that employers should consider paying staff the London Living wage, currently £8.30 an hour. Not only would this boost families’ incomes but it would also help to reduce government spending on Universal Credit.

6.5 
Household energy costs

The causes of the UK’s sharply rising energy costs are many and include growing international demand for energy, political instability in oil producing areas, concerns internationally over the safety of nuclear power, and in the UK subsidies for the development of renewable energy infrastructure. OFGEM, the regulator of domestic energy suppliers, and energy suppliers themselves have been criticised by some commentators for not acting swiftly to ensure that domestic tariffs have been reduced when suppliers have benefited from lower wholesale prices. Clearly when there are many families struggling to pay their bills it is vital that suppliers do pass on any savings whenever possible. 

6.6 
It is worth noting that the definition of fuel poverty only includes gas and electricity costs. Households must also pay for their water supply. Bills for Thames Water customers, the majority of Londoners, are expected to increase by £60 a year by 2018 to cover the costs of building the ‘Thames Tunnel’.
 This comes at time when VAT has recently been raised to 20 per cent and food prices are expected to continue to increase.

6.6 
Improving the energy performance of homes – RE:NEW
London’s boroughs are already involved in a number of schemes designed to improve the thermal performance of the capital’s housing stock and tackle fuel poverty. Perhaps the most high profile of these is the RE:NEW retro-fitting scheme, which is due to be rolled out in specific areas in all of London’s boroughs from this summer. 

	The RE:NEW project

The RE:NEW scheme works by approaching households in specific neighbourhoods. Homes are visited, street by street, and offered a free whole-house energy survey. The assessor is able to give energy and water saving advice and a range of free ‘easy measures’ (such as energy saving light bulbs). Households that could benefit from further measures, such as loft or cavity wall insulation, are referred on to programmes that can install these, often at no cost or at a subsidised rate. For low-income households, RE:NEW assessors are also able to offer advice on fuel poverty and any benefits to which the household may be entitled. 




6.7 
The RE:NEW scheme aims not only to reduce fuel bills by improving the energy performance of homes, but also to identify homes in fuel poverty and offer them advice on accessing the benefits and support for which they are eligible. 

6.8 
The future of retro-fitting – the Green Deal

The coalition government’s Energy Bill is currently making progress through Parliament. Within it is provision for the government’s future home retrofitting initiative, known as the Green Deal. 

6.9 
The Green Deal will enable private firms to offer consumers energy efficiency improvements to their homes, community spaces and business at no upfront cost. The cost of the improvement work will be recouped over time through savings from consumers’ energy bills. The loan for the work will be attached to the property, in effect to the energy meter, rather than to any individual; an arrangement that will allow home owners to move between properties without taking the financial obligation with them. 

6.10
Crucially, in order to qualify for a loan, the proposed measures for any property must be expected to generate savings on energy bills equal to or greater than the cost of installing them. This has been dubbed the ‘golden rule’. 

6.11 Not all households will be able to save on their energy bills by taking up Green Deal measures. Low income and vulnerable households may not be turning on their energy for long enough to sufficiently heat their homes at present. Other homes can only be made more energy efficient through measures which are more expensive to install. The Energy Bill provides for a new Energy Company Obligation (ECO) which will replace existing obligations (such a CERT and CESP). This money will be used to underpin the Green Deal and subsidise measures for households which would not otherwise meet the ‘golden rule’.

6.11 
Effective use of ECO (Energy Company Obligation)

London Councils and the GLA are currently working in partnership to lobby DECC over their plans for the Green Deal and the use of ECO. Officials at DECC have indicated that they plan to use ECO to support two categories of retro-fit - hard-to-treat properties, usually older homes without cavity walls or lofts, and fuel poor households. London has a relatively high proportion of both.

6.12 
We are urging DECC to ensure that the Green Deal includes regional targets for the spending of ECO. Historically London has received a disproportionately low share of financial support for energy efficiency measures through schemes such as CERT and CESP. This has been due to the capital’s high proportion of hard-to-treat homes and also the higher cost associated with carrying out these works in London. The government’s Green Deal initiative represents a real opportunity for the city to reverse this trend, and we wish to see regional targets for ECO which relate to the relative proportions of hard-to-treat homes and fuel poor households. 

6.13
We also believe there is an opportunity to ensure that employment opportunities, including apprenticeships, are made available to Londoners through the Green Deal. Future contracts for retro-fitting work, particularly that subsidised by ECO should include condition to ensure that people living with each region have access to employment opportunities.
6.14 The challenge of increased movement of vulnerable households

Retro-fitting homes is an important step in tackling fuel poverty. The government has ambitious aims for the Green Deal and ultimately intends to see every home in the country retro-fitted. In the short-term however retro-fitting alone will not solve the problem of fuel poverty, particularly for people in the private rented sector. These households tend to move home more often than social tenants and owner-occupiers, which makes their identification more challenging.  

6.15 Of particular concern will be the impact of forthcoming changes to local authorities’ statutory housing duties. From 2012, councils will be able to discharge their duty to homeless households by placing them in private rented housing, where they will continue to have a responsibility for the household for two years.
 Recent changes in the government’s housing benefit caps regime has reduced the proportions of private rented sector housing available to homeless households in receipt of housing benefit. In practise this means that many central London councils are not able to house families within their own council boundaries. Many placements will be made in outer London or outside London. Increases in rent levels may then see the same families having to move further away from central London when the two-year period of responsibility ends. This mobility of the most vulnerable families will make it more challenging for government and councils to identify them and offer help to improve the performance of their housing. 

Yours faithfully,
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Cllr Catherine West

Chair, Transport and Environment Committee 
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