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Preface

Social mobility has a number of different definitions and dimensions.
To sociologists, it refers to the movement or opportunities for movement
between different social groups - with a particular focus on the role (or
otherwise) of social class in acting as a barrier to such movement. To econ-
omists, it refers to the movement or opportunities for movement between
different income groups - with a particular focus on the extent to which
children’s incomes are correlated with those of their parents.

Social mobility can also be considered over one’s own life time (intra-
generational mobility) or between generations of one’s family (inter-gen-
erational mobility).

What has been happening to social mobility depends considerably on
the definition and timescale one considers, as work by the Strategy Unit has
found'. Looking over the last century, and taking into account the substan-
tial expansion in the number of professional, managerial and administra-
tive jobs and the corresponding decline in manual jobs, the ‘middle class’
has grown enormously compared with the ‘working class’ and this has
permitted equally substantial numbers of people in Britain to enjoy upward
social mobility.

If on the other hand one focuses on recent decades, the correlation
between parents’ and children’s incomes appears to have risen over time
- suggesting falling inter-generational social mobility. Intra-generational
income mobility also appears to have declined in recent decades. And,
even over the longer term, the comparative chances of people from different
social backgrounds making it to a particular social position seem to have
changed relatively little.

What is happening to social mobility matters for both economic and
social reasons. A country’s economic performance, and individuals’ capac-
ity to better themselves and their families, will be undermined if social
class or other barriers prevent them from making the best use of their tal-
ents and skills. Lack of social mobility implies inequality of opportunity.

On the other hand, equality of opportunity/social mobility is only one
dimension of social justice. Fairness of outcomes, including the absence of
poverty, may be another concern of policymakers. Evidence suggests both
will determine individuals’ life chances and quality of life amongst other
factors. Equality of opportunity and fairness of outcomes aren’t necessarily
in conflict - as Gosta Esping-Anderson’s paper in this volume argues - but,
in principle at least, high levels of social mobility could co-exist with pov-
erty amongst those who, for whatever reason, aren’t upwardly mobile.
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The challenge for governments and policymakers is then both to estab-
lish the appropriate balance between interventions to promote equality
of opportunity and social mobility and interventions to promote fairer
outcomes, wherever there is potential conflict between them, and also to
identify the mix of interventions that is likely to be most effective in achiev-
ing their social justice and other goals.

The former is likely ultimately to require a political judgment. The lat-
ter, to which this report makes a particular contribution, requires research
and evaluation evidence. As individuals’ life chances have multiple drivers a
mix of different policy interventions is likely to be needed to achieve policy
goals. But what is or should be the preferred mix?

This publication helps us understand what is happening to opportu-
nity and social mobility and to trends in poverty and incomes - in Britain
and other countries — and why. It also provides an invaluable synthesis of
the evidence on the effectiveness of interventions such as parental leave,
childcare, parenting support, early years’ education, schooling and labour
market interventions.

Stephen Aldridge

Acting Director of the Strategy Unit
writing solely in a personal capacity
January 2005



T Introduction

Simone Delorenzi, Jodie Reed
and Peter Robinson

This report brings together the substantive papers that were presented at the
Social Mobility and Life Chances Forum that took place on 3 - 4 December
2004, as well as reflecting on the issues and themes that were discussed in
the many sessions that took place during the Forum. The ippr owes a great
debt to the authors of these papers and to the many other colleagues who
made presentations at the event, took part in panel discussions or contrib-
uted to the debates that took place. It also owes a great debt to the organisa-
tions whose support enabled the event to take place: the Sutton Trust, CfBT
and the Barrow Cadbury Trust.

The sub-title of the 2004 Forum was ‘maintaining momentum’ which in
this context has a two-fold meaning. This event was the third in a series that
was kicked off in September 2003 with a conference that brought together a
wide range of people and was addressed by the Chancellor Gordon Brown.
This was followed up by a well-attended seminar held at HM Treasury in
March 2004. The third event was therefore maintaining the momentum in
a series that has allowed participants to step back and think through the
implications for public policy of a focus on improving social mobility and
life chances. Many of the same colleagues have attended all three events
and have therefore been able to see how various lines of argument have
evolved, although this third seminar also involved a lot of new participants
including several colleagues from the US and the EU.

However, the main reason for choosing the sub-title ‘maintaining
momentum’ was to encourage colleagues to focus on the important ques-
tion of how to prioritise the range of interventions which across the life
cycle might improve individuals’ life chances and their social mobility.
Previous events had given emphasis to the importance of interventions in
the early years in helping to break down the link between people’s social
origins and their destinations as adults. Indeed part of the agenda for this
third event was to test just how solid the consensus was on the importance
and the precise parameters of the early years agenda.

However, there had always been a recognition that the gains made in
children’s development through early interventions might not be sustained
without further interventions, during the period of compulsory schooling
and as adults enter the labour market and later on during their lives. The
question then was how to maintain the momentum towards more equal

A summary of
the seminar
presentations
and discussion
is available

life chances and improved social mobility for the disadvantaged through al wwwipp

policy interventions that built on what might be achieved through policies -

relating to the early years.
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This focus on the range of policy interventions immediately raises the
key question of how we prioritise the allocation of scarce public resources
across different areas of public policy. Previous events had begun to home
in on this issue of whether the evidence base allowed policy makers to
make clear judgments about where to deploy the ‘marginal pound’ to best
effect in order to enhance life chances and promote social mobility. This
question is becoming all the more urgent because public resources are
about to become all the more scarce. After 2006-7 the rate of growth in
public spending is being reigned back again following a period of quite
rapid increases in expenditure which has allowed the government to fire on
all fronts in its attempts to reduce relative poverty and to provide enhanced
public services. This reigning in will require policy makers to be all the
more discerning in where they deploy extra resources to best effect.

The immediate back-drop to the December 2004 Forum illustrated very
clearly the key theme that will echo through this report, of how to marry
enormous ambition with limited resources. The emerging consensus, at
least among policy elites, around the importance of the early years agenda,
a consensus that this series of events has played some modest role in help-
ing to cement, was reflected in the government’s ten-year strategy for child-
care published the day before the Forum. At the same time the first stages of
that strategy were put in place through announcements made in the 2004
Pre-Budget Report. However, only £600 million of new funding by 2007-8
was committed to this new leg of the welfare state, far short of the levels of
expenditure typical in countries such as Sweden or Denmark which are held
up as the paragons in this area of public policy.

The event on the 3 and 4 December 2004 was organised in two broad
sessions. The first day focussed on the early years and on schooling and the
second day on the economy and on the labour market and the distribution
of income and wealth. This split is also reflected in this summary chapter,
which gives an overview of some of the main discourses emerging from the
Forum including papers published in this volume and other contributions
not included in this collection. We start with the debate over the early years
as the new leg of the welfare state.

Early Years: Building from emerging consensus?

Despite decades of effort since the end of the second world war to increase
social mobility through education, the life chances of individuals in the UK
today are still heavily determined by their social origins. Comprehensive
schools, which were intended to put children from all backgrounds on
an equal footing, have not brought about the expected changes: the kind
of occupation and income that an adult will reach in the labour market
are still heavily dependent on their parents’ own level of achievement and
income.
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Gosta Esping-Andersen argues in his chapter that this is because life
chances are heavily determined by the development of cognitive abili-
ties between birth and six years, that is mainly before children even start
school. And these cognitive abilities are most dependent on parents’ cul-
tural capital, their ability to engage in stimulating activities and to impart
attitudes and motivation that will pay dividends in the school years and
later in life. The only countries which have managed to significantly reduce
the determinism of social inheritance are the Scandinavian countries,
especially Sweden. Esping-Andersen puts this down to high quality and
universal childcare and early years education, which reduce the role of the
family milieu children are born into and produce higher levels of social
mobility.

However, high quality childcare and early years services for all from
twelve months until school begins, with well qualified staff, comes at a sig-
nificant cost. Sweden spends about two per cent of its GDP on early years
provision compared to about half a per cent in Britain. Despite the wider
social gains mentioned by Esping-Andersen, high quality universal early
years provision will always carry with it a heavy net cost to the taxpayer.
This cost has to be balanced against the costs of other interventions and the
whole panoply of services the welfare state provides.

It also has to be acknowledged that early childhood services cannot
be considered in isolation from their wider welfare and political contexts
(Moss, 2004). The Scandinavian model is strongly related to specific social
and political values, such as a commitment to equality and democracy,
which explains its success. Whether it can be replicated simply through
transposing it to a much larger, less homogeneous country such as Britain
is highly debatable.

Jane Waldfogel shows in her chapter that if there is an important role
for early childhood education, there is no single magic bullet for improving
the life chances of individuals. There is a role for other policies as well, and
all policies imply trade offs between the gains they are meant to achieve
and their side effects. For example, increased parental leave is considered
most beneficial for the mother’s and the child’s health as well as for the
child’s cognitive and social and emotional development. However, it can
have costs in terms of the negative repercussions on the careers of women
taking extra leave and therefore on gender equity. These kinds of trade
offs need to be explicitly recognised if we want to develop public policies
that do not achieve improvements in some areas at the expense of others.
Promoting social inclusion, reducing child poverty, increasing parental
employment in low-income families, supporting parental choice and pro-
moting gender equity are all important and inter-related outcomes that
need to be balanced.

A wide range of policies need to be considered in order to tackle different
causes of social disadvantage with different remedies at successive stages.
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In research that has had significant influence on the development of the
government’s ten-year strategy for childcare, Jane Waldfogel has advocated
a range of policies throughout childhood. This starts with an extension of
paid parental leave in the infant’s first year; high-quality centre-based care
for children up to two years old, starting with the most disadvantaged; and
the development of a more integrated system of high-quality care and pre-
school education for those between three and five years. In the ten-year
strategy announced in December 2004, the government committed itself
to an extension of parental leave from six to nine months, the option to
transfer some leave to fathers and more free nursery education for three to
four-year olds.

The need for joined up services is another aspect of provision which
currently attracts a wide consensus at the political level and was extensively
discussed at the Forum. Families are to be given access to a wide range of
programmes through teams that work collaboratively to make sure that all
the needs they identify are responded to. An example in Britain are Sure
Start Children’s Centres, where families in deprived areas can find early
education, childcare, child and maternal health services, family advice and
employment guidance. The government'’s ten-year strategy set out to expand
the network of centres to 3,500 by the end of the decade. However, without
sufficient funds to allow the programme to expand along the lines of the
initial model, this is deemed as the dismantling of the project in all but
name by one of its initiators (Norman Glass, 2005). Two key dimensions
of the Sure Start programme are likely to give way: the integration of health
services and community participation in programme development. Joined
up services are difficult to sustain without relatively generous funding. If
the jam is spread too thinly, programmes tend to concentrate on the most
cost-effective minimal core, which in this case is likely to mean childcare
of diverse quality.

The home learning environment, that is learning activities which par-
ents engage in, such as reading with their children, has a stronger impact
on later attainment in school than either the mother’s qualification level
or the family socio-economic status (Sammons, 2004). However, children
who do not attend childcare centres before going to school have poorer
attainments at school than those who do, particularly in terms of language
development and social behaviour. Disadvantaged children benefit most
from centre-based care. But this depends a lot on the quality and duration
of pre-school provision. Research has shown that children make most prog-
ress in their cognitive and social behavioural development when they are
attended to by highly qualified staff. The very well regarded childcare provi-
sion in Scandinavia is provided by well-paid staff, with at least three years
of training. If childcare is to be the priority the government wants, more
resources need to be put into training and retaining a skilled workforce.
Creative strategies also need to be devised to attract more people into the
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profession, targeting a wider pool that should include more over 50s and
be less focused on young women.

Parenting support programmes have aroused wide interest in recent
years. They have been burgeoning through numerous public, private and
voluntary initiatives and organisations. There are very sound reasons for
this: as mentioned above, parenting has been shown to be the most impor-
tant factor in the child’s cognitive development and well-being. However,
there are limits to the extent to which parenting interventions can improve
life chances (Edwards, 2004). Even if we can describe accurately ‘poor par-
enting’ as well as an ‘optimum’ style of parenting, intervening to increase
the prevalence of ‘good parenting’ is not straightforward. Intervening in
how parents’ parent is different from defining what good parenting means:
it is a much more personal intervention and can be seen as difficult and
intrusive. It also carries the risk of stigmatising specific people, such as poor
parents or single mothers, who are most likely to be targeted if the system
could not afford to be universal.

Among the myriad of parenting programmes that are on offer, those
which seem to bring most benefits are structured and targeted programmes
with clear objectives and trained staff, in a combination of centre activities
and home visits. However, overall evaluation remains patchy and inconclu-
sive, not least because of the plethora of small scale initiatives. On the cur-
rent base of knowledge therefore, parental support programmes may not
be the most cost-effective type of intervention and the focus now should
be on doing further research.

There is a general consensus amongst policy makers that there is a need
to spend more in the early years to improve the life chances of individuals.
There is also agreement on a range of policies that need to be implemented,
as the congruence between leading researchers and the government’s ten-
year strategy made clear. But as yet there is no popular consensus and
maybe even some concern that the childless will not support further sig-
nificant resources being transferred to families with children.

Maintaining momentum through the school years

The recent focus on early years policies does not mean that only the first
years of children’s lives are important. If the efforts made at the start are not
sustained, their positive effects may fade away by the time children finish
their second year of compulsory schooling. The EPPE Research (Effective
Provision of Pre-School Education) shows that some of the benefits pro-
vided by pre-school care in terms of cognitive and social behavioural
developments are still perceptible by the end of Key Stage 1 (insofar as tests
can be assumed to reflect attainment) (Sylva et al., 2004). The momentum
gained through early years is therefore maintained to a certain degree
into the first stage of primary school. But it may fade away in following
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years. While such longitudinal research is not yet available up to secondary
years, international comparisons (OECD'’s Programme for International
Student Assessment(PISA)) are unpromising in this regard. They show
that although Britain’s fifteen year olds score well on average in tests in
mathematics, science and literacy, the UK is one of the countries with the
strongest association between pupils’ socio-economic background and their
school performance (Schiimer, 2004).

Schools alone cannot change the life course so heavily determined by
initial social inequities. Even in favourable conditions, middle class chil-
dren continue to outperform working class children. However, attending
an effective school can still have a major impact on the life chances of dis-
advantaged students.

In their chapter, Alice Sullivan and Geoff Whitty argue that the quality
of teachers is the most important factor in accounting for the differences
in achievement. Small classes can play a role too, but only if substantial
reductions are made in disadvantaged areas, as opposed to reductions that
are thinly spread across all schools.

The specific school a child attends is important not only because it
determines aspects of provision such as class sizes, teaching and learning
and the kind of teachers it will be able to attract, but also because of com-
position or peer group effects. If children from disadvantaged backgrounds
all attend the same schools, these effects can lead to low overall attainment.
International comparisons show that an even social mix of pupils leads to
better average results, mainly through better results for the disadvantaged.

However, the government’s continuation of policies introduced by the
Conservatives aimed at emphasising choice of schools by parents means
there has been little change in de facto social segregation between schools.
Middle class parents have more economic and cultural resources allowing
them to effectively put their children in the schools of their choice. Whether
these schools are intrinsically more effective in their teaching and learning
or not, the mere fact that different social classes are segregated is negative in
terms of global outcomes and tackling socio-economic inequalities.

It has been argued that the other side of the government's strategy, the
promotion of an education quasi-market through school autonomy and
competition via league tables, reinforces polarisation. With the existing
admissions system schools choose children as much as parents choose
schools. Indeed, as more schools are encouraged to take on Foundation sta-
tus thereby becoming their own admissions authority this situation may be
reinforced. To promote a better social mix, admission policies might need
to be made more transparent and standardised.

According to the Department for Education and Skills’ five-year strategy
for children and learners, all schools are to become extended schools, offer-
ing study support activities, facilities for community activities and family
learning. However, it is far from clear how this is to be reconciled with the
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concept of school autonomy: there is no guarantee that, in a competing
world, all schools will sign up to the idea of schools in the community.

The concept of extended schools responds to the same basic principles
around which Sure Start Children’s Centres have been conceived. Joined up
services are to be accessed from the same central location and local com-
munities are to be consulted in order to foster a sense of ownership and
to make sure that programmes respond to local needs. Children’s Trusts
will have responsibility for developing this system to ensure continuity
throughout childhood and into the teenage years. However, in line with
the arguments around Sure Start, the strategy of delivering universal provi-
sion through Children’s Trusts and devolving control to local authorities
is perceived as high risk. It could lead to a loss of community focus and to
a spread of resources that would mean that deprived communities which
need the services most might not benefit as much as with more targeted
provision.

The year on year rise in the number of pupils gaining a good batch of
higher grade GCSEs is positive in terms of social mobility, as achieving a
good qualification at sixteen is the best predictor of achievement at A-level
and later in the labour market. However, it does not necessarily mean an
improvement in social justice terms, as the association between social class
and educational achievement remains significant. With this in mind, the
reduction of the National Curriculum at Key Stage 4 and greater choice
pre and post 16 might reinforce segregation. In a system where there is
no ‘parity of esteem’ between the vocational and academic routes, it is not
the better-informed middle class children who are most likely to take up
vocational options, which have less purchasing power in higher education
institutions and the labour market. The widely held assumption that voca-
tional courses are the best solution for under-achievers also means that
they are generally seen as being solely for under-achievers (Steer, 2004).
Maybe the current focus on introducing work-based or vocational courses
into Key Stage 4 and beyond should be replaced by more creative strategies
focusing on teaching of generic applied skills.

Gender, race and ethnicity are important dimensions of the social
mobility debate. However, the educational achievement of minority ethnic
pupils is often strongly correlated with that of social class. As for gender, the
fact that girls tend to outperform boys should not be considered as a major
issue at this stage, considering the wider disadvantages facing girls when
making choices regarding their careers and when they pursue them in the
labour market. However, tackling racism in schools remains an important
task. Through the Race Relations Amendment Act, many of the systems are
in place, but they are not implemented consistently enough. More serious
attempts could be made to enforce already existing legal requirements on
schools (Gilborn, 2004). At a time when schools are shifting towards a
model of self-evaluation more generally and the introduction of new exter-
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nal accountability mechanisms may be regarded as regressive, the question
is whether self policing in this area will ever be effective.

Maintaining momentum through the labour market

While the impact of socio-economic inequalities can be diminished
through early years intervention and, to a lesser extent, school education,
a person’s background and their social, economic and cultural capital still
play a very important role when young people enter the labour market.
Therefore, policies to reduce inequalities in the distribution of income and
wealth may have more of an impact on individuals’ life chances than any
other type of intervention. For Esping-Andersen, Scandinavia’s egalitarian-
ism can be explained to a great extent by their unusually compressed wage
distribution. So what does the evolution of income inequality in Britain tell
us about the chances of bringing about a more equal society?

In their chapter, Alissa Goodman et al. show that the 1980s and 1990s
have seen very different trends in terms of income inequality. In the 1980s,
income differentials widened across the whole population, while relative
poverty rates grew rapidly. The end of the 1990s have seen an unusual
combination of slightly rising income inequality and falling relative pov-
erty. This can be explained by the fact that overall levels of inequality have
been driven by changes at the very top and the very bottom of the income
distribution. For the eighty per cent of people who are in the middle range
of this distribution, incomes have become a little bit more equal, with the
incomes of the poorer ones rising slightly more than the richer ones.

Along with a recovering economy, an important factor behind the falling
rates of relative poverty and the improved equality in the middle income
range have been policies introduced by Labour since 1997, particularly the
large increases in means-tested benefits and tax credits. However, even this
relatively large redistributive programme has only been able to slow down
the growth in inequality, but by no means to reduce it, which gives an
indication of the efforts that will be needed to make further gains. Also, the
benefits have been limited to groups that have been particularly targeted by
the government: families with children and pensioners. The distribution of
income after tax credits and benefits are taken into account shows that pov-
erty among childless couples and single people has grown to record levels.

Sue Harkness's analysis of gender pay inequality adds further details to
this general picture. The gender pay gap for full time workers has decreased
significantly since 1990, particularly for the lowest paid and less well edu-
cated women thanks to an increase in the demand for their work in the
service sector and the introduction of the national minimum wage. For
women working part-time, however, relative pay has changed little over the
last thirty years, at around sixty per cent of the average full-time hourly male
wage. The pay penalty to having children has also been reduced since the
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end of the 1990s, thanks to policy reforms which have improved support
for childcare and working parents and extended maternity leave. However,
these benefits are less pronounced for those with more than one child and
for mothers who work part-time. This suggests that there is still some way
to go, even for those groups that have received specific attention in recent
years.

Redistribution through tax credits and benefits has put the government
on course to meet its target of cutting the number of children brought up in
poverty by one-quarter between 1998-9 and 2004-5. However, achieving
the government'’s target of halving child poverty by 2010 through tax and
benefit policies will require further enormous efforts.

In his paper, Mike Brewer shows that it might require up to two bil-
lion pounds a year by 2007-8 to fund more generous tax credits and
means-tested benefits to maintain progress towards the target. However,
this would be at the cost of reducing financial work incentives for parents.
If work incentives are to be maintained, the costs to the exchequer will
be even higher. Other, necessarily expensive, policies focusing on young
children’s health, care and education, such as have been highlighted above,
might have a deeper and longer-term impact on reducing child poverty in
the very long run. But how can the government afford to pay for these poli-
cies while simultaneously transferring resources to today’s families to meet
the child poverty target in the medium term?

At the other end of the spectrum, the top one per cent of people with
the highest incomes have seen them increase sharply throughout the 1980s
and 1990s. Does this matter? To what extent should we worry about an
increase in inequality that is not so much triggered by people falling fur-
ther into poverty, but by high earners pulling further away? The pulling
away of the top one per cent creates the danger of the very rich being able
to use their wealth to influence the political process, for example through
the funding of parties, as some observers believe happens in the US. But it
also has a wider impact: if the top one per cent is perceived to be living by
other rules, the legitimacy of the whole system might be called into ques-
tion. While the reasons for this are not clear, Esping-Andersen argues that
international comparisons also show that higher levels of income inequal-
ity are associated with lower levels of social mobility, which also suggests
an important role for policies to reduce income inequality.

Labour came to power with a ‘welfare to work’ programme, where paid
work for fair pay was seen as the main way of getting people out of poverty.
While unemployment has fallen sharply since 1997, economic inactivity is
still high.

In his chapter, Peter Robinson argues that Labour’s employment poli-
cies have implied a necessary trade-off between the agenda of ‘tackling
inactivity’ and that of ‘promoting retention and progression’. In other
words, the capacities of Jobcentre Plus have been devoted to getting people
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into work, rather than ensuring that they would then stay in their job and
progress further in the labour market. This may have led to disappointing
results on an individual basis, but can be seen as the most cost-efficient use
of resources.

Jobcentre Plus is based on a ‘job first’ model, where the priority is to get
people to work, hoping that this will give them experience, credentials and
incentives that will improve their position in the labour market. According
to Peter Robinson, this is the right choice, as opposed to a ‘human capital’
approach that would focus on providing more training to the unemployed.
Most learning pays off, but not all qualifications get a good return. In this
case, giving more choice to adult learners could be more beneficial than
offering them an undifferentiated diet of level 2 NVQs, which bring little
returns in terms of higher wages. However, if we see the government’s
political capital with employers as limited, training might not be the most
important policy to focus on. As we have seen earlier, increasing parental
leave could be more effective in reducing socio-economic inequalities and
should therefore be prioritised.

The Jobcentre Plus model coupled with tax and benefit changes has
managed to reduce unemployment among target groups (young people
and lone parents in particular) at a relatively low cost. However, further
significant gains are likely to be more difficult, as the focus shifts towards
categories of people who are more difficult to reach, such as people with
disabilities and those with no qualifications. The skills and competencies of
Jobcentre Plus personal advisers are crucial in this regard. But they are not
very well rewarded, with low pay, little training and a voluminous case load
that allows for little contact time (Finn, 2004). We noted that workforce
issues were essential in the early years. They are as important at this later
stage of people’s lives, when they are looking for assistance from well-quali-
fied staff to help them secure a place in the labour market.

According to Paul Gregg (2004), wide pay inequalities within groups
with similar qualifications suggest that they are not due solely to education.
Other factors come into play when people are entering the labour market
and then try to progress through it. Cognitive skills, literacy and numeracy,
soft skills and personality traits such as communication and behaviour are
all rewarded through an increase in the wages of those possessing them.
Physical attributes, beauty for example, also have a correlation with wages
which still needs to be explained. The worrying fact is that skills and traits
again owe more to family background and the cultural capital accumulated
through rubbing shoulders with a favourable social milieu. More research
needs to be done on how traits acquired through family background are
transmitted into education and later attainments. We then need to assess
the potential for policies that not only try to reduce the role of social inheri-
tance at the beginning of a life cycle, but that might reduce its impact later
on.
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The most common explanation used to explain the growth of wage
inequality over the last decades has been technological change biased
towards highly skilled workers. In parallel, globalisation is deemed to have
created increased competition between firms and enabled some multi-
national companies to transfer their operations to countries with cheaper
labour. This, in turn, has led to a loss of low skilled jobs, mainly in the
industrial sector. However, the labour market shows more of a polarisa-
tion between the two ends of the spectrum, both of which are growing: the
managerial, professional and technical jobs on one side and less paid, low
skilled personal services and retail jobs, with the latter very often servicing
those at the top. What we need to understand better is why continuing
globalisation and liberalisation can have been associated with a massive
increase in wage inequality in the 1980s, but a more modest increase in
the 1990s, and with market income inequality showing little change in
recent years.

Conclusion

Some common themes cropped up in many of the various sessions of the
Forum. The most obvious starting point for any summation is to reflect
on the areas where there seems most clearly to be the need for further
research.

= It is still not clear how cost-effective interventions to support parenting
are, in part because of the lack of systematic evaluation of so many small
scale schemes.

= We need to think further about how best to maintain momentum
through the years of compulsory schooling to build upon the gains that
might be made in the early years. It is still not clear how we should allo-
cate resources across the five to sixteen or indeed the nought to sixteen
phase of learning to best effect.

= [t remains a significant puzzle why market income inequality in the UK
has not been rising further in recent years when such economic drivers
as technological change and ‘globalisation” have not obviously abated.

= We would like to know more about the top one per cent of the income
distribution as well as addressing the question of whether or not we
should care about them.

= We need urgently to learn more about what combination of policy
instruments can best tackle economic inactivity amongst disadvantaged
adults and help promote retention and progression for those at the
lower end of the labour market.
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= We need to know more about the returns to skills in the labour market,
about which we know relatively little, as opposed to qualifications,
about which we know quite a lot.

Issues relating to the public service workforce were common to many of the
presentations and were reflected in many of the discussions. Though they
are unlikely to recognise it, the schools’ workforce is relatively well-off com-
pared to their colleagues at either end of the learning system, with both the
early years workforce and the workforce in further education being on aver-
age less-well qualified and less well-paid, despite the importance of their
role in providing early chances and second chances. There are widespread
concerns about whether critical adult services like Jobcentre Plus have the
staffing resources necessary to fulfil their ambitious agendas.

The question of how different public agencies can best join-up their
activities will always be a recurring theme in public policy. Bringing together
the disparate range of local children’s services under the remit of the new
Children’s Trusts will be a major challenge; ensuring the effective coordina-
tion of those trusts with other key agencies including Primary Care Trusts
and Jobcentre Plus will be at least as challenging. Clarifying the responsi-
bilities of ‘autonomous’ public agencies such as schools to the wider com-
munity is another conundrum, partly of policy makers’ own creation.

All the presentations and discussions highlighted the key theme of how
to marry an ambitious policy agenda with limited resources. British policy
makers would like to develop universal early years provision on a par with
Scandinavia. We would like a well-resourced and staffed schools system to
build on the gains made in the early years and further and higher education
and training that gives all a chance to progress further. We want to help the
economically inactive back into employment and we want to offer the low
paid chances for progression. We want to continue to reduce child poverty
in the medium term and to create the conditions to eliminate it in the long
term. All these ambitions require resources and the popular support nec-
essary to see them through. What is not yet clear is how we address what
seems the central paradox of this agenda, that of the UK apparently wanting
a Scandinavian welfare state but with Anglo-Saxon levels of taxation.
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2 Social inheritance and equal opportunity
policies
Gosta Esping-Andersen

In a world of genuine equal opportunity our life chances would largely
depend on effort, motivation, and skills and very little on the luck of birth.
For very good reasons, social scientists over the past half century were con-
fident that social inheritance of life chances, or ascription, would wane. For
one, the democratisation of education should eliminate perhaps the most
iportant filter of traditional class privilege, namely parents’ unequal ability
to invest in their children’s human capital. For another, as postindustrial
theorists like Daniel Bell (1976) insist, the knowledge intensive economy
will prioritise merit and ability over ascriptive characteristics. And, thirdly,
since economic want and insecurity in families have adverse effects on
schooling, the expansion of the welfare state ought to have contributed
decisively in leveling the playing field.

We confront, therefore, a major puzzle because a cumulation of social
scientific evidence suggests that individuals’ life chances remain as power-
fully determined by their social origins as in the epoch of our fathers and
grandfathers. This is cause for worry if we care about social justice, and also
quite problematic if we are concerned with our future economy. The evolv-
ing knowledge economy will “up the ante’ in terms of the skills and qualifica-
tions necessary for a good life. Those who acquire insufficient human capital
today will, with growing likelihood, find themselves locked into a life of low
pay and precariousness. And, if a large share of today’s youth fails to realise
its full productive potential, tomorrow’s retirees will be less well off.

This chapter opens with a review of what we know about social inheri-
tance and life chances, focusing especially on the key mechanisms that per-
petuate unequal opportunities. The bad news is that social inheritance has
not, in any meaningful way, abated. But there is some good news because
recent research has uncovered a few non-trivial exceptions to the rule. If we
can identify the precise mechanisms at work, this might help us redefine
the pursuit of more equality of opportunity. The last part of the chapter is
therefore devoted to an assessment of policy alternatives. To anticipate my
conclusions, I am sceptical about the standard assumption that genera-
tional inheritance is driven primarily by unequal investments in education.
Instead, the decisive mechanisms probably concentrate in conditions prior
to children’s first encounter with the class room. It is in early childhood
that parental transmission is key. Poverty and economic insecurity are very
problematic but the ‘cultural capital” of families is arguably decisive. This
would indicate that research and public policy need to change the focus
from education systems towards families and early childhood welfare.
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Recent evidence on social inheritance

In a rare example of disciplinary convergence, sociologists and economists
study inter-generational inheritance (or mobility) pretty much the same
way and produce similar conclusions. The only real difference is that econ-
omists focus on earnings and incomes, while sociologists mainly examine
educational, occupational, or social class attainment.! In reality the differ-
ence of focus matters little since the main mobility variables — income or
occupational destiny - are pretty much two sides of the same coin. Earnings
and occupational status are, unsurprisingly, highly correlated (Erikson and
Goldthorpe, 1992), as are earning and class (Wright, 1979).2

Both disciplines also assume a similar causal logic. Both agree that educa-
tion is the crucial site where social inheritance is transmitted. Human capital
theory, as developed by Becker (1964), and more recently by Becker and
Tomes (1979; 1986), argues that offsprings’ income correlates highly with
parental income because parents are unequally able to invest in their chil-
dren’s education. It is therefore not surprising that social scientists believed so
readily that opportunities would become more equal. The impact of parental
investments should logically diminish if access to education is democratised
and if government investment in education is to the greatest benefit of lower
income families. In most advanced countries, postwar education reforms
were designed to accomplish precisely that. Hence the emphasis on com-
prehensive school systems, late (if any) streaming, scholarships, and bridges
between the branches of the educational system.

Early US research on inter-generational income mobility produced fairly
optimistic results. Parent-child correlations were found to hover around
0.2 to 0.3, and this suggested a fairly modest degree of social inheritance
(Solon, 1999). These studies, however, were riddled with methodological
problems and recent, more robust, estimates now converge around a far
higher core figure (of about 0.4) for the United States. There is credible
support for the prediction that changes in income distribution and/or
in government investment in education will affect the elasticity. Harding
et al. (2002) demonstrate a continuous decline in the US correlation
that is related both to government expenditure and to declining house-
hold income dispersion during the 1960s and 1970s. Interestingly, rising
inequalities thereafter have produced a reversal.

Comparisons with other countries are, of course, better suited to test
the effects of differing educational policies. In one of the early studies of
income mobility between generations, Atkinson et al. (1983) showed very
strong parent-child correlations for Britain. More recent research pretty
much confirms this picture (Solon, 1999; Corak, 2004). Indeed, Blanden
et al. (2004) show that government policy may actually reinforce - rather
than weaken - the social origins effect if, as in Britain, the expansion of
higher education has mainly been to the benefit of the privileged classes.
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3 A subse-
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Within the comparative literature, the US, followed by Britain, emerge
as substantially less mobile than other countries. Bjorklund and Jantti
(1997) compare Sweden and the US and find substantially greater inter-
generational income mobility in the former (a correlation around 0.2).
Estimates for Germany also suggest more mobility than in the US or Britain
(Corak, 2004). Comparatively speaking, the Nordic countries (Denmark
and Sweden) exhibit systematically more intergenerational income mobil-
ity while the UK and US (and Italy) fall at the other extreme (Jorgensen,
2001).

That the US is far less mobile than Germany and Sweden may come as
a surprise considering the unregulated nature of its labour markets and the
prevailing mobility myth. It also contradicts one of the main theoretical
premises of sociological research, namely the thesis that modernisation,
i.e. economic growth and industrialisation, will, in the long run, increase
mobility opportunities — and thus undo the class divide.? It was assumed,
rather than demonstrated, that the United States - as the vanguard of
economic development - boasted substantially more social fluidity than
elsewhere. And it was predicted that Europe, and even Third World nations,
would eventually exhibit similarly high mobility rates once the economic
catch-up process caught on.* Clearly, the comparative research on intergen-
erational income mobility has given this thesis the death-knell.

Turning to sociological research, the new consensus, as far as long-
run historical evolution is concerned is best captured by Erikson and
Goldthorpe’s notion of the ‘constant fl,ux’ That is, the correlation between
social origins and achievement appears extraordinarily stable and trend-
less over long historical periods in just about all societies.”> And this holds
for occupational class mobility (Erikson and Goldthorpe, 1992), and for
educational attainment (Shavit and Blossfeld, 1993). Yet, these very same
studies do identify exceptions to the constant flux, particularly among
the youngest cohorts in Sweden, and arguably also in the Netherlands.
Subsequent analyses corroborate this (Erikson and Jonsson, 1996). In brief,
just as the economists find exceptionally low intergenerational correlations
in Sweden, so the sociologists identify Sweden as a unique case of dimin-
ishing social inheritance.

Virtually all intergenerational mobility research shows strong assym-
etries across social classes or income groups. Atkinson et al. (1983) found
that there was far more immobility at the very top and at the bottom of
the social hierarchy: most of the mobility that does occur is concentrated
in the middle. Ermisch and Francesconi (2004) suggest that, in Britain,
downward mobility from the top of the class structure is far less likely than
is upward mobility from the bottom. A Danish study illustrates the logic
well. Denmark is also in the vanguard in terms of income mobility. Indeed,
within the second, third and fourth quintiles there is virtually no correla-
tion between parents’ and children’s incomes. In other words, virtually the
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entire social inheritance effect for Denmark is concentrated within the two
extremes (Jorgensen, 2001: Table I1.17). But the mobility disadvantage that
the poorest face (and the advantage that the richest enjoy) in Denmark
is far less than in other countries. The core problem of social inheritance
lies buried in the extremes. Children of the poor face exceptionally tough
barriers to move up in the hierarchy; children of the rich appear unusually
protected. The challenge is to understand the mechanisms at work.

Sociologists have always been preoccupied with the mechanisms that
connect origins and destinations, especially with those that may jointly
explain both educational and job inheritance. Most sociologists will inter-
pret inter-generational mobility correlations in terms of two main kinds of
social interactions: firstly, the social milieu of the family during childhood
and youth (such as family stability, poverty, or ‘cultural capital’) and, sec-
ondly, the characteristics of the social community (neighbourhood class or
race segregation, or social networks).®

The mechanisms of inter-generational transmission

In the postwar era there has been an almost perfect consensus that educa-
tion is the chief mechanism through which origins are linked to destina-
tions. Reformers put their faith in educational reform, but their faith was
largely misplaced, and this requires explanation.

We can look at the effect of education at a micro or macro level. In the
former case, the system is a given and research focuses on the processes of
social selection within that system. In the latter, as in cross-national mobil-
ity comparisons, research focuses on educational systems, with whether
one model promotes more or less opportunity than an another.

Many of those studies that compare across systems present puzzling
nation-differences. For example, Shavit and Blossfeld (1993) find that
Sweden, alone among a large number of countries, has managed to rupture
the constant flux.” Swedish (and Danish) public expenditure on education
does lie a couple of percentage points above the OECD mean. But compara-
tive educational attainment research, as well as international evaluation stud-
ies, suggest that differences in public educational spending matter very little
(Shavit and Blossfeld, 1993; Eriksson and Jonsson, 1996; OECD, 2001).

System design might conceivably be of greater importance. It is, for
example, an established fact that early streaming in schools reinforces social
inequalities. And the Swedish reform of its comprehensive school system
was explicitly designed to augment equal opportunities. But Denmark
never embarked on comprehensiveness. Educational system characteris-
tics (such as tracking, or the mix of public and private schools) may help
account for group-specific mobility patterns, but they generally fail to
explain overall mobility differences. Hence, the constant flux of occupa-
tional or educational attainment prevails in countries with distinctly dif-
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ferent educational systems - such as the United States, Germany, Italy and
the UK, four countries that pretty much represent the global diversity in
education systems.® Nor is it easy to explain the two deviant cases by refer-
ence to system attributes. Danish education is quite similar to the German
dual system while Sweden (since the 1960s) boasts a comprehensive school
system that, in many respects, recalls the American - although it is far less
heterogeneous in terms of quality and financing.’

When we move to micro-analyses, the education variable comes closer
to the individualised investment-logic that drives economic theory. But if
we doubt that it is all money-driven, we need to broaden our search for
the smoking gun. In fact, since education hardly ever explains more than a
fifth of the variation in log-earnings (Card, 1999), the gun is bound to be
located elsewhere.

Sociologists generally prefer to study educational attainment in terms of
transitions rather than years of education (Mare, 1993). This is so for two
principal reasons. One, the social origins effect is not monotonic by years
of schooling. It is stronger at earlier key transitions (in particular transi-
tions into secondary education) and tapers off later on. Put differently, if
‘poor’ kids make it through the hurdles, their performance is more on par
with ‘rich” kids. There is, in other words, a potential problem of selection
bias when we measure education simply in terms of years of schooling.'
Two, the important selection occurs at the moment youth face transitions,
because it is at this point that they (and their parents) will calculate the
potential gains, risks, and opportunity costs associated with additional
schooling (Breen, 2001). The risk calculus is, itself, likely to co-vary with the
mechanisms (such as income, social networks or cultural capital) that link
social origins to educational outcomes. What, then, determines educational
choices and outcomes?

An important clue comes from research on remedial education
(Heckman, 1999). One solid finding is that attempts to correct for skill-
deficiencies later in life are ineffective if people do not already possess
adequate motivational or cognitive resources to begin with. This, as devel-
opmental psychologists have established, all begins in early childhood, in
particular in the ages nought to six, which is when the basic abilities for
learning are most intensely developed (Danziger and Waldfogel, 2000;
Duncan and Brooks-Gunn, 1997)." This said, one would expect that family
effects will overshadow community or neighbourhood effects (which are
more likely to assert their influence at later stages).!?

There is now consistent evidence that the family milieu during early
childhood is decisive for later achievement, and also for later social prob-
lems, such as school drop-out and criminality. One factor that has been
studied extensively is the impact of poverty and, more generally, of family
resources (Duncan, 1998; Duncan and Brooks-Gunn, 1997; Machin, 1998;
McCulloch and Joshi, 2002). Indeed, the effects can be very powerful, as
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illustrated by American estimates that show that poverty in childhood is
associated with an average of two years less of schooling and substantially
lower earnings as adult (Mayer, 1997; Duncan, 1998). There is also strong
evidence that family instability, unemployment, and alcoholism seriously
impair children’s educational attainment. Additionally, there is some evi-
dence that mothers’ employment may be harmful for children’s develop-
ment, but this is a disputed issue (Ermisch and Francesconi, 2002; Duncan
and Brooks-Gunn, 1997).

Since many of these family characteristics, like unemployment, are cor-
related with parental income it is not easy to disentangle the real mecha-
nisms. Financial security within the family no doubt plays a key role for
how parents and their children make decisions at the moment of educa-
tional transitions. The perceived risks associated with continuing education
are likely to be more intense in families that feel financially insecure. But
other characteristics are not necessarily correlated with income. Inspired by
Bourdieu's (1983) notion of ‘cultural capital’, there is a growing literature
which suggests that social skills, personality traits, and cultural capital may
be as important as educational certificates in career progression (Jencks et
al., 1979; DiMaggio, 1982; DiMaggio and Mohr, 1985; de Graafet al., 1998;
for an overview, see also Bowles et al., 2001); and also that the cultural and
educational resources of parents are vital for children’s cognitive develop-
ment and school performance (OECD, 2001). Cultural resources may also
be decisive in allowing parents to better ‘navigate’ the educational system
in the best interests of their offspring (Erikson and Jonsson, 1996).

That cognitive skills compete with education in dictating life chances
is fairly well established. What comes as a surprise is that the two are only
weakly correlated — in other words they capture different dimensions of
human capital.!® There is evidence that cognitive abilities, independently
of educational attainment, affect life chances. Bowles et al.’s (2001: 1154)
review of the econometric evidence from twenty-four studies concludes that
‘a standard deviation difference in cognitive performance is associated with
something less than a ten per cent increase in wages, and is in this respect
roughly equivalent to a year of schooling. Warren et al. (2002) show that
formal educational qualifications matter in the early career stage (and then
decline in importance) while cognitive skills assert a persistent effect through-
out the career. Green and Riddell (2000) and Esping-Andersen (2004) find
that cognitive abilities account for about a third of the ‘returns to education’
in earnings equations. There is strong support for the possibility that a good
part of the inter-generational class inheritance effects we observe is mediated
via parents’ impact on children’s cognitive development.

If that is so, we obviously need to examine a broader menu of parental
characteristics, and we also need to focus more on what happens before
children even start school. Some recent work has deepened the family con-
text considerably by including direct information on cultural assets, such
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as literature, reading, and cultural consumption (de Graaf, 1998; OECD,
2001; Esping-Andersen, 2004).

To the extent that cognitive abilities and education measure distinct
attributes, and to the extent that the former are importantly determined
in pre-school ages, we are in a position to account for the ‘constant flux’
of educational attainment. The selection mechanisms that occur in school
systems are, in large part, already prefigured in that cognitively and moti-
vationally strong children will profit far more from any given curriculum
and teaching than will their weaker counterparts, regardless of what kind of
school system prevails or of how well-financed it is.!* In other words, if we
want to identify the smoking gun behind the constant flux, parental influ-
ence on cognitive development may be a good place to start.

In previous work I have estimated, for eight countries, the impact of
social origins (using parents’ education and socioeconomic status as mea-
sures) on their childrens’ educational attainment and cognitive perfor-
mance. In these kinds of estimations it is vital that we control for gender
and especially for immigrant status. Girls normally perform better than
boys and non-natives are at a disadvantage in terms of administered cogni-
tive tests. A summary of the results is presented in Table 2.1.

Table 2.1 The impact of social origins on educational attainment
and on cognitive performance in eight countries (ages 30-40)

coefficients for

child’s years child’s
of education’ cognitive score
f  standard f  standard
beta beta
Canada .080 423 5.055 RAN
us 206 424 10.251 364
UK 489 1331 11.247 284
Sweden .085 .339 6.203 .338
Norway 105 .328 6.064 .286
Denmark 277 259 4.397 204
Germany .803 403 4.051 105
Netherlands 319 377 4.987 251

Note: All estimates are significant at .001 or better. The cognitive performance variable is the mean
individual score on the three literacy items tested in the IALS (document, prose, and quantitative
abilities). Note also that the age bracket for Canada is 25-35. All estimates include controls for gender
and immigrant status.

1 B is adjusted for the differing variance in fathers” and children’s education, i.e. f = B[czy/cﬁx]
Source: IALS microdata (second wave)
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There are stark differences across countries in how much social origin influ-
ences schooling and cognitive skills. At one end we find (as usual) the UK and
the US, with Canada, where the parental impact is unusually strong, especially
with regard to children’s cognitive performance. At the other end we find the
three Scandinavian countries where, uniformly, parents’ social status has a far
more modest impact on their children’s fate. To illustrate, the impact of par-
ents’ status is almost twice as strong in the US as it is in Denmark.

The analyses above focused on a single cohort (in their thirties). If we look
at educational attainment for distinct cohorts we can identify whether there is
any trend towards a weakening of the social inheritance effect. This amounts
to a replication - and update - of the Shavit and Blossfeld (1993) studies. The
great advantage of the International Adult Literacy Survey (IALS) data is that
they include also the youngest generations born in the 1970s. It is this genera-
tion that, far more than any preceding one, will have drawn the benefits, if any,
from postwar welfare state policies. As shown in Esping-Andersen (2004 ), most
countries conform to the prevailing ‘constant flux’ consensus. If we begin with
the oldest cohorts, born around 1940, we find a uniform and strong impact
of parents’ education on children’s attainment. Across all countries children of
parents with upper secondary level education are roughly two and a half times
as likely to also attain the same level as those whose parents did not. As we
move to the youngest cohorts, convergence turns to a sharp divergence. In one
group of countries - the US, the UK, Germany, and Italy - the parental impact
remains unchanged. But in the Nordic countries - and now Denmark is in the
vanguard - the parental effect begins to weaken with the cohorts born in the
1960s and even more so with those born in the 1970s.

Since social inheritance is especially strong at the top and bottom of the
social hierarchy it would be especially illuminating to focus on children
of less educated parents, i.e. those with only primary level or less. Indeed,
when we look at children from this social background, the uniqueness
of the Nordic countries is even more accentuated. In line with our earlier
results, the ‘constant flux’ best describes most countries but, led again by
Denmark, the children of less educated parents in Scandinavia do continue
to have a disadvantage but this disadvantage has been sharply reduced for
the cohorts born since the 1960s. The odds that UK children of such parents
will make it through upper secondary level is 2:10 compared to children of
parents with secondary education. In Denmark, the odds are 5:10.1°

However, this data does not help us to disentangle the precise mecha-
nisms at work. Do children of higher status parents do better because
parents invest more in their education, or is it the result of cultural trans-
mission? The recently released PISA data, examining the cognitive abilities
of fifteen to sixteen year olds in a large number of countries, permit a far
more detailed seperation of income and culture factors.'® The study does
not include information on parental income, but does include a ‘wealth’
variable based on a composite of information on the size, standards, and
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quality of the parental home - arguably a reasonable proxy for income. It
also includes an indicator score variable, weighting parents’ occupation and
income, information on father’'s and mother’s education and employment
status, and a range of variables that indicate the family’s cultural milieu.

In the above-mentioned study I attempt to estimate the relative impor-
tance of culture versus money (Esping-Andersen, 2004 ). The analyses also
address the debate on whether mothers’ employment may have adverse
consequences for children’s cognitive development. The results point sys-
tematically to ‘culture’ as being the smoking gun we are looking for.

It is, first of all, evident in all countries studied that children’s cognitive
performance is far more powerfully related to the family’s cultural capital
than to income variables. The cultural capital variable (a composite measure
of the quantity of books in the home, of frequency of discussing cultural
themes, and of frequenting cultural events) explains roughly twice as much
of the variation in cognitive abilities as do the income variables. Interestingly,
the correlation between family income and family culture is quite low.

The impact of mothers’ employment is, as noted, a controversial issue.
In a study using British data, Ermisch and Francesconi (2002) conclude
that the effect can be quite damaging. American research comes to more
ambiguous findings and suggests, tentatively, that adverse effects - if any
- are mainly acute when mothers work full-time and especially when their
job is stressful (Duncan and Brooks-Gunn, 1996). What emerges from my
analyses of the PISA data is that part-time employment is nowhere prob-
lematic and in a few countries, basically the Nordic, neither is full-time
work. But, and this is worth noting, the impact is opposite for boys and
girls. Indeed, for girls the effect is generally positive while for boys it is
largely negative. Again, this gender-specific pattern is far less accentuated in
Scandinavia than elsewhere.

If we now try to pull the evidence together, two sets of conclusions
emerge. One, the transmission mechanisms are fairly similar across all
countries. Family income matters but, if anything, it would appear that
parental cultural capital is rather more decisive - at least as far as cognitive
development and school success are concerned. Still, when we add that
cognitive skills explain a substantial proportion of earnings variations, the
effect is most likely present throughout the life course. Basically, as Mayer
(1997) argues, money alone cannot buy equal opportunities.

All this would invite profound pessimism among reformers bent on creat-
ing a world of equal opportunities. While it is easy to forge policies to reform
education systems it seems difficult to imagine how government can equalise
families’ cultural capital, let alone influence parents’ cognitive stimulus. The
national comparisons, however, suggest that the world is not necessarily pre-
ordained to a perpetual constant flux. There are three countries that system-
atically deviate: Denmark, Norway and Sweden. Inter-generational income
mobility is far greater, occupational destinies and educational attainment are
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substantially less determined by the luck of birth and, most interestingly,
cognitive abilities depend less on parental background. To this we might add
that inequalities of cognitive abilities are markedly smaller than elsewhere. If
we compute a Gini coefficient for cognitive test scores, the Danish coefficient
is exactly half the American. The US and UK may not exactly deviate in the
other direction, but they do stand out as being quite immobile in terms of
life chances.

We are then left with the one overriding puzzle: why is the social inheri-
tance of life chances so much weaker in Scandinavia than elsewhere? And
why, starting from basically the same initial level, has it declined so signifi-
cantly over the past twenty years?

Public policy and equality of opportunity

Since it would be difficult to explain Scandinavia’s egalitarianism in terms
of public investment in education, an alternative economic explanation
might lie in their unusually compressed wage distributions which, de facto,
implies that earnings are only weakly linked to human capital or gender. The
US has one of the OECD’s most unequal wage distributions, and hence one
would expect that skill or other worker attributes play a far greater role in
dictating individual incomes. No doubt there is some truth to this. Yet it fails
to explain the fact that Scandinavia is also more egalitarian in terms of edu-
cational attainment, occupational mobility, and cognitive development.

It is very tempting, in fact, to explain it all tautologically: very inegalitarian
societies beget very inegalitarian results. But the tautology disappears when
we add to this that very inegalitarian societies also beget more ascription and
less mobility.!” This pattern emerges clearly in a comparison of national Gini
coefficients and inter-generational income mobility (Table 2.2).

Table 2.2 Income inequality and social inheritance (countries
ranked by Gini)

Social mobility Gini coefficient
Denmark 0.81 22
Sweden 0.85 .23
Germany 0.75 .28
UK 0.71 31
us 0.71 34
ltaly 0.67 .35

Source: Jorgensen (2001: Table 11.18)

Note: social mobility refers to the association between parental and child income. A coefficient of 1.00
would denote perfect mobility and the lower the number, the less mobility.
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18 Our
calculations
suggest an
additional
expenditure
of 0.22 per
cent of GDP
for the UK.

This quite astounding covariation runs counter to the prevailing thesis
that income inequality stimulates incentives for mobility. In fact, all the
data we have examined suggest that mobility is negatively related to levels
of overall inequality. The causal direction is unclear. It may be that pervasive
social inheritance predestines a society to be more unequal on all dimen-
sions of distribution. It may also be that causality goes in the opposite
direction: if income inequalities are huge the poor will have to travel a
greater distance to reach the middle. For policy making it would be futile
to speculate on which is the real chicken and egg because if inequality and
mobility co-vary, an effective policy intervention in one or the other would
have effects on both. The great policy challenge is to identify the crucial
point that will untie the Gordian Knot.

One important conclusion is that we must abandon our faith in educa-
tion policy as the great leveller because the inequalities are to a great extent
established prior to school age. Of course, education systems can contribute
to strengthening or weakening these and as the OECD’s (2001) review of
the evidence makes clear, any overall strategy for equal opportunities must
also include attributes of the school system - in particular avoiding early
tracking, class or ethnic segmentation, favouring comprehensive schools,
and promoting bridges between educational branches. In brief, the main
egalitarian aim of education policy is probably to see that schools do not
simply reproduce or even worsen the inequalities that already have been
created.

The second important conclusion is that ‘money’ may be important but
that it is not a sufficient precondition for good life chances. We know that
economic hardship in childhood has potentially very negative effects on
educational attainment and later life chances. How precisely it works is not
fully evident but it is safe to say that the impact is pervasive throughout
childhood and probably most acute at moments of transition from com-
pulsory to non-compulsory levels. Income-poor families are less resource-
ful, less able to plan ahead and ‘navigate the school system’, and poor par-
ents are more likely to spur their children to abandon school in favour of a
job. A policy of guaranteeing against child poverty would no doubt be very
effective and, as it turns out, it is financially cheap. If we were to peg the
guarantee to fifty per cent of median income, the additional public outlay
would not exceed 0.2 per cent of GDP in most countries (Esping-Andersen
and Sarasa, 2002).18

When we more closely examine why there is so little child poverty
in Scandinavia it turns out that public income transfers are far less
important than the mere fact that just about all mothers are employed.
Child poverty in two income families is everywhere modest and declines
precipitously among employed lone mothers, too. Swedish lone moth-
ers boast an employment rate near eighty per cent and a poverty rate of
only four per cent.
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Encouraging mothers’ employment necessitates affordable child care,
which in Scandinavia is practically universal for the nought to six age
bracket. There is no a priori reason for publicly provided child care if our
sole aim is to facilitate women’s employment. American mothers are also
now typically employed and use daycare. But American daycare is almost
exclusively privately provided and the quality of care will correlate strongly
with parental income (Blau, 2001). American day care is of extremely
uneven quality, and children from disadvantaged families are likely to find
themselves concentrated at the low end. This contrasts with Scandinavian
care which is basically of uniform, high standards, meaning that children
from disadvantaged families will benefit disproportionately.

The upshot is that a policy designed for altogether different objectives,
namely to reconcile work and motherhood, has the potential of equalis-
ing the stimulus structure for pre-school children. Indeed, the uneven
distribution of cultural capital among families is greatly neutralised if, as
in the Nordic countries, virtually all children from age one to six partici-
pate in a child care system that is of homogeneously high quality. As long
as cognitive and motivational stimulus is predominantly internalised in
the family, as is the case in almost all societies, the effect is to reproduce
the cultural differentials of the parental generation. The market model,
exemplified by the US, will also reproduce differentials, in this case due
to uneven quality in care. The uniqueness of the Scandinavian model, at
least in the last two to three decades is that a crucial part of pre-school
stimulation is shifted from parents to centres that do not replicate social
class differences.

Recent evaluation research concludes similarly. As Waldfogel's (2002)
review of both American and European research shows, child care pro-
grams that are intensive, intervene early, and that promote high standards
contribute very effectively to raise the cognitive performance of children
from disadvantaged milieux. In turn, this helps children start and proceed
on a much more equal footing once they enter formal education. Although
we have little longitudinal research, what evidence there is suggests that
early quality care continues to exert positive emotional and cognitive
results throughout childhood (Waldfogel, 2002:539).

High quality and universal child care is, in tandem with low child pov-
erty, likely to be a key explanatory factor behind Scandinavia’s success in
reducing social inheritance. It is difficult to prove conclusively but all the
data point in this direction. Most importantly, the decline in social inheri-
tance effects on educational attainment coincides almost perfectly with
the period (1970s-80s) in which child care attendance became the norm.
The fact that the inheritance effect begins to drop for the cohorts born in
the 1960s and then drops even further for those born in the 1970s adds
credence to the argument. It was not until the 1980s that Denmark and
Sweden arrived at near-universal coverage.
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Therefore a promising strategy for equal opportunities will require a
broad-based approach that encompasses educational policy, income redis-
tribution and, as its flagship, major investments in pre-school institutions.
There exist, however, several important caveats that may raise doubts as to
its feasibility and effectiveness.

The exchequer will undoubtedly be the first to protest, arguing with rea-
son that the financial costs of universal, high quality care are prohibitive.
The per child cost of the Danish system is roughly 10,000 euros per year.
But one thing is the up-front expenditure, another the long-term financial
dynamics. If mothers have access to day care their work interruptions will
be far shorter and this translates into far superior lifelong earnings (and tax
payments). Calculations based on the Danish system indicate that working
mothers will actually reimburse the initial cost over their lifetime career.
Price-Waterhouse has undertaken a similar study for Britain and arrives at
the same conclusion.

A second serious caveat has to do with the potential behavioral conse-
quences of generous income guarantees to child families. A basic income
guarantee will almost certainly not affect the labour supply of high income
mothers, but it is likely to encourage low educated, low paid mothers to
stay at home. If this occurs the upshot may be social polarisation. As I have
argued the core problem of social inheritance is concentrated at the top
and bottom of the social hierarchy. Scandinavia is successful on the equal
opportunity front probably because children of low educated parents come
to enjoy middle class cognitive stimulus via day care. This will not come
about if there are incentives for low educated mothers to stay home with
the children.

And this brings me to the third caveat. A strong argument against the
child care formula is that mothers’ (and parents’) employment intensity
may have adverse effects on their children’s well being and school perfor-
mance. Even if mothers’ work may be positive because it reduces poverty,
this should be weighed against the loss of quality and intensity in the par-
ent-child interaction. As my brief review of the evidence suggested there are
no unambiguous answers to this question. Mothers’ part-time employment
appears generally to be unproblematic. The main problems tend to be
associated with long and stressful workdays - and it would seem that it is
mainly boys that suffer.

It is also clear that the impact of parental employment varies by the
phase of childhood. Negative effects are most visible in the youngest ages,
zero to five. In the first years the key issue has mainly to do with the child’s
emotional security and there is accordingly a clear case to be made in favour
of adequate maternity and parental leave time. In any case, parental employ-
ment effects will interact strongly with the quality of external care, asserting
themselves far more negatively if children are placed in poor quality care.
And there is also evidence that the gender of the parent matters little. What
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matters is that one of the parents is present. In other words, here is addi-
tional ammunition in favour of parental leave schemes and flexible work
schedules that encourage take-up among both fathers and mothers.

In any case, the issue is not whether we should encourage a return to tra-
ditional familialism because women'’s lifelong paid employment is becom-
ing the norm everywhere. This we must take for granted and, as such, we
inevitably must address the challenge of making motherhood and careers
compatible. The day care formula, if pursued along the Scandinavian line
of universal coverage and high standards, will both enhance welfare and
maybe also efficiency on two fronts simultaneously. It will help women
pursue careers just when our aging society needs their employment. It will
equalise the life chances of children while benefitting our economy by pro-
ducing a more homogeneously productive and capable future workforce.
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3 Social mobility, life chances and the
early years

Jane Waldfogel

Why the early years?

If the race is already halfway run even before children begin school, then we
clearly need to examine what happens in the earliest years.
(Esping-Andersen, 2004)

Like it or not, the most important mental and behavioural patterns, once
established, are difficult to change once children enter school.
(Heckman and Wax, 2004)

These statements summarise the two main reasons why the early years are a
particularly important time for efforts to increase social mobility - a good
deal of inequality is already apparent by the time children start school, and
children’s development may be less amenable to change once they enter
school (see also Feinstein, 2003; Heckman and Lochner, 2000; Heckman
and Masterov, 20044; Phillips, Crouse, and Ralph, 1998). But, as compelling
as these statements are, they do not tell us how much policies can reduce
inequality in the early years, or what policies might be most effective.!

A host of studies, both in the US and the UK, have shown that there are
multiple influences on development in the early years. These influences can
be assigned to three main categories: child endowment; parents and the
home environment; and preschool care and education.

So, although preschool care and education has been shown to effectively
boost children’s learning, not all the differences in children’s attainment
at school entry are due to differences in preschool care and education.
Children start life with different endowments — of health, temperament,
and so on. Some of these differences are due to genes, some to environ-
mental effects (including differences in the pre-birth environment), and
some to gene-environment interactions. A second important set of influ-
ences has to do with parents and the home environment (community
environments may also play a role, but these effects are likely to operate
indirectly through their influence on parents and the home environment).
Children are affected by how much stimulation parents provide and how
sensitive their care is. These aspects of parental care in turn are affected by
income and financial hardship, the parents’ own endowment with respect
to health, ability, and so on, the parents’ mental health, and the number of,
and role played by, other family and household members (siblings, other
adults, and so on).
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Ideally, we would like to know from research how much each of these
influences matter, and how amenable they are to policy intervention. But
research is rarely able to precisely identify the exact share of variation due to
different influences, and estimating policies’ effects can be difficult as well.
A general finding is that although both parental care and preschool care
and education play a role in facilitating or hindering children’s develop-
ment in the early years, what parents do generally matters more than what
preschools do. At the same time, however, another general finding is that
interventions that provide high-quality care and education to children are
more effective in changing outcomes, particularly in the cognitive domain,
than interventions aimed at improving home environments and parental
behaviour. Thus, although parenting may be more important, interventions
to improve non-parental care and education may be more effective.

These considerations also suggest that when we think about policies
to promote development in the early years, we need to think about how
they affect each of these three sets of influences. Policies may moderate the
effect of a child’s endowment on development (by for example identify-
ing and providing early treatment for a disability or health problem), may
enable or encourage parents to provide a more nurturing and stimulating
home environment (by reducing financial hardship or addressing mental
health problems), or may improve the care and education the child receives
outside the home (by moving children into care or education earlier, or
for more hours, or by improving the quality of care and education they
receive). The concept of multiple influences also means that we should not
expect one type of intervention to address all the differences in children’s
attainment at school entry — multiple causes are likely to require multiple
remedies. And, we may not yet have policy instruments to address all the
sources of variation that exist.

What outcomes?

The focus of this paper is on what we know about how policies in the early
years can promote more social mobility, breaking or at least mitigating the
links that currently exist between the position of a child’s family of origin
and his or her eventual life position. However, stating that social mobility
is the goal does not make clear what outcomes are of concern. Although
often the most emphasis tends to be placed on cognitive development, ide-
ally we would like to see more equality across all three of the main domains
of child well-being: child health; child cognitive development; and child
social and emotional development. Moreover, as a practical matter, we
are coming to learn more about how problems of child health or social
and emotional development may hinder disadvantaged children’s school
readiness and eventual school achievement (see Rouse, Brooks-Gunn, and
McLanahan, forthcoming; Rothstein, 2003). Thus, even if we wish to pri-
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oritise policies that promote equality of school attainment, we should at
least be aware of their potential effects on child health and child social and
emotional development.

We also need to be aware of other priorities for policy-making. I high-
light five, each of which is an important goal for public policy and directly
or indirectly related to social mobility. First, promoting social inclusion (or
reducing social exclusion) is an explicit goal of the current government and
may also be key to promoting better outcomes for the disadvantaged (if for
instance there are beneficial composition or peer effects of participating in
programs with more advantaged children). Second, reducing child poverty
is also an explicit goal of government and again may be key to promot-
ing better outcomes through reducing financial hardship for parents and
providing extra resources that could be devoted to child learning or devel-
opment. Third, increasing parental employment in low-income families is
another explicit goal of government and may also support better outcomes
for disadvantaged children in various ways (boosting family income, pro-
moting social inclusion, improving family routines, and so on) although it
may also pose risks for some children (e.g. very young children placed in
poor quality care for long hours). Then there are two wider objectives of
public policy, not specific to this area but more cross-cutting — supporting
parental choice, and promoting gender equity. These outcomes are relevant
because they may be affected by early years policy, but also because they
may themselves influence the effectiveness of policy. In the early years
area, where the match between a caregiver or program and the needs of
the individual child is key, choice becomes particularly important (see, for
instance, Alakeson, 2004). Moreover, families who choose what program
their child participates in may be more satisfied and may also be able to
exert more influence over that program'’s quality, although parents may not
always be counted on to choose a high-quality program. Gender clearly
plays a role as well. Although we may talk about the role of parents, the
bulk of the caregiving in the early years is done by mothers, and policies in
the area of parental leave and child care and education can have a powerful
impact on their position in the labour market, and in the home.

Keeping these other policy objectives in mind, social mobility, and in
particular social mobility with regard to cognitive attainment, clearly mer-
its special attention. The UK (like the US) has high levels of inequality, and
high correlations between outcomes for parents and outcomes for their
children (Blanden, Gregg, and Machin, 2003). For example, the Gini coef-
ficient for quantitative literacy is 0.121 in the UK (and 0.133 in the US), vs
0.071 in Finland, 0.072 in Denmark, 0.081 in Sweden and Norway, 0.083
in Germany, and 0.097 in Italy (Esping-Anderson, 2004). Countries where
fathers” educational attainment is highly correlated with children’s cogni-
tive scores have higher rates of cognitive inequality. The implication is that
policies that would mitigate the effects of parents” attainment on children’s
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outcomes would lead to a more equal society. But this does not tell us how
important parents’” attainment is (relative to other factors) or which policies
might be most effective in breaking this link.

Recent research by Esping-Andersen (2004) suggests that preschool pro-
grams may be particularly consequential. Esping-Andersen (2004) shows
that the Nordic countries have been the most successful in breaking the
link between parental attainment and children’s outcomes and makes the
case that the provision of universal and high-quality child care has made
the difference. As Esping-Andersen (2004) notes, the period when inequal-
ity in children’s cognitive attainment decreased roughly corresponds to
the period when universal child care came into place. And certainly the
hypothesis that universal enrollment into high-quality child care leads to
more equal outcomes than enrollment into care where the quality is corre-
lated with parents’ ability to pay makes good sense. However, it is possible
that other things changed at the same time - other aspects of pre-school
or school-age experience having to do with poverty, corporal punishment,
teaching practices within schools — and that these other changes played at
least some role. Without test scores on children at various ages, and samples
of children who experienced different policy regimes, we can not know for
certain what role preschool played and what role was played by other fac-
tors.

In a similar vein, in a recent review on ‘Inequality in early childhood care
and education’ in the US, Marcia Meyers, Dan Rosenbaum, Chris Ruhm and
I documented large disparities in preschool enrolment between children of
less and more educated parents (as well as between children from low and
higher income families) and argued that children from the most disadvan-
taged families are ‘doubly disadvantaged’ - less likely to receive stimulation
and needed resources at home, and less likely to attend the type of care that
we know promotes school readiness (Meyers et al., 2004). If these children
also attend lower-quality programs, even when they do attend preschools,
then they could in fact be ‘triply disadvantaged’ The logic of this argument
is compelling, but does not tell us how large a role preschool care and
education could play, how large a role could be played by other policies,
and how much variation might remain even after our best policy efforts.
Quantifying the impacts of policies and unpicking their influence on dif-
ferences in child attainment at school entry is challenging

Recently, Katherine Magnuson and I conducted some rough estimates
of how much early childhood education policy reforms could narrow the
gaps in school readiness between minority and white children in the US
(Magnuson and Waldfogel, forthcoming a). We concluded that early child-
hood education programs such as Head Start and universal prekindergarten
are probably already playing an important role in narrowing gaps between
Hispanic and white children, and between African-American and white
children. We also concluded that the effect of program expansions will
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depend on the quality of the programs implemented as well as the children
they reach. Our estimates indicate that reforms to current early education
policies could reduce gaps in reading readiness at school entry by between
zero and fifty-two per cent, depending on the policy scenario and the par-
ticular group involved. These analyses confirm that there is an important
role for early childhood education policy to play, but that there is a role for
other policies as well. There is no one magic bullet.

With these considerations in mind, this chapter reviews what we
know from research about the early years and then critically assesses the
policy framework in the UK and makes recommendations for next steps to
improve social mobility and other outcomes in the early years.

What we know from research

Pregnancy and the first year of life

A host of studies have found that parental leave is associated with bet-
ter maternal and child health, with specific findings for: lower maternal
depression (Chatterji & Markowitz, 2004); lower infant mortality (Ruhm,
2000; Tanaka, forthcoming); fewer low birth-weight babies (Tanaka, forth-
coming); more breast-feeding (Berger, Hill, and Waldfogel, forthcoming);
and more use of preventive health care (Berger et al., forthcoming). The
research is also clear that unpaid leave does not have the same protective
effects (Ruhm, 2000; Tanaka, forthcoming), which makes sense, given that
parents are less likely to use leave if it is not paid.

Research has also provided a clear set of findings with regard to parental
employment and child care in the first year of life. The single most important
finding, which cuts across virtually all studies that have been able to assess
it, is the importance of quality of care - in particular, sensitivity and respon-
siveness to the child (see reviews in Shonkoff and Phillips, 2000; Smolensky
and Gootman, 2003). The other clear finding is that maternal employment
in the first year, particularly if begun early and full-time, is associated with
poorer cognitive development and more behaviour problems, for at least
some children (see Brooks-Gunn, Han, and Waldfogel, 2002 for the US; and
Gregg, Washbrook, Propper, and Burgess, forthcoming for the UK; see also
reviews in Shonkoff and Phillips, 2000; Smolensky and Gootman, 2003).
These effects vary by the type and quality of child care, the quality of parental
care, and family income. For example, in analyses of the ALSPAC cohort of
children from the Bristol area, among families where mothers worked full-
time in the first eighteen months, children had better outcomes if they were
in formal (paid) care (Gregg et al., forthcoming).

Children aged one and two
Looking first at cognitive and behavioural outcomes, the over-riding mes-
sage of the research is that quality of care matters (Blau, 2001; Shonkoff
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and Phillips, 2000; Smolensky and Gootman, 2003; Vandell and Wolfe,
2000). For young children, what defines quality is that the care they
receive — whether from a parent or a non-parental caregiver - is sensitive
and responsive to their individual needs. This type of process quality is
hard (and expensive) to measure, as it requires in-person observation of
the child and caregiver, so often researchers rely on more easily measured
structural characteristics, such as caregiver education or caregiver-to-child
ratio, which have been found to be associated with process quality and
child outcomes.

The role of quality can be seen in the research on maternal employment
and child care. The weight of the evidence suggests that there are no adverse
effects of maternal employment on cognitive development when children
are age one and two, but that there may be adverse effects on behaviour
problems if children are in poor quality child care for long hours (Brooks-
Gunn, Han, and Waldfogel, 2002; NICHD Early Child Care Research
Network (ECCRN), 2003; Ruhm, 2004).

Does this mean that if the quality of care is good enough, there are no
adverse effects on social and emotional development if children start care at
the age of one or two? The evidence from high-quality interventions, which
have been experimentally evaluated, suggests that the answer is yes. A large
body of research from such experimental studies shows that high-quality
child care for children in this age range produces cognitive gains, with no
adverse effects on behaviours (Currie, 2001; Karoly et al., 1998; Waldfogel,
2002). Indeed, many of the programs’ most lasting gains - reductions in
delinquency and crime, reductions in teen births — were in the area of
social and emotional development (Carneiro and Heckman, 2003). These
experimental programs were mainly targeted to disadvantaged children,
and produced the largest effects for the most disadvantaged. For example,
the Infant Health and Development Program (IHDP), an early interven-
tion program for low-birthweight children which provided centre-based
care starting at the age of one, boosted 1Q at age three by twenty points for
children whose mothers had less than a high school education, ten points
for children whose mothers had graduated high school only, and zero
points for children whose mothers had graduated college (Brooks-Gunn
et al., 1992; Ramey and Ramey, 2000). Centre-based programs for children
in this age range also boost maternal education, employment, and earn-
ings. For example, the Abecedarian program, an early intervention program
that provided centre-based care to disadvantaged children starting in the
first year of life, raised mothers’ earnings by an average of $3,750 per year
(Masse and Barnett, 2004).

Because the experimental programs were targeted to disadvantaged chil-
dren, we lack experimental evidence as to whether child care for one or two
year olds has adverse effects on behavioural outcomes for more advantaged
children. As noted above, observational studies (such as NICHD ECCRN,
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2003 and Sammons et al., 2003) did find that children who entered care
earlier had more behaviour problems. The NICHD ECCRN (2003) study
was not able to pin down an age at which entry into child care would not
pose this risk (most of their sample had entered non-parental child care in
the first year of life, making it difficult to isolate large groups who did not
begin child care until age two or three). The EPPE study (which T discuss
further below) did address this question and found that the effects on
behaviour problems were largest for children who began care before the
age of two (Sammons et al., 2003). But, there is a good deal of disagree-
ment as to how consequential such behaviour problems are for children’s
school readiness or later success in life. While some argue that even a small
elevation in behaviour problems should be of concern, others note that
children who attended a lot of care from an early date do not typically have
clinically meaningful levels of behaviour problems and that the behaviours
they do show do not inhibit their school readiness or progress through
school.

With regard to health outcomes, young children attending group child
care do have more illnesses (Gordon, Kaestner, and Korenman, 2004;
Meyers et al., 2004). Safety is also a potential concern, particularly in
low-quality care, although rates of injury and abuse are actually lower in
child care than in children’s own homes (Currie and Hotz, forthcoming;
Waldfogel, in progress). Evidence from the US Early Head Start program
suggests that involvement in child care may be protective in terms of reduc-
ing the use of physical punishment (spanking) by children’s parents (Love
et al., 2002).

Children aged three to five
Again, to begin with effects on cognitive and behavioural outcomes, the
research finds no adverse effects of maternal employment in these years on
cognitive development, but some effects on child behaviours if children
are in poor quality care for long hours (Brooks-Gunn et al., 2002; NICHD
ECCRN, 2003). Turning to child care, high-quality preschool programs for
disadvantaged children produce substantial cognitive gains (Currie, 2001;
Karoly et al., 1998; Waldfogel, 2002). Such programs have no adverse
effects on child behaviour outcomes and indeed have been found to reduce
later problems such as crime (Carneiro and Heckman, 2003; Donohoe
and Siegelman, 1998). Such programs may also boost mothers’ education,
employment, and earnings. Even run-of-the-mill preschool programs have
been found to boost children’s school readiness, although of course not as
much as the high-quality model programs (NICHD ECCRN and Duncan,
2003; see also reviews in Magnuson and Waldfogel, forthcoming a; Meyers
et al., 2004). I discuss the most recent evidence on such programs below.
With regard to health outcomes, there is some evidence that maternal
employment may have adverse effects on child health if it is not associated
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with income gains (Morris et al., 2001). There is also evidence that maternal
employment when children are aged three to five may lead to an increased
risk of child obesity (Anderson et al., 2003; Ruhm, 2003). There are some
adverse effects of group child care on child health, and some concerns
about safety, particularly in low-quality care (Meyers et al., 2004). But child
care may also be protective, reducing physical discipline (spanking) and
domestic violence (Magnuson and Waldfogel, forthcoming b).

It is worth highlighting results from two recent large-scale studies that
provide new evidence on the effects of preschool for three to five year old
children. These studies are important because they examined programs
that are widely available to children, and not just model or demonstration
programs. In the US, the Early Childhood Longitudinal Study- Kindergarten
Cohort (ECLS-K) is following a large cohort of children who were in kinder-
garten in the fall of 1998. Analyses of these children (Magnuson, Meyers,
Ruhm, and Waldfogel, 2004; Magnuson, Ruhm, and Waldfogel, 2004) have
found that preschool raises school readiness and also lowers retention (i.e.,
children being ‘held back’ and required to repeat kindergarten). In these
analyses, preschool includes what parents call nursery school, preschool,
day care, or prekindergarten (Head Start programs are categorised sepa-
rately). Analyses that look at different types of preschool find that effects are
particularly large for children who attended a pre-kindergarten program;
these children score better in reading and math (effect size about 0.16 at
school entry) and are about twenty-five per cent less likely to be retained
(Magnuson, Meyers, Ruhm, and Waldfogel, 2004). Effects are larger and
longer-lasting for disadvantaged children (children with less-educated
parents, with families speaking a language other than English at home, or
with low-income families or families on welfare). Effects are also larger for
children who attended more hours of prekindergarten (full-day rather than
half-day), although this finding was specific to prekindergarten (that is,
more hours of other types of preschool programs were not found to confer
added benefits). But longer hours in preschool (including prekindergarten)
are also associated with more behaviour problems, although this is not the
case for children who attended prekindergarten in the same school as their
kindergarten (Magnuson, Ruhm, and Waldfogel, 2004).

Results from a large-scale study of children attending preschools in
the UK are for the most part very similar. In the UK, the study of Effective
Preschool Provision (EPPE) is following a large sample of children from
preschool to school entry, and beyond. Analyses show that children who
attend preschool enter school at a cognitive advantage (effect sizes 0.30 to
0.45; charts E3-E5 in Sammons et al., 2002). The longer children had been
in preschool, the greater the advantage (effect sizes for pre-reading, early
number, and language range from 0.38 to 0.63 for those attending two to
three years, or over three years; chart 4.1 in Sammons et al., 2002). Children
who began preschool at age two were ahead of children who began at age
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three, and maintained that gain at school entry. But this was not true for the
small number of children who began before age two. The EPPE research-
ers have also found that children who attend preschool enter school with
better social and behavioural development, except on the dimension of
antisocial or worried behaviour where they score slightly worse (effect size
0.10; Sammons et al., 2003). More detailed analyses indicate that both the
type of care and time in care mattered: the only groups with significantly
elevated levels of antisocial or worried behaviour consisted of children
who attended local authority day care, or children who attended more than
three years of preschool (this latter group tended to have been in group
care prior to preschool and thus often had been in centre-based care start-
ing before age two and sometimes as early as age one) (Sammons et al.,
2003, Table 5.4 and 5.5). For children who attended a type of care other
than local authority day care, or who had attended three years or less, there
were no significant effects on antisocial or worried behaviour. With regard
to hours per day, in contrast to the findings for prekindergarten in the US
but similar to the findings for other types of preschool programs, the EPPE
study found no added cognitive benefits of attending full-day rather than
half-day. Thus, the cognitive benefits of preschool were evident even if chil-
dren only attended part-time.

Four additional findings from EPPE are worth highlighting because of
their relevance to policy. First, as in the ECLS-K, the EPPE team found that
disadvantaged children gained the most from attending preschool. In the
case of EPPE, this applied to children at risk of being identified for special
educational needs, children for whom English was an additional language,
and children from some ethnic minority groups. Second, again similar to
what was found in ECLS-K, the quality and effectiveness of care on offer
currently in the UK is uneven. The EPPE study has produced very clear find-
ings as to what types of care are most effective in boosting children’s school
readiness. For instance, centres that integrated care and education provision
and nursery schools were found to be particularly effective, with especially
beneficial effects for children from low-socioeconomic status families. So
too were programs that had more highly qualified staff and managers (i.e,
with level 5 qualifications). Third, EPPE found some indications that there
may be composition effects. For instance, children were found to make
more progress in pre-reading if they attended centres with more children
from highly educated families. Fourth, EPPE provides some evidence that
preschool experience can reduce differentials between children with dif-
ferent backgrounds. Thus, the EPPE group found that the impact of child,
family, and home environment factors was weaker at school entry than it
had been at age three for some of the cognitive outcomes (pre-reading and
early numbers; Table 2.2. in Sammons et al., 2002), although not for social
and behavioural outcomes.
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Parenting support

Parenting support programs are very diverse and the evidence on their effec-
tiveness in changing parental behaviours and improving child outcomes is
very varied as well (see reviews in Brooks-Gunn and Markman, forthcom-
ing; Desfarges, 2004; Gomby et al., 1999; Harker and Kendall, 2003; Karoly
et al., 1998; Magnuson, 2004; Neuman and Dickinson, 2003; Sweet and
Appelbaum, 2004). With regard to cognitive outcomes, there is little evi-
dence that parenting support programs in and of themselves improve chil-
dren’s school readiness, although there are exceptions in the area of early
literacy (for example, in the US, a program developed by Whitehurst that
emphasises dialogic reading has been found to raise children’s language
scores (see Whitehurst et al., 1994, 1999; Whitehurst and Lonigan, 1998),
while in the UK, the Peers Early Education Partnership (PEEP) program, a
home-based literacy program for families with three to five year olds was
found to improve school readiness (see Evangelou and Sylva, 2003). There
is also little evidence that parenting support programs improve social or
emotional outcomes for children (the exception here is programs spe-
cifically targeted to families with children with severe behaviour problems,
which have been found to lead to improvements; see Webster-Stratton,
1998; Webster-Stratton, Reid, and Hammond, 2001; Webster-Stratton and
Taylor, 2001). The area where parenting support programs for families
with young children have been found to be most effective is with regard to
health-related outcomes. For instance, high-quality home visiting programs
beginning in pregnancy and continuing post-birth have been found to
reduce the risk of child maltreatment (Karoly et al., 1998).

One challenge in evaluating the effectiveness of parenting support pro-
grams is that often parenting support is offered in conjunction with other
types of support. In the early years, parenting support is often offered in
conjunction with centre-based care. Program designers believe that get-
ting parents involved and supporting parents increases the effectiveness of
centre-based programs. But the fact that programs are combined makes it
difficult to identify the unique effects of parenting support as distinct from
the centre-based care. The few studies that have specifically tackled this
question have produced mixed results (see reviews in Brooks-Gunn and
Markman, forthcoming; Ramey and Ramey, 2000; Sweet and Appelbaum,
2004). In sum, then, the evidence in this area is weak, but the jury is still
out as to the role that parenting support programs might play in the UK
context.

Current policy framework

Early years policy is changing rapidly, as policy makers have recognised its
potential to advance social mobility and other desired outcomes. Policy
makers have been quick to respond to the research in this area and have
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drawn on it in designing new policy initiatives (see, for example, the Five-
Year Strategy for Children and Learners, Department for Education and
Skills, 2004). (A comprehensive package of further reforms - a ten-year
strategy for childcare — was published in December 2004, shortly after this
paper was written; see HM Treasury, 2004).

Here, I briefly review the policy framework in the UK as of November
2004. Understanding this context and how well it conforms to what we
know from research is necessary before moving on to discussing next steps
for policy.

Parental leave

Maternity leave provisions have been expanded in recent years and now
offer twelve months of job-protected leave to new mothers who were
in work prior to the birth and meet qualifying conditions, but only six
months of these are paid (six weeks at ninety per cent of prior earnings and
the other twenty weeks at a flat rate, currently a hundred pounds a week).
In addition, the qualifying service period has been reduced so that more
mothers who were in work qualify. Mothers who were not in work pre-
birth may receive other forms of support if they are low-income, like other
low-income families with children. In addition, the Sure Start Maternity
Grant, introduced in 2000, offers a one-time payment (currently, £500)
to low-income new mothers to help with the purchase of essential items
for the baby. All families with a newborn benefit from a ‘baby tax credit’
introduced in April 2002, and all babies born since September 2002 receive
a £250 endowment in the Child Trust Fund, with a higher endowment
(totalling £500) for low-income families.

Surveys of new parents consistently find that mothers tend to take as
much leave as they can, but that income matters: lower-income mothers
tend to return when paid leave ends, while higher-income mothers tend
to return later, when the period of job-protected leave ends (Burgess et al.,
2002; Hudson et al., 2004; author’s estimates from Millennium Cohort
Survey).

Statutory paternity leave (two weeks, paid at the same flat rate as statu-
tory maternity pay) was introduced in April 2003. Survey evidence indi-
cates that prior to that, only about half of new fathers worked for firms that
offered paternity or parental leave (author’s estimates from Millennium
Cohort Survey). A high share of these fathers - over eighty per cent — made
use of this leave. Fathers also use other types of leave (sick leave, annual
leave and so on) to take time off after the birth of a child. Overall, seventy-
five per cent of new dads take some leave, with leave more likely if the child
is a first-born. But again, income matters: fathers are more likely to take
leave when they have higher incomes. The current situation is better, in
that all fathers now have the right to two weeks of statutory paternity leave.
However, it is likely that income differentials in the use of leave persist.

SOCIAL MOBILITY, LIFE CHANCES AND THE EARLY YEARS



The UK also has a parental leave statute introduced in 1999 that allows
parents to take up to thirteen weeks unpaid leave sometime between the
birth of a child and the child’s fifth birthday (this is extended to eighteen
weeks which can be taken up to the child’s eighteenth birthday in the case
of children with disabilities). There is no statutory pay for this leave, but
employees may use paid leave from other sources such as annual leave (if
available). Awareness and use of parental leave is apparently fairly low (see,
for instance, Hudson et al., 2004, who found that only twenty-five per cent
of new parents in their survey of families with a new birth in January 2001
were aware of the availability of parental leave).

A newer initiative (implemented in April 2003) is the right for parents of
young children (or children with disabilities) to request to work part-time
or flexible hours. According to evaluations one year after the policy was
implemented (Camp, 2004; Maternity Alliance, 2004; Work Foundation,
2004), there is apparently high awareness of this policy and high take-up,
particularly among mothers; however, not all requests are granted, and
some employers argue that this benefit should not be limited to parents
with young children, as this has the potential to create equity problems in
the workplace.

Child care and education for the under threes

There have been many initiatives to improve access to care and quality of
care both for the under threes and for older preschool age children, with
particular attention to the disadvantaged. These include the National Child
Care Strategy, Sure Start, Children’s Centres, Early Excellence Centres,
Neighbourhood Nurseries, and Children’s Centres. However, places are not
guaranteed for the under threes, as they are for children age three and four,
although there is a pilot initiative to provide centre-based care for disadvan-
taged two year olds.

We know little about the quality of care for the under threes. Provision
is very diverse, and often informal. Among children under the age of one,
thirty-seven per cent are in child care or education and the vast majority of
this is informal (thirty per cent of under ones are in informal care versus
seven per cent in formal care (author’s estimates from the Millennium
Cohort Survey)). Among children under the age of two, seventy-eight per
cent are in child care or education, but again much is informal (thirty-six
per cent use informal only, twenty-nine per cent a mix of formal and infor-
mal, and thirteen per cent formal only) (Woodland et al., 2002). Care for
children in this age range is expensive: full-time care for a child under two
averages £134 a week for nursery and £120 a week for childminder) and
parents bear a large share of the costs (about seventy-five per cent) (Daycare
Trust, 2004).
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Child care and education for the three to fives

A publicly-funded part-time nursery place is now guaranteed for all three
and four year olds. Participation rates are very high — with ninety-six per
cent of three or four year olds attending during the prior week (Fitgerald
et al., 2002; Bell and Finch, 2004). Rates are lower for children of manual
workers (ninety-three per cent), low-income families (ninety-three per
cent), and ethnic minorities (ninety per cent), and these children attend
different types of care (nursery classes, rather than playgroups or pre-
schools) although less so than they did formerly (Fitzgerald et al., 2002;
Stewart, forthcoming).

We also know something about parents’ views. According to the 6th
Survey of Parents of Three & Four Year Olds, conducted from the summer of
2001 to the spring of 2002 (Bell and Finch, 2004), just over half of par-
ents feel there are not enough nursery education places in their local area,
and about forty per cent feel there is not enough information provided to
help parents choose a place (this latter problem is particularly likely to be
reported by parents of younger children). However, only fifteen per cent of
parents feel their child is getting too little education, a significant improve-
ment over prior years (this share was twenty-three per cent in 1997 and
nineteen per cent in 2001). With regard to multiple arrangements, a quarter
of children attend more than one provider, although most parents say this
is not a problem. Overall, a quarter of parents surveyed in 2000 and 2001
said cost restricted how much nursery education their child received (thirty
per cent of those with incomes below £10,000 as opposed to twenty-three
per cent of those with incomes of £30,000 or more) (Fitzgerald et al.,
2002). Among those not using care at all, about half would have liked to
(eleven per cent said cost was a factor; forty-five per cent could not find a
place or their child was too young). And, among those not using care five
days a week, twenty-eight per cent said this was because they could not
afford more care.

Parenting support

Parenting support is provided through several large-scale government pro-
grams, as well as through numerous smaller-scale or private projects. For
instance, Sure Start, the government’s program for young children living in
the poorest communities, has a large parenting support component, which
includes home-visiting, parent education, and parent support groups. An
evaluation of Sure Start is underway (for preliminary findings, see National
Evaluation of Sure Start, 2004; Stewart, forthcoming). In the voluntary sec-
tor, programs such as Home Start provide supportive services to parents of
children under the age of five, delivered through networks of community-
based volunteers; however, nearly half of parents say that they do not know
where to go for support in their area (Harker and Kendall, 2003).
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Where should we go from here?

In the following sections, I draw on what we know from research to identify
key next steps for policy in the early years, keeping in mind the several objec-
tives of policy: to promote social mobility by improving child outcomes in
the areas of cognitive development, social and emotional development,
and health; while also promoting (or at least not adversely affecting) social
inclusion, poverty reduction, parental employment, parental choice, and
gender equity. In some instances, these objectives may be at odds, but it is
important to keep them all in the frame so that where there are trade-offs,
these can be explicitly considered.

It is easy to recommend a host of policies but of course, all policies have
costs, and it is necessary to prioritise among them. For this reason, I list
recommended next steps in order of priority, and also offer some descrip-
tive information as to likely costs and benefits of the highest-priority items.
However, a full cost-benefit analysis is beyond the scope of this paper. (For
examples of recent cost-benefit analyses in this area, see Heckman and
Masterov, 2004b; PricewaterhouseCoopers, 2004).

Extend parental leave
Given the evidence as to the health benefits of paid maternity leave and the
evidence that low-income women tend to return to work when paid leave
ends, the first priority in the parental leave area is to extend paid leave to the
end of the first year of life, so that lower-income families can take advantage
of it. Specifically, this would entail an additional twenty-six weeks of mater-
nity leave, which could be paid at a flat rate (the current rate is a hundred
pounds a week) and could be pro-rated if a mother returns to work part-
time. Consideration should also be given to improving financial support
for low-income mothers who were not in work pre-birth, as they currently
receive little support above and beyond that provided to low-income fami-
lies with older children.

However, the extended leave need not be limited to mothers (which
is why T use the term parental leave; see also Moss and Deven, 1999).
Particularly as leave extends from six to twelve months, there is no strong
reason to favor maternal care over paternal care. And there are other rea-
sons (such as gender equity) for making leave extensions gender neutral.
Thus, paid leave of up to twelve months should be available to either the
mother or father, with parents having the choice as to how to divide the
leave between them. Extending paid parental leave to twelve months will
be costly, as it would require an additional six months’ pay to mothers on
leave (or fathers, if they elect to use it in place of mothers). And, if mothers
take the majority of leave, extending leave could have costs in terms of nega-
tive repercussions on the careers of the women taking the extra leave, hiring
or pay for women overall, and gender equity in the home or labour market
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(although these risks would be lessened if men also had the option to take
the leave). However, the benefits would be very substantial: reduced infant
mortality (extending paid leave from six to twelve months is estimated to
reduce overall infant mortality by 6.8 per cent and post-neonatal mortality
by 10.5 per cent; Gregg and Waldfogel, forthcoming; Tanaka, forthcoming);
improved child cognitive and social and emotional development; longer
breast-feeding; and improved maternal and child health. In addition,
extending parental leave would produce savings in child care costs, and
would be responsive to what parents say they want.

The second priority, given the evidence as to benefits of leaves that
extend beyond the first year of life as well as evidence as to possible adverse
effects of long hours of non-maternal child care on behaviour problems, is
to consider extending job-protected leave beyond the first year, with some
financial support so that low-income families can take advantage of it. This
might entail an additional twenty-six or fifty-two weeks of leave, which
could be paid at a flat rate, again pro-rated if the mother returned part-time,
or could be supported through other changes to the tax and benefit system,
for example, through early childhood benefits or other benefits targeted to
families with young children (discussed further below).

Third, it is important to monitor the April 2003 initiatives that gave par-
ents of young children the right to request part-time and flexible hours and
that gave fathers paternity leave rights, and to strengthen these if necessary.
Research on these initiatives is still underway, but the research to date sug-
gests that expansions are likely to be needed, to promote child well-being
and also to respond to issues of parental choice and gender equity.

Improve the quality of care and education for the under threes

As we saw above, one of the clearest messages from research is the impor-
tance of the quality of care that children receive, particularly in the first few
years of life. But the research is also clear that there is no one-size-fits-all
type of care that is best for all children in this age range. Thus, there are two
high priorities for next steps for this age group.

First, there is a need for a more flexible package of support for parents,
to give them a better set of choices in the first two to three years. Not all
families want to use centre-based care for children under the age of two
or three, and for some children less intensive forms of provision might
be more suitable, particularly during the period between their first and
second birthday. One very attractive option is early childhood benefits
- cash grants (these could be fifty to seventy pounds a week) that families
can use for parental care or child care or a mixture of the two (Waldfogel,
2001). Such benefits would ideally be provided universally but could also
be implemented on a targeted basis, for low-income families. Obviously,
such a program would be costly and could induce more mothers to stay
home, undermining efforts to promote parental employment and gender
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equity (although Duncan and Magnuson (2003) argue that the labour
supply effects would likely be small). However, flexible supports allow
parents to make a choice between parental care, non-parental care, or a mix
of the two (i.e. working part-time and caring part-time, or splitting child
care between parents). If parents elected to provide some care themselves
at least part-time, this would yield savings in child care costs. And early
childhood benefits, particularly if targeted to low-income families, could
boost incomes and relieve financial hardship, leading to improved child
outcomes (Duncan and Magnuson, 2003).

Second, there is a need for continued support for initiatives to improve
access to care and quality of care, particularly centre-based care starting at
age two for the most disadvantaged children, either through quality-linked
subsidies or direct provision. The benefits of such a policy are clear, in
terms of cognitive gains to children at greatest risk of school failure and
also employment effects for their mothers. There may be other benefits to
children and families as well (e.g. reductions in spanking and domestic
violence).

However, there are also trade-offs and tough decisions to be made here.
High-quality centre-based care is costly. Targetting such care to low-income
children will save money and also reach the group likely to gain the largest
benefits, but if other children do not use the care, it could become segre-
gated or stigmatised and its quality could suffer. Thus, there is a need for
creative policies that bring in a mix of children. For instance, spaces in new
centres could be made available to higher-income children on a fee-paying
basis.

There is also the challenge of how to raise quality and how to ensure
that children are placed into good-quality care. As noted earlier, measuring
process quality is difficult and expensive. But we know a lot from research
about what structural features of care are linked with better process quality
and better outcomes for children (see for instance NICHD ECCRN, 2002),
and it is possible to design initiatives that boost those aspects of quality,
by for example linking higher payments to providers with higher education
levels and lower child-to-caregiver ratios, or only funding providers who
meet specified education levels and child-to-caregiver ratios.

Finally, there is also the worry that starting children in care too early
might lead to behaviour problems, at least for some. But here too quality
is central as is the number of hours children are in care. My reading of the
evidence is that most children can benefit from at least part-time care start-
ing at the age of two, without adverse effects on social or emotional devel-
opment. The case is most compelling for disadvantaged children, for whom
the cognitive benefits are the largest. But a case can be made for offering at
least a part-time place to all two-year olds whose parents want one. By this
age, most parents want their child to have at least some exposure to other
children and some experience in an early learning setting (and many par-
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ents as a practical matter need at least part-time child care while they are
at work). Guaranteeing at least a part-time place to all two-year olds would
support that choice and would also help equalise the quality of care that
children from different backgrounds experience.

A third, less immediate priority but nevertheless important to pursue, is
further research on the quality of care currently offered to children under
age three. As discussed above, we know too little about this and this is a
crucial gap, given what we know about how much quality matters.

Develop a more integrated system of high-quality care and education for
three to fives

Government policy has already done much to improve care and education
for three to five year olds, but there are three additional steps that policy-
makers should take for this age group. The three steps are inter-related, and
equally important.

= One is to raise preschool quality, whether through tighter standards or
direct provision. The goal should be to provide a high-quality place for
each child, on at least a half-time basis.

= A second is to build an easier and more generous system of subsidies
for ‘wrap-around’ and out-of-school care for low-income families. Low-
income families should be guaranteed that, if they are working, child
care will be free or affordable. And the burden of paperwork should be
shifted to providers, and away from parents.

= Third, there needs to be greater integration of nursery or school and
wrap-around or out-of-school care. Too often, families bear the burden
of having to piece together different provision, in different locations.
The system of care and education needs to work to make that provision
more seamless, and easier from the perspective of the family.

Building a better system of care and education will be costly - it will
require more money for directors and teachers, subsidies for the lowest-
income families, and new staff to coordinate provision. However, we know
that better quality care pays dividends - gains in cognitive development,
social and emotional development, and maternal employment. And efforts
are already underway in each of these areas (see overviews in Cohen et al.,
2004; Stewart, forthcoming). Serious attention is being paid to the issue of
quality in the child care workforce. Options to extend child care support
for the lowest-income families are being studied. And Children’s Centres
are being rolled out nationwide, with part of their mission being to provide
just this coordinating role. The issues here are complex but the key lesson
from research is that quality needs to be central to any expanded child care
initiative.
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Parenting support

The provision of parenting support cuts across many of the areas discussed
above. For instance, extensions in parental leave provide support for paren-
tal time with children and thus are a form of parenting support. So too
are expansions in Children’s Centres, which will help parents locate and
access high-quality child care as well as other services for their family. What
further steps should be taken to enhance parenting support, given what
we know from the research? Answering this question is difficult, because
although research has shown that parenting matters, and that programs can
improve parenting, the links between programs and improved outcomes
for children have not often been established. Further research should be the
top priority in the form of a set of studies that evaluate the impact of care-
fully designed interventions on desired child outcomes. The evidence from
an early literacy program such as PEEP is encouraging and should be used
to inform further experimentation. Children’s Centres can and should be
actively involved in these efforts so that model interventions can be rolled
out quickly if they prove to be effective.

Conclusions

As we have seen, early years policies must address multiple outcomes,
promoting social mobility and improved child well-being, while also pro-
moting other social goals - social inclusion, poverty reduction, parental
employment, parental choice, and gender equity.

The bottom line message from research on the early years is that qual-
ity matters. This leads to a clear policy conclusion: policies should aim to
support parents both in providing good-quality care themselves, and in
arranging good-quality child care.

We also know a good deal from research about what quality means, and
about what types of experiences are best for children. The research points
to some clear next steps in early years policy. These include:

= extending paid parental leave to twelve months;

= offering a more flexible package of supports to families with children
under the age of two or three;

= providing high-quality centre-based care to two year olds, starting with
the most disadvantaged; and

= providing a more integrated system of high-quality care and education
for three to five year olds.

In focusing on the early years, I do not mean to suggest that only early
years policies are important. As I said at the outset, the evidence suggests
that about half the gap in school achievement is already present at school
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entry. While providing a powerful reason for intervening in the preschool
years, this statement implies that the gap widens further after school entry.
An early years intervention cannot inoculate children against future dis-
advantage. Proven early years policies can go a long way toward closing
achievement gaps and promoting social mobility, and they deserve all the
support we can muster for them. But so too do some policies for school-
age children and youth and we should not pit one against the other. It is
clear from the research that combating disadvantage and promoting social
mobility requires sustained efforts that begin before birth, and continue
throughout childhood and adolescence.

Afterword

Shortly after this paper was written, the government announced an ambi-
tious and far-reaching ten year childcare strategy ‘Choice for parents, the
best start for children: a ten year strategy for childcare’ (HM Treasury,
2004). The ten year strategy is based on the research evidence and includes
a comprehensive set of investments in the early years, along the lines of
those recommended here, as well as a set of enhanced supports for families
with school-age children. The strategy also includes a detailed timeline and
set of interim objectives for making progress toward the ten-year goals.

As an American academic, I applaud the commitment the British gov-
ernment and the British policy community have made to meeting the
challenge to combat disadvantage and promote social mobility. The ten
year strategy for childcare represents a major investment in improving the
quality of care for children. I can only hope that one day soon we will see
such a commitment in my own country.
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4 Social inequalities and education policy
in England

Alice Sullivan and Geoff Whitty

Education is a key determinant of life chances in industrialised societies
(Shavit and Blossfeld, 1993), and educational credentials are an impor-
tant intervening link between social origins and occupational destinations
(Halsey et al., 1980). But the importance of education is not limited to its
impact on labour market outcomes. Education has been linked to a broad
range of indicators of quality of life, from health to civic participation
(Schuller et al., 2004).

This chapter deals with educational differences in terms of social class, gen-
der and ethnicity. These are key socially-structured ascribed identities affect-
ing children’s educational experiences and outcomes. It examines the impact
of these categories together and explores significant interactions between
them. It then discusses the economic, social and cultural factors underlying
these inequalities, and the impact of current government policies.

The roles of the home, the school and the wider society in determin-
ing socially-structured differences in educational outcomes are examined.
The chapter considers what impact government policy can realistically be
expected to have on educational inequalities, and what types of policies
may be most productive. A key point to emerge from this overview is that
the continuing impact of social class on educational outcomes should not
be ignored either by policymakers or by researchers. There is a need for
greater honesty in the presentation of policy-relevant research findings,
in particular to acknowledge the limits of what one can infer from data
which does not contain adequate measures of children’s socio-economic
backgrounds.

Sociological perspectives on educational differences between
groups

Social class

The existence of large social class differentials in educational attainment is
well established for all industrialised societies. Although there is evidence
that educational reforms have reduced differences in rates of educational
participation between the social classes (Hellevik, 1997; Jonsson and Mills,
1993b; Jonsson and Mills, 1993a), the association between social class and
educational outcomes remains in tact. In addition, the labour market is not
‘class blind’, as occupational attainment can be shown to be associated with
social class of origin, independently of educational attainment and test
scores (Marshall and Swift 1996; Breen and Goldthorpe 1999).
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Social class inequalities in tested ability emerge at a young age and
increase steadily over time (Fogelman, 1983; Fogelman and Goldstein, 1976;
Feinstein, 2003; Douglas, 1964). Furthermore, later educational transitions
(such as the transition to higher education) in Britain appear to be largely
determined by prior academic attainment (Galindo-Rueda et al., 2004),
which suggests that social class inequalities do need to be tackled early on.

Social class is defined in terms of occupational categories, but high
social class status is associated with social and cultural privilege, as well
as economic privilege. Sociologists often explain social class differences in
educational attainment in terms of three forms of capital: economic capi-
tal, cultural capital and social capital.

Despite the introduction of universal free and compulsory schooling,
financial resources still give an advantage in pursuing educational attain-
ment. Well-off parents can afford better schools for their children, by
buying either private schooling or housing in a good catchment area. In
addition, many pupils receive private tuition (Ireson and Rushforth, 2004).
Educational resources such as a computer, a room of one’s own for study
and so on are costly. Financial resources can also have indirect impacts on
the quality of children’s environments, for example, poverty leads to stress
which may affect parenting (Whitty, 2002; Duncan and Brooks-Gunn,
1997; Mortimore and Whitty, 2000). In addition, the costs and benefits
associated with pursuing particular educational options may vary accord-
ing to the individual’s social class of origin (Boudon, 1974; Breen and
Goldthorpe, 1997).

Parents’ social class and educational qualifications are closely linked, as
qualifications are linked to labour market outcomes. Parents’ education,
and the skills, knowledge, dispositions and practices that go with it, are
often described as ‘cultural capital’. Bourdieu (1977) states that cultural
capital consists of familiarity with the dominant culture in a society, and
especially the ability to understand and use ‘educated’ language. The con-
cept of cultural capital has been interpreted in various ways, but there is
a consensus that cultural practices associated with the educated middle-
classes, such as reading, are linked to educational attainment (Crook,
1997; Sullivan, 2001; De Graaf et al., 2000).

Social capital inheres in the relationships between people in families,
schools and communities. It describes ‘features of social organisation,
such as trust, norms and networks’ (Putnam, 1993) and, with regard to
education, it refers to ‘the set of resources that inhere in family relations
and in community social organisation and that are useful for the cognitive
or social development of a child or young person” (Coleman, 1994:300).
For Coleman (1988), social capital in the family consists of the physical
presence and attention given to the child by family members. Social capi-
tal within the school consists of social networks which allow social norms
to be established and enforced. Social capital affects parents’ relationship
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with the school, and students’ relationships with one another and with
their teachers. It is clear that peer group norms impose strong pressures on
school students. Power et al. (1998) found that, whereas academically-able
pupils at a grammar school were likely to worry about not being able to
keep up with the work, academically able pupils at a comprehensive were
much more likely to worry about other pupils thinking they were too clever.
There have also been concerns that boys sanction each other particularly
severely for pursuing academic success (Epstein, 1998; Power et al., 1998).
Sewell (1997) suggests that exaggerated masculine peer group norms are
particularly damaging for African-Caribbean boys. These examples illustrate
the complex interactions between class, gender and ethnicity and social
capital, and the fact that social capital can have positive or negative con-
sequences for educational attainment. Commitment to education can be
strong in certain less affluent groups, and thereby help to counteract mate-
rial disadvantage to some extent. On the other hand, many working class
and minority ethnic students attend schools where links between parents
and teachers are weak, or where social norms in the peer group make study-
ing more difficult. Furthermore, differences in social capital have implica-
tions for social inclusion as well as educational attainment, as strong ‘bond-
ing’ capital within one social group may militate against the development
of ‘bridging’ capital across social groups (Putnam, 1995).

Gender

The gender gap at GCSE has been widely commented on, and it is often
assumed that the gap must reflect unfairness to boys. There was a jump in
the gender gap in the late 1980s, and, understandably, commentators have
assumed that the coursework element of GCSE assessment can explain
the increased gender gap. However, the evidence suggests that this is not
a valid explanation. The dramatic reduction in the coursework element of
GCSE assessment in 1994 did not lead to any reduction in the gender gap
in attainment.

Another popular explanation for the gender gap is that school envi-
ronments have become ‘feminised’, partly due to the high proportion of
women in teaching (especially in primary school teaching), and this is
unfair to boys, who suffer from a lack of male role models and from ‘femi-
nine’ teaching styles. There is a striking lack of any empirical evidence to
support the view that boys suffer from being taught by women.

The ‘culture of laddishness’ explanation suggests that there is a particular
problem with working class boys (see Leader, 2000). In fact, there is only a
small gender gap at lower levels of attainment, and the gender gap is larger
among the middle classes than the working classes (Gorard et al., 2001;
Sullivan et al., 2004). Working-class girls typically do more domestic work
(including child care and elder care), which can interfere with schoolwork
and homework.
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It is also worth noting that girls have always outperformed boys in
the early years of education, but in the past girls’ early advantage was not
carried through strongly to GCSE level — probably because the view that
women'’s paid work outside the home was not as important as that of men
was still prevalent. Since the 1970s, women’s labour market participation
has increased enormously, family structures have changed, and attitudes to
girls’ education have changed correspondingly. The trend towards smaller
families may also have been particularly beneficial for girls, as parents with
limited resources tend to favour sons and often allocate domestic duties to
girls. Given these socio-economic changes, it would be surprising if girls’
academic attainment had not increased by more than that of boys.

Women'’s labour market disadvantage persists despite girls’ much
vaunted triumph over boys at GCSE. Women’s under-representation in
‘masculine’ subject areas such as maths, science, engineering and technol-
ogy contributes to this problem, although women do not achieve the same
occupational status as their male peers even when they have the same
qualifications. However, the gap between male and female graduates is
far smaller than the gender gap for poorly qualified young school-leav-
ers, as the labour market is far more ‘gendered’ at the lower-skilled end of
the occupational distribution (Power et al., 2003). Young women leaving
school with no qualifications are particularly disadvantaged compared
to their male peers, as unqualified girls have fewer labour market oppor-
tunities open to them than unqualified boys do, and vocational training
remains strongly segregated by gender (Bynner et al., 1997; Rake, 2000;
Hakim, 1996; Power et al., 2003). For young women, not being in edu-
cation, employment or training is associated with lone parenthood and
depression (Bynner and Parsons, 2002). The fact that unqualified women
are more disadvantaged than unqualified men may give girls a greater
incentive to achieve at school.

‘Race’ and ethnicity

There was a consensus in the research literature until the 1980s that minor-
ity students ‘underachieved’ in education (Tomlinson, 1991). This con-
sensus was partly due to the fact that first generation immigrant children,
especially those who did not speak English, suffered particular disadvan-
tages. However, methodological crudity in early studies also led to an exag-
geration and over-simplification of ‘ethnic disadvantage’

The Swann report (1981), an inquiry into the ‘causes of underachieve-
ment’ of African-Caribbean children, found that these pupils achieved
fewer exam passes than white or Asian children. The report was widely
criticised for failing to present adequate statistical evidence to assess minor-
ity ethnic attainment (Plewis, 1988). ‘Asian’ pupils were lumped together
as an undifferentiated group, and social class and gender differences did
not form part of the analyses. More recent research on ethnicity and edu-
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cation has been more sophisticated, yet the picture we have regarding the
educational attainment of young people from different ethnic groups is still
patchy.

Some studies are limited geographically, while some do not distinguish
adequately between ethnic groups with very different national, cultural
and socio-economic origins. There is a trade off between using nationally
representative data and using data with sufficient representation of ethnic
minorities. It is obviously crucial to control for social class in order to iso-
late specifically ethnic differences, since different ethnic groups have differ-
ent social class profiles (Drew and Demack, 1998). Family size and family
structure have also been neglected, despite the fact that these have long
been established as significant predictors of educational outcomes, and eth-
nic variation in family structure and size has been documented (Modood
et al.,, 1997). Nevertheless, studies that control for social class (Drew and
Gray, 1990; Drew, 1995; Haque and Bell, 2001) suggest that ethnic differ-
ences in GCSE results are largely explained by this variable, though some
minority ethnic students, notably Indians, perform significantly better than
whites even when social class is controlled. The evidence regarding partici-
pation rates in post-compulsory education suggests that ethnic minorities
persist in further and higher education to a greater extent than whites. Drew
(1995) finds that Asians are the most likely to stay on in further education,
followed by African-Caribbeans, with whites being the least likely to stay
on, despite their relatively privileged social class profile.

Even if significant differences between ethnic groups could be robustly
established, more fine-grained research would be needed to explore how
far these reflect more subtle social intra-class distinctions, economically,
socially or culturally, and how far they derive from the effects of racism
within communities and schools. In order to inform policy on these mat-
ters, we need much better theory as well as data on the relative influence of
school, family and community on ethnic differentials in educational attain-
ment. Clearly, outcomes are the result of complex interaction between these
different factors. Ethnographic research has focussed strongly on racism
within schools. Considerable attention has been given to the way in which
schools can discriminate against minority ethnic groups, either through
direct racism, or through processes which are indirectly discriminatory. For
example, Gillborn and Youdell (2000) and Troyna (1992) describe the way
in which school practices such as setting by ability and tiered entry to GCSE
can discriminate against minority ethnic groups. Racism and discrimina-
tion within schools are clearly extremely important in their own right, yet it
is very difficult to say how much impact these factors may have in determin-
ing educational outcomes for minority ethnic groups.

Differences in the level of social capital between ethnic groups have
been more extensively explored in the US and elsewhere than in Britain.
Explanations of unequal educational attainments that refer to the cultural
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and social characteristics of minority groups have often been viewed with
understandable suspicion, as such arguments are seen as ‘blaming the
victim’ (Vermeulen, 2000). Yet economic, social and cultural differences
can affect the relationship of children and their families to schooling,
sometimes in unexpected ways. Economic disadvantages may be counter-
balanced by high levels of social capital within the home and community
(Lauglo, 2000), so it is possible for economically disadvantaged minority
ethnic communities to promote educational success (Portes and Rumbaut,
2001; Gibson, 2000).

Controlling for educational qualifications, ethnic minorities do not
achieve labour market positions and incomes on a par with whites, and
face an increased risk of unemployment (Heath and McMahon, 1997;
Connor et al., 1996; Heath and Smith, 2003). A likely explanation for the
fact that members of minority ethnic groups tend to stay on in further
and higher education for longer than similarly qualified whites is that
the former anticipate labour market discrimination, and realise that they
will need to outperform the white majority in terms of qualifications in
order to compete for jobs. A lack of immediate job opportunities may also
remove the incentive for minority ethnic youths to quit education (Rivkin,
1995; Leslie and Drinkwater, 1999).

Schooling

It is well established that ‘home background’ is a much stronger predictor
of educational outcomes for children than school attended, but this does
not mean that schooling does not matter. On the other hand, the potential
role of individual schools in challenging social disadvantage has some-
times been exaggerated by policy makers (Mortimore and Whitty 2000).

Researchers in the field of school effectiveness have argued that there
are important differences in performance between schools, controlling
for student inputs (Rutter et al., 1979; Mortimore et al., 1988; Smith and
Tomlinson, 1989; Tizard et al., 1988; Sammons et al., 1995b). However,
there are serious methodological difficulties inherent in carrying out
school effectiveness research, and these are often underplayed (Goldstein
and Woodhouse, 2000). Attempting to control adequately for parental
choice of school is a crucial difficulty that faces all such studies (Heath and
Clifford, 1981). This challenge remains even when a range of social back-
ground measures have been controlled.

Researchers have identified factors that are associated with effective
schooling, such as high aspirations and an academic ethos (Schveers and
Creemers, 1989; Sammons et al., 1995a). But noting the importance of
these characteristics is easier than creating them. Given the importance
of social capital, it is likely to be easier to promote characteristics such as
high aspirations in some schools and communities than in others (Lupton,
2004).
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Clearly, certain school characteristics matter more for some students
than for others. For example, there is a consensus in the literature on class
sizes that substantial cuts in class size can make a difference for the young-
est children, especially for those from disadvantaged backgrounds, and
those with low levels of prior attainment (Yang et al., 2000; Blatchford et
al., 2002; Prais, 1996). These differential effects are salient in policy terms,
as a small cut in class sizes across the board may have no impact, whereas
a targeted cut in class sizes could achieve significant effects. In view of
recent evidence on the lack of impact of class size on the attainment of
older children (Blatchford et al., 2004), the 1997 pledge to lower all infant
classes to thirty or fewer pupils was appropriate in terms of age-range but
may have been misguided as a way of tackling disadvantage. It benefited
suburban rather than inner-city constituencies as, due to falling rolls, inner
city schools already had few classes of over thirty children.

There is a consensus that ‘teacher effects’ matter more than ‘school
effects’, so that, for any given subject, it matters more which class one is
in than which school (Scheerens and Bosker, 1997; Teddlie and Reynolds,
2000). Yet only a minority of studies focus on the level of the classroom
and the teacher rather than the school as a whole. There is a lack of British
research on teacher characteristics, but evidence from the US suggests
that teachers’ assessed verbal abilities (Ehrenberg and Brewer, 1995), and
the selectiveness of the institution where teachers obtained their degree
(Ehrenberg and Brewer, 1994) have an effect on students’ performance.
Rowan et al. (1997) show that maths teachers’ knowledge of mathemat-
ics is positively associated with students’ mathematics progress. So, while
academic ability is far from being the only important characteristic of good
teachers, it does matter. In particular, adequate subject knowledge is not
a sufficient condition of good teaching, but it is surely a necessary one.
The supply of teachers in Britain has fallen, as teachers’ relative pay and
status have declined substantially since the 1970s (although teachers’ pay
has risen since 1997), and there have been particular shortages of teach-
ers with qualifications in maths and science (Chevalier et al., 2002). There
was a considerable decline in the relative academic ability of men (but not
women) entering teaching in Britain between the late 1970s and the early
1990s (Nickell and Quintini, 2002).

Given this context, schools in disadvantaged areas are unlikely to be able
to attract their fair share of good teachers. There is a lack of information
on the distribution of teachers according to their qualifications and expe-
rience, and Ofsted reports do not detail this type of information, despite
its importance for school effectiveness (Bartlett, 2004). However, research
shows that teachers in private and selective schools are considerably better
qualified than comprehensive school staff (Smithers and Tracey, 2003).
Given the difficult working conditions faced by teachers in disadvantaged
schools, it would be necessary to increase teacher salaries in these schools
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or offer other incentives in order to attract sufficient high quality teachers
to work in them (Brighouse, 2003).

Government policies

Choice and diversity

For those who can afford it, ‘school choice’ has always been provided by the
private sector. Because Britain incorporated most denominational schools
within the state sector, its private sector is relatively small. Throughout the
last century, only five to eight per cent of the school aged population has
attended private schools (Smith, 2000). British private schools are socially
and (often) academically exclusive institutions and the domination of
elite occupations by alumni of the top private schools (or ‘public schools")
has long been apparent (Boyd, 1973). As a result, the existence of private
schools has been seen as socially divisive and damaging, and as being
closely bound up with British class divisions. Private schools can be seen
as creaming off the most privileged children, and the effect of this on state
schools is a particular concern in affluent cities, including London, where
the proportion of children in private schools is far higher than the national
average. Private schools also have a disproportionate share of the students
taking A-levels, and regularly top academic league tables. However, research
on the role of private schools during the tripartite era suggests that the
success of these schools was largely due to their academically and socially
privileged intake of students (Feinstein and Symons, 1999; Sullivan and
Heath, 2003).

The government’s attitude towards the private sector has been some-
what ambivalent. The abolition of the Assisted Places Scheme was a policy
designed to appeal to Labour’s grass roots, and the government has also
criticised the domination of elite universities by private school students.
On the other hand, the introduction of ‘quasi-markets’ to state education
provision by the Conservatives was predicated on the view that the intro-
duction of some of the ‘disciplines’ of the private sector will help to raise
standards and the current government has continued the promotion of
diversity of educational provision and parental choice of schools. This pol-
icy has led to concern that schools may become less academically, socially
and ethnically mixed. The possibility of social polarisation is worrying, not
only because social mixing between children of different social classes and
ethnic groups is worthwhile in itself, but also because school composition
has an impact on educational attainment. There is a consensus that this
impact is important and that schools with a high proportion of students
of low social status or low prior academic ability are at a disadvantage. For
example, Levacic and Woods (2002b, 2002a) find the concentration of
social disadvantage in a school relative to other local schools has a strong
impact on GCSE improvement over time. These effects may be due to the
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influence of peer groups on aspirations and behaviour, or they may be due
to other processes, such as schools with low proportions of ‘able’ students
finding it hard to attract good teachers.

In the education market, certain categories of student are more valuable
than others. Schools are keen to attract ‘able’ and middle class students, and
girls (especially those from higher achieving minority ethnic groups) have
also come to be seen as an asset (Ball and Gewirtz, 1997). Less popular
schools can become male-dominated, as parents demand single-sex school-
ing for girls more often than for boys. Researchers have documented the
way middle class parents marshal a host of resources to get their children
into their preferred schools. Money, cultural capital, social capital, and
sheer pushiness are all relevant (Carroll and Walford, 1997; Gewirtz et al.,
1995; Glatter et al., 1997; West et al., 1991; Woods et al., 1998; Ball, 2003).
Studies have suggested that this leads to greater social segregation and
polarisation within the school system (Whitty et al., 1998).

But has increased parental choice of school in the UK actually led to
more or less polarisation between schools compared to the previous system
based on stricter catchment areas and ‘selection by mortgage’? (Gorard and
Fitz, 2000). Gorard and his colleagues (Gorard et al., 2003; Gorard and
Fitz, 2000; Gorard, 2003) have carried out research into school segregation
in England and Wales from 1989-2001, focusing on the spread of children
eligible for Free School Meals (FSM). Their ‘Index of Segregation’ is defined
as the proportion of students who would have to change schools for there
to be an even spread of disadvantage between schools within an area of
analysis. For England and Wales, segregation by FSM declined from thirty-
five per cent in 1989 to thirty per cent in 1995, but rose to thirty-three per
cent between 1997 and 2001. Segregation by ethnicity, SEN, and English
as an additional language declined throughout the period. However, social
segregation was greater in areas which contained selective schools.

These findings have been controversial (Gibson and Asthana, 2000,
2002; Noden, 2000, 2002; Gorard, 2000, 2002). Much of the criticism
levelled at Gorard et al. seems to be based on the view that they claim
a causal link between decreased segregation and the introduction of the
quasi-market. However, Gorard et al. acknowledge that their research can-
not isolate the effect of marketisation, and argue that the level of social
segregation is driven largely by social and demographic factors. Several
authors have pointed out the crudity of FSM as a measure of socio-eco-
nomic status (Gorard et al., 2003; Goldstein and Noden, 2003; Brighouse,
2003). A related concern is raised by the possibility that officially ‘non-
selective’ schools, including faith and specialist schools, in fact attract, or
even covertly select, particular social groups. Indeed, many critics of New
Labour’s adoption of the Conservative diversity and choice agenda fear that
the mix of specialist schools, faith schools, academies etc. will recreate the
tri-partite system, both academically and socially.
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Furthermore, the government’s encouragement of faith schools relies
on some assumptions about their academic performance that still need to
be tested. Observers of Catholic schools in the US (Coleman et al., 1982);
(Bryket al., 1993) and in Britain (Grace, 2002) suggest that the relative suc-
cess of these institutions, particularly with some minority ethnic and dis-
advantaged groups, may be dependent upon strong levels of social capital
within such schools and the communities that they serve. Although at least
part of their relative success can be attributed to differences in the academic
quality of their intakes, or different patterns of exclusion and differences in
academic programmes on offer, there may still be a residual effect of ‘com-
munity’, both in-school and beyond school. If, however, that is the product
of the strong ‘bonding’ (within community) capital in such schools rather
than ‘bridging’ (cross community) capital (Putnam, 1995), this potentially
creates a tension between the government’s standards agenda and its inclu-
sion agenda. We therefore urgently need to explore how positive forms of
social capital can be developed in multi-ethnic and multi/non-denomina-
tional schools serving diverse populations.

Much is again made of the apparent capacity of specialist schools to
outperform other secondary schools in terms of their examination per-
formance. Recent Key Stage 4 results show specialist schools as not only
performing relatively better than supposedly comparable non-specialist
schools, but also performing relatively better in official value-added terms
(Jesson and Taylor, 2001; Smith, 2004). This evidence is highly contentious
and has rarely been subjected to adequate peer review in advance (Schagen
and Goldstein, 2002). More rigorous research studies are needed to deter-
mine the validity of the claims on either side and assess the impact of
specialism, selection and resources on the relative performance of specialist
and other schools (Edwards and Tomlinson, 2002).

In the context of the national curriculum, having a curriculum special-
ism may not in itself differentiate schools significantly. The far more seri-
ous threat to the comprehensive ideal comes from the effect that the extra
resources and the cachet of the specialist school label may have on recruit-
ment. The early evidence on FSM eligibility in specialist schools suggested
that the intakes of such schools might well be socially unrepresentative,
though this may be more associated with prior school type than with spe-
cialism per se (Gorard and Taylor, 2001). Others have claimed that, as the
proportion of such schools increases — potentially now to a hundred per
cent — this phenomenon is decreasing (Taylor, 2001).

Given that diversity in secondary education will doubtless remain in
place for the foreseeable future, what is crucial is to prevent legitimate dif-
ferences from becoming unjustifiable inequalities and to stop particular
social groups monopolising particular sorts of schools. However, as there is
evidence that segregation effects increase where larger numbers of schools
are their own admissions authorities (Goldstein and Noden, 2003), this
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would require greater standardisation of admissions criteria and monitor-
ing of their application, moving well beyond the recently introduced coor-
dinated admissions schemes.

Raising standards and educational expansion
Labour has extended the national curriculum, introducing national literacy
and numeracy strategies, now subsumed in an overall primary strategy,
and a Key Stage 3 strategy that will soon become part of a wider second-
ary strategy. The ‘Key Stage’ testing introduced by the 1988 Education Act
has been extended. Schools have been asked to meet ambitious targets for
improved performance at each Key Stage. The combination of testing and
league tables is designed to give schools an incentive to improve their per-
formance. A key aim is to deal with Britain’s long tail” of low achievement
by raising standards at the bottom end of the distribution.

The publication of league tables of school results has formed a key part
of the government’s drive to raise standards. ‘Value added’ tables have been
introduced in order to reflect the fact that schools’ intakes differ in terms
of their prior attainments. The problems associated with ‘value added’
tables have been discussed extensively by Goldstein, and in a Statistics
Commission report (2004)'. A fundamental problem with the value added
scores is that they control only for pupil attainment at the previous Key
Stage, and there are no controls for socio-economic background. Therefore
value added scores should not be seen as a measure of school performance,
yet they have been presented by DfES as showing ‘those schools that per-
form better than other schools in similar circumstances’ (Phipps, 2003).

Government has claimed that the numeracy and literacy strategies have
been highly successful in raising standards. However, it is actually rather
difficult to assess what impact these strategies have had. Bartlett (2004)
has pointed out that, while the percentage of students achieving level 4
in Key Stage 2 English exams increased by ten percentage points between
1998 (when the National Literacy Strategy was introduced) and 2000, there
had been an increase of eight percentage points in the two years preced-
ing the introduction of NLS. If things were already improving before the
introduction of NLS, we cannot be confident that NLS caused the improve-
ment between 1998 and 2000. The data is consistent with the view that
the introduction of testing in itself was instrumental in raising standards,
independent of the NLS. The claim that improvements in maths test scores
are due to the introduction of the National Numeracy Strategy is similarly
questionable (Goldstein, 2003).

Nevertheless, the combination of Key Stage testing and the publication
of schools” KS and examination results has provided a powerful incentive
°. for schools to increase the attainments of their pupils. This is likely to have
", had a very positive impact on pupils at key borderlines such as the C/D
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this level are not seen as a priority, due to the structure of incentives facing
schools (Gillborn and Youdell, 2000), it should not be assumed that this
implies that working class and minority ethnic students would benefit from
the abolition of externally assessed Key Stage tests and GCSEs. While such
tests and examinations can be culturally biased (Mortimore and Whitty,
2000), teachers” own assessments can be affected by responses to the non-
academic characteristics of students such as gender, ethnicity, social class,
perceived character and physical attractiveness (Dusek and Joseph, 1983;
Bennett et al., 1993; Doherty and Hier, 1988).

A particularly important equity gain from the introduction of the National
Curriculum has been the increased participation of girls in mathematics and
science up to GCSE level, which has allowed girls to demonstrate that they
are capable of high achievement in these subjects. The reintroduction of
earlier choice, including that being proposed by Tomlinson (2004), could
undermine these gains. Without real progress towards parity of esteem for
different curricular tracks, early (and relatively uninformed) choice could
also disadvantage working class students and some minority ethnic groups,
as they would be more likely than others to abandon prestigious options.

At GCSE level, there has been a general trend for social class inequal-
ity to reduce over time, as overall attainment levels have increased. For
example, as the proportion of middle class students getting at least one
good GCSE pass has approached a hundred per cent, the middle class rate
of improvement over time has slowed, and working class levels of attain-
ment have caught up (Sullivan et al., 2004). The higher the benchmark of
attainment, the higher the level of social class inequality. So, the social class
gap in getting eight good GCSE passes is greater than the gap in getting five
good passes, which in turn is greater than the gap in getting one good pass.
While all ethnic groups have improved their GCSE performance over time,
patterns of improvement have varied according to ethnicity. From 1992
to 2000, Youth Cohort Study data show all ethnic minority groups except
Pakistanis making more progress than whites.

The expansion of the numbers of students in further and higher educa-
tion (HE) has continued, and tuition fees have been introduced to fund the
expansion of HE. The government’s declared aim is to ‘widen participation’
in HE. However, expansion has been accompanied by increased inequali-
ties between rich and poor individuals (Blanden and Machin, 2004) and
between people from poor neighbourhoods and better-off neighbour-
hoods (Galindo-Rueda et al., 2004). The social class gap has increased in
absolute terms and stayed constant in proportionate terms (Sullivan et al.,
2004). Increased levels of performance at A level, and increased levels of
participation in HE have heightened competition for access to prestigious
universities and courses. Higher Education performance indicators? show a
general pattern for the most academically-selective institutions to be most
dominated by middle class students.
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Educational expansion is generally seen as progressive and as providing
opportunities for groups of people who were previously excluded from
educational participation. However, it is well documented internationally
that increased overall rates of educational participation do not necessarily
lead to a reduction in the association between social class and educational
participation (Shavit and Blossfeld, 1993). The gap between social classes
generally increases in the early stages of expansion, as the middle classes are
able to take up the new opportunities at a faster rate. As the middle classes
approach saturation point, the increase in their rate of participation slows,
allowing the working classes to catch up (Boudon, 1974). Nevertheless, we
have to acknowledge that a qualification diminishes in value as it becomes
near-universal. A qualification that everyone holds has no labour-market
value. So reductions in social class differentials in educational attainment
that are achieved through overall increases in attainment may not have
strong consequences for later social mobility.

Conclusions

We need to recognise the continuing importance of social class as a deter-
minant of educational outcomes. Social class is vastly more important in
this respect than either ethnicity or gender, yet policymakers are far hap-
pier to talk explicitly about gender and ethnicity, and often exaggerate the
importance of gender in particular. Studies which contain no controls for
social class often claim that the differences they describe are net of social
background, but failing to measure social class won’'t make it go away.
Administrative data-sets such as the National Pupil Database need to
include rich measures of social background, rather than just FSM. We can-
not come to informed conclusions on issues such as school segregation and
school effectiveness without better data. Both researchers and policymakers
need to be honest about the limitations of the evidence they are using, and
what the research can and cannot show.

It is therefore encouraging that the government’s five-year strategy for
children and learners begins by highlighting the huge influence of social
class on early development in this country. (This is illustrated with a graph
based on Feinstein (2003) which shows children from higher social class
homes with low test scores at age two overtaking lower social class chil-
dren starting with high test scores by the time they reach age seven). It is
less encouraging that some of the policies for schools advocated later in
the strategy document may exacerbate rather than mitigate the effects of
social class on educational attainment and participation. There is relevant
research evidence on these matters that needs to be weighed carefully rather
than dismissed or ignored on the grounds of its inconvenience for policy.

As well as better data on students, we need better data on teachers.
Research suggests that differences in effectiveness between teachers are
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greater than those between schools, yet most school effectiveness research
has not considered the implications of the possibility that good teachers
are an unequally distributed resource. We agree with Bartlett's (2004) pro-
posal that the government should collect and distribute data on teacher
qualifications and experience in a form that permits cross-analysis with
student demographics and achievement statistics.

Schools in disadvantaged areas face several major obstacles:

= Pupils arrive at school with lower levels of attainment.

= Pupils do not have the same home resources to support learning that
more advantaged children have.

= Social norms within the peer group may be less supportive of learning,
and the wider community outside the school may also lack the kind of
social capital that supports learning. These factors can lead to disruptive
behaviour.

= Schools in disadvantaged areas may lack key resources such as good
teaching staff, especially in shortage subject areas.

Given all these factors, it should come as no surprise that having a high
proportion of FSM pupils in a school is associated with poor OFSTED
scores (Lupton, 2004). We fully acknowledge that it is not acceptable for
schools to use a low socio-economic profile as an excuse for low expecta-
tions and low standards. Nevertheless, judgements on the effectiveness of
schools in disadvantaged areas need to take the obstacles faced by these
schools into account. It is not good enough to control for proportion of
FSM, and then say that all remaining between-schools differences can be
attributed to the school alone. Government policies to raise standards in
schools with high proportions of disadvantaged students need to take
into account the particular problems faced by these schools, and to pro-
vide additional support. For example, Brighouse’s (2003) suggestions that
teachers need greater incentives to work at disadvantaged schools, and that
cuts in class sizes should be focused on disadvantaged children rather than
spread across the whole population, deserve serious consideration.

The concentration of disadvantaged children in particular schools will
also need to be addressed, as the importance of social and academic mix
to both the standards and the inclusion agendas is widely recognised by
researchers. There are still too many schools in urban areas which have
been colonised by particular social groups either deliberately or by default.
The recent recommendations on school admissions from the House of
Commons Select Committee (2004) could at least reduce the abuses that
exacerbate this effect.

Nevertheless, we need to be realistic about the impact of education pol-
icy on social inequalities. Government needs to acknowledge that schools
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cannot compensate for society. Educational policies alone are never likely
to eradicate class inequalities in educational attainment. Policies to reduce
inequalities in the distribution of income may have a greater impact on
educational inequalities than educational policy can (Robinson, 1997). It
should be borne in mind that a reduction in educational inequalities will
not automatically lead to more equal social mobility chances. Especially
in the cases of ethnic and gender inequalities, inequalities in the labour
market need direct attention. Women and minority ethnic groups have
made great strides in terms of educational attainment, yet still suffer clear
labour market discrimination. An exclusive focus on education policy will
not resolve this problem.

Finally, even the focus on social mobility may be questionable as the
primary policy aim, since high levels of social mobility can co-exist with
extreme inequalities in standards of living which may have equally damag-
ing social consequences.
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5 Understanding recent trends in income
inequality
Alissa Goodman, Jonathan Shaw and
Andrew Shephard

Since the mid-1990s, Britain has experienced an unusual combination of
slightly rising income inequality and falling relative poverty. This paper sets
out the main changes in the income distribution making this combination
come about, and discusses some of the drivers of these trends, including
changes in the underlying distribution of income, employment changes,
and tax and benefit changes.!

All the figures in this Note rely on household income data derived
from the latest official Households Below Average Income (HBAI) statistics
(Department for Work and Pensions, 2004). These tell us about the extent
of income inequality in Great Britain up to and including the financial year
2002-3.

Most of the analysis uses weekly household income from all sources,
including benefits and net of direct taxes (income tax, National Insurance
and council tax) as a measure of living standards. In order to understand
the drivers of change, we also consider a measure of gross income, mea-
sured before benefits and tax credits are received, and before direct taxes
have been paid. All incomes are calculated using information collected
from the annual Family Resources Survey (FRS), a representative survey
of around 45,000 people in 25,000 households in Great Britain.? In all
cases we consider incomes before housing costs have been paid for (often
referred to as BHC income).

It should also be noted that incomes are measured at the household
level, and have been equivalised to take into account family size and
composition, using the McClements equivalence scale. All incomes are
expressed as the equivalent income for a couple with no dependent chil-
dren and in average 2002-3 prices.

Income inequality in Britain: how unequal are we?

There is considerable inequality in the distribution of income in Britain.
Figure 5.1 shows a picture of the distribution of income in 2002-3, with the
population divided into ten pound bands of net equivalised income. The
alternatively shaded light and dark sections represent tenths of the popula-
tion, or decile groups. The degree of inequality can be seen from the skewed
shape of Figure 5.1. Roughly two thirds of the population have household
incomes below the mean, whilst there is a long tail of high incomes - with
more than a million individuals above £1,100 per week, the point at which
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Figure 5.1 The income distribution 2002-3
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Note: Incomes have been measured before housing costs have been deducted
Source: Authors’ calculations using Family Resources Survey, 2002-3.

this graph has been truncated.

A wide range of indicators can be used to summarise the degree of
inequality represented by the above distribution. Table 5.1 shows a num-
ber of these, revealing a considerable degree of inequality in after tax, net
incomes. In particular, it is interesting to note that the top one per cent of
the net income distribution accounts for eight per cent of the total income,
a share eight times higher than their population share would suggest, whilst
the top ten per cent see almost thirty per cent of the total equivalised, after
tax income. Of course these inequality indices are more meaningful when
set into context. Below we set out some of the main changes over recent
years.

Before proceeding, it is worth noting that we will be adopting a rela-
tive notion of inequality in our discussion of income inequality. This
means that should all incomes increase or decrease by the same propor-
tional amount, we would conclude that income inequality had remained
unchanged. In other words, it is relative, rather than absolute, income dif-
ferences that we consider here.
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3 Using the
data avail-
able to us for
this analysis,
year-on-year
changes in
the Gini coef-
ficient are
rarely large
enough rela-
tive to their
standard
error to be
statistically
significant.
Since 1979,
year-on-year
changes in
the Gini have
only been sig-
nificant at the
five per cent
level on four
occasions:
between 1984
and 1985,
1986 and
1987, 1987
and 1988,
and 1989 and
1990.

Table 5.1 Summary inequality statistics, 2002-3

Net equivalised income

Share of top 1% 8.0%
Share of top 10% 27.7%
Share of bottom 10% 2.8%
Share of richest 20%/share of poorest 20%' 5.6
'90/10" ratio 4.0
"75/25" ratio 2.1
Gini coefficient 0.344

Note: Household incomes have been equivalised and are measured before housing costs have been
deducted.

1 See Box 5.1 (p.82) for international comparisons based on this measure.

Source: Authors’ calculations using Family Resources Survey 2002-3.

What has happened to income inequality?

Income inequality rose rapidly in this country over the 1980s; subsequently
we have returned to a pattern of fluctuating inequality, but the high over-
all levels of inequality inherited from the 1980s have shown little sign of
being reversed. The most commonly used summary measure of inequality
is the Gini coefficient. The Gini coefficient is a popular measure of income
inequality that condenses the entire income distribution into a single num-
ber between zero and one: the higher the number, the greater the degree of
income inequality. A value of zero corresponds to the absence of inequality,
so that having adjusted for household size and composition, all individuals
have the same household income. In contrast, a value of one corresponds
to inequality in its most extreme form, with a single individual having com-
mand over the entire income in the economy.

The period of the Labour government has been one characterised by
slightly rising inequality over the first two years of the first term as mea-
sured by the Gini coefficient (see Figure 5.2), and slight falls in inequality
over the most recent two years for which we have data. The decreases in
inequality over the last year and over the last two years are not statistically
significant,® but the rise in inequality over the entire period 1996-7 to
2002-3 (from a Gini coefficient of 0.33 to 0.34) is statistically significant
at the five per cent level. This means that there is less than a one in twenty
chance that inequality has not changed since 1996-7.

While the increase in inequality since 1996-7 is not historically large
(for example, between 1979 and 1990, the Gini increased from 0.25 to
0.34), the level certainly is. Indeed, since 1998-9, inequality as measured
by the Gini coefficient has been at its highest level since at least 1961.
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Figure 5.2 The Gini coefficient, 1979 to 2002-3
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Note: The Gini coefficient has been calculated using incomes before housing costs have been deducted.
Source: Authors’ calculations using Family Expenditure Survey and Family Resources Survey,
various years.

Meanwhile, Box 5.1 provides some European comparisons of income
inequality.

Alternative measures of inequality

The Gini coefficient is only one possible measure of inequality. There are
additionally a number of alternative inequality indices, which similarly
consider all points in the distribution, which display the same pattern of
rising income inequality since 1996-7.4 However, there are also other pop-
ular measures which measure income inequality by comparing incomes at
different percentile points in the distribution - for example, at the nineti-
eth and tenth percentile points (the 90/10 ratio). Figure 5.3 demonstrates
that income growth at the tenth and ninetieth percentile points have been
of roughly equal magnitudes since 1996-7, and so inequality as measured
by the 90/10 ratio remains approximately constant over this period (the
income of the individual at the ninetieth percentile point is roughly four
times that of the individual located at the tenth percentile point).

If we are genuinely concerned about the accuracy with which the
incomes of the poorest and the richest individuals are recorded, then a per-
centile ratio that does not take into account the richest and poorest individ-
uals may seem desirable as a measure of income inequality. However, the
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Box 5.1 European comparisons of income inequality

The graphs below show levels of inequality in the EU. They show the total
income of the richest twenty per cent of individuals expressed as a multiple
of the total income of the poorest twenty per cent; the higher is this number,
the greater is inequality, with a value of one indicating complete equality. In
the UK, for example, the richest twenty per cent of individuals had a total
income that was approximately five times that of the poorest twenty per
cent. Over the period 1996-2001, inequality on this measure either stayed
the same or fell in most countries; the only notable increase occurred in
Finland. So even though there has been little change in inequality in the UK
over this period, its ranking appears to have deteriorated from sixth-worst
to fourth-worst amongst the fifteen EU countries.

European inequality compared, 1996
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Note: Data for Sweden are for 1997 and 2001.

Source: Eurostat Structural Indicators, table SC010 (europa.eu.int/comm/eurostat/newcronos/queen/
public/xml/theme0/strind/socohe-csv.zip).
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change in inequality we observe will be sensitive to the choice of percentile
points: if we were, for example, to consider the 95/5 ratio, then we would
observe an increase in inequality. By contrast, the 75/25 ratio, like the 90/10
ratio has fallen over this time (see Figure 5.2). Furthermore, this measure
ignores all the information contained in the middle of the income distri-
bution - one of our motivations for considering the Gini as an inequality
measure is that it takes into account all points in the distribution.

Figure 5.3 Income ratios, 1979 to 2002-3
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Note: Incomes measured before housing costs have been deducted.

Source: Authors’ calculations using Family Expenditure Survey and Family Resources Survey, various years.

The drivers of inequality change

Although the inequality indices shown in Figures 5.2 and 5.3 have shown
only small changes in inequality in recent years, such summary statistics
mask some important changes to the distribution of incomes, which have
been driving these changes.

Rising inequality at the extremes, growing equality in incomes inbetween

First, it is important to note that the slight increase in inequality detected
when using inequality measures which capture all points in the distribu-
tion has been driven by changes at the very top and very bottom of the
distribution: in between if anything, incomes became a little more equal.
This point is illustrated by Figure 5.4, which shows how income has grown
at ninety-nine percentile points in the income distribution, with the dif-
ferently shaded sections corresponding to different income decile groups.
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Figure 5.4 Real income growth by percentile point, 1996-7 to
2002-3

average annual income gain (%)

10 20 30 40 50 60 70 80 90

percentile point

Notes: The change in income at the first percentile is not shown on this graph. Incomes have been
measured before housing costs have been deducted.

Source: Authors’ calculations using Family Resources Survey, various years.

This graph gives a much more detailed impression about how the entire
distribution of incomes has been changing.

Between about the fifteenth percentile point and the eighty-fifth percen-
tile point, it is generally the poorer individuals who have gained most over
the period, and this would be consistent with falling inequality. This is also
consistent with the falling rates of relative poverty, particularly amongst
families with children that we have seen in recent years (see Brewer et al.,
2004). However, it is the behaviour outside of this range that is more dra-
matic, and the likely cause of the increase in income inequality as measured
by the Gini coefficient.

The changes at the very top of the income distribution are quite strik-
ing. Beyond the eighty-fifth percentile point, income growth between the
two years we have chosen for comparison is generally increasing in income,
with a spike at the ninety-ninth percentile point where annual income
growth stands at 4.2 per cent - higher than at any other percentile point.
This growth in the top one per cent of incomes is confirmed by other recent
research examining changes in the incomes of the rich using data from
income tax returns (see, for example, Atkinson (2003)). Although we do
not know for sure exactly what explains this rapid growth in top incomes
- which started during the 1980s and has continued over the 1990s - some
possible explanations include changes in the nature of executive remunera-
tion, and the dynamic effects of the cut in top rates of income tax over the
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1980s on capital accumulation (see Atkinson (2003) for Britain and Piketty
and Saez (2003) for the US).

The changes in incomes amongst the poorest are even less well under-
stood. For individuals below approximately the fifteenth percentile point,
income growth since 1996-7 is lower, the poorer is the individual; for the
first and second percentile points, the HBAI methodology suggests that
growth is actually negative. However, it is difficult to disentangle genuine
trends from measurement error in incomes at the very bottom of the dis-
tribution. Income levels amongst the bottom one per cent of the income
scale, in particular, appear to be especially unstable from year to year, and
are most likely very unreliably measured. In addition, we must recall that
the annualised income growth rates given at the various percentile points of
the income distribution are sample statistics. As such, they have a sampling
variance attached, and so even in the absence of any measurement error, it
is possible that the ‘true’ changes could be quite different. This is particu-
larly the case at both extremes of the distribution, where the confidence
intervals are quite wide (the wider is the confidence interval, the lower is the
precision of the estimate), and in contrast to the richest group of individu-
als, there does not exist any administrative data for the poorest households
against which we can corroborate what we observe in the HBAI data.

However, the fact that income growth has been lowest amongst the bot-
tom fifteen per cent is unlikely to be purely a measurement phenomenon.
A number of other explanations are possible. For example, some individuals
may not be taking up all the benefits to which they are entitled. This may
be because their incomes are only temporarily very low; alternatively, it may
be because of more serious take-up issues, as the reach of means-testing has
been extended over the period.> While it may not necessarily be due to non-
take-up, total benefit income accruing to the bottom income decile group
has barely risen in real terms over the period in question, averaging about
0.3 per cent a year. By contrast, benefit income growth in the second decile
group has been stronger, averaging over two per cent a year. It is clear that
more research is required to understand the underlying causes better.

A comparison with the 1980s
It is important to realise that the increase in inequality seen since 1996-7 is
very different in nature from that observed over the 1980s, when inequality
also increased. Figure 5.2 has already shown the large increase in the Gini
coefficient over this period. In Figure 5.5, we now show the real income
growth by percentile point under Margaret Thatcher. To aid comparison,
a line has been superimposed that shows the associated percentile point
growth under Blair as illustrated in Figure 5.4.

Almost without exception, over the period 1979 to 1990, the higher is
income, the greater is income growth; if we instead looked at income over
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Figure 5.5 Real income growth by percentile point, 1979 to 1990

Blair 1996-7 to 2002-3

average annual income gain (%)

-1 percentile point

Notes: The change in income at the first percentile is not shown on this graph. Incomes have been
measured before housing costs have been deducted.

Source: Authors’ calculations using Family Expenditure Survey and Family Resources Survey, various
years.

the period from 1984 to 1990, then this pattern would be even more pro-
nounced. Individuals located in the lower decile groups have fared consid-
erably better in recent years than they did in the 1980s. Clearly, therefore,
the nature of increasing inequality over the 1980s is very different from that
of the increased inequality since 1996-7.

Increasing inequality, yet increasing redistribution
We noted above that in the interval between the fifteenth and eighty-fifth
percentiles, incomes became, if anything, somewhat more equal during the
period of the Labour Government. An important driver of this has been the
effect of government tax and benefit reforms. One way of assessing the contri-
bution of government tax and benefit policies on inequality is to ask how the
change in income inequality we have observed compares with what would
have happened if the tax and benefit system had remained unchanged.

Since we do not observe the distribution of income under an unchanged
tax and benefit system over time, simulation techniques are necessary. Here,
we use the IFS tax and benefit model, TAXBEN, to calculate what incomes
would have been under an appropriately uprated April 1996 tax and benefit
system.® From this calculated income series, the Gini coefficient and other
inequality measures may be constructed.

In Figure 5.6, we compare the actual Gini coefficient from 1996-7 to 2002-3
and the simulated Gini under the uprated April 1996 tax and benefit system.”
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Figure 5.6 Simulated and actual net income Gini coefficient
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Notes: Incomes have been measured before housing costs have been deducted. Simulated income
series has been calibrated to align it to the actual income series.

Source: Authors’ calculations using Family Resources Survey, various years.

Our analysis here suggests that from 1996-7 to 1999-2000, the tax and ben-
efit reforms of the Labour government did little to affect inequality compared
with what would have been observed if they had simply uprated the April
1996 system.

That the government did little to alter the course of income inequality
through changes to personal taxes and benefits in its first few years is not
surprising, since Labour’s early Budgets contained relatively few redistribu-
tive measures affecting incomes before 2000-1.8 However, since 2000-1,
there has been a notable departure between the actual pattern of inequal-
ity and the simulated pattern under the April 1996 system.’? This coincides
with the introduction of large increases in means-tested benefits and tax
credits, particularly those aimed at families with children and at pensioners
(for a summary, see Brewer, Clark and Wakefield (2002)). While the actual
level of inequality as measured by the Gini coefficient is similar in 2002-3
to what it was three or four years earlier, the simulations suggest that the
Gini coefficient would have increased considerably if the tax and benefit
system had remained unchanged.®

Our analysis suggests that the redistributive measures of the present
government have reduced the increase in inequality that we would oth-
erwise have seen. But it is sobering to note that even the relatively large
redistributive programme introduced by Labour since 1997 has only been
sufficient to just about halt the growth in inequality, and certainly not to
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reduce it. The orders of magnitude involved are also instructive: the tax and
benefit measures introduced under Labour have lowered the growth in the
Gini coefficient by around one and a half percentage points; this compares
with the total increase in income inequality over the 1980s and 1990s (up
to its peak in 2000-1) of around ten percentage points, or around six times
the magnitude.

What has happened to the underlying distribution of incomes?
The fact that tax and benefit reforms have contained what would otherwise
have been a considerably bigger increase in inequality of net incomes is con-
sistent with the hypothesis that the underlying distribution of incomes has
become more unequal over recent years. However, further analysis suggests
the distribution of household pre-tax, non-benefit income has not become
more unequal since 1996-7. Figure 5.7 shows the pattern of change in the
Gini coefficient for gross income, i.e. household equivalised income mea-
sured before tax, and not including benefits.! For comparison, Figure 5.7
also shows the actual and simulated Gini coefficients for net income.
While incomes other than those from the state are much more unequally
distributed than net incomes - the overall effect of direct taxes, tax credits and
benefits is to redistribute from richer to poorer households - the main point
to be taken from Figure 5.7 is that inequality in this measure of income has
not risen over the period in question, but instead has remained flat.

Figure 5.7 Gross and net income Gini coefficients
0.52
gross income Gini
0.47
0.42
simulated Gini
0.37 under 1996-7 system
/ actual net income Gini
0.32 T T T T T T T
1996-7 1997-8 1998-9 1999-00 2000-1 2001-2 2002-3
Notes: Negative gross and net incomes are both set to zero. Both net and gross income series have ‘SPI
adjustment’ applied. Non-SPI adjusted figures are available from the authors.
Source: Authors’ calculations using Family Resources Survey, various years.
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That the gap between the gross and actual net income Gini coefficients
(illustrated in Figure 5.7) has remained more or less constant over time, despite
the increasing progressivity of the tax and benefit system is due to the stage in
the economic cycle of our period of analysis, and in particular due to the falling
unemployment over this time. During periods of falling unemployment, the
amount of redistribution effected by a given tax and benefit system will tend to
decline. However, progressive tax and benefit reforms have worked in the oppo-
site direction, keeping the amount of redistribution done roughly constant.

Although overall inequality in household equivalised gross incomes has not
gone up, the distributions of some specific sources of household income have
continued to become more unequal in recent years. Figure 5.8 shows the Gini
coefficient for each of the major income sources making up total gross income.

As Figure 5.8 shows, some sources of income are much more unequally
distributed than others. For example, the distribution of household sav-
ings and investment income is very unequal compared to other sources
of income. This is because most households who have savings and invest-
ment incomes receive only very small amounts of income from their sav-
ings, but there are also a significant number of households receiving very

Figure 5.8 Gini coefficients for gross income sources
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Notes: Income sources are equivalised, and measured at the household level. Sources with zero values
are not included in individual source Gini calculations, but are included in the calculation of total gross
income; Self-employment incomes include negatives where losses are incurred. Total gross income
measure contains ‘SPIl-adjustment’ for richest households, but individual sources have not been
adjusted for under/over reporting of the richest. Income sources excluded (referred to as ‘other’ income
in Table 5.2) account for two per cent of total household income.

Source: Authors’ calculations using Family Resources Survey, various years.
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Table 5.2 Share of total income, by income source, 2002-3

Share of gross Share of net
equivalised income equivalised income
Earnings 76% 61%
Benefits - 17%
Self-employment 1% 10%
Private pensions 7% 6%
Savings and investments 4% 4%
Other 2% 3%
Total 100% 100%

Notes: Income shares calculated on basis of non-SPI adjusted gross and net incomes. Net income
shares calculated before the deduction of council tax. The share of total income made up by different
sources has been relatively stable since 1996-7.

Source: Authors’ calculations using Family Resources Survey, 2002-3.

large investment incomes. Self-employment incomes are also relatively
unequally distributed. However these sources of income each make up a
relatively small share of total gross income compared to earnings (Table
5.2). Household earnings are the most equally distributed income source.

Although a rise in inequality in one source of income does not neces-
sarily imply an increase in overall inequality (since its contribution also
depends on how this source of income is correlated with total income, and
its share in total income), looking at how inequality in different income
sources has changed is informative. In particular it highlights the fact that
the distribution of equivalised household earnings, which makes up the
biggest share of household income became slightly more unequal during
the period of the Labour government. Reasons why such widening earnings
inequality has continued over the 1990s and early 2000s are particularly
associated with increases in the relative demand for more educated work-
ers (see Machin (2003)), but have also been associated with other factors,
such as changes to ‘social norms’ regarding top pay (see Piketty and Saez
(2003), who put this forward as a possible explanation for recent changes
in the income distribution in the US). Self-employment incomes have also
become somewhat more unequal over this time.

Conclusions

Since the mid-1990s, Britain has experienced an unusual combination of
slightly rising income inequality and falling relative poverty. This combi-
nation has arisen because of two trends: over the majority of the income
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distribution, growth in income has been slightly stronger amongst poorer
individuals than for those located further up the income scale; but in the
richest and poorest decile groups, the pattern is reversed, thereby increas-
ing inequality. We have shown that this pattern of change is quite different
from that of the 1980s, when incomes widened across the whole popula-
tion and relative poverty rates grew rapidly.

The government has played an important role in making this unusual
combination come about. Our analysis has shown that tax and benefit
policy has kept the lid on what would otherwise have been a considerably
bigger growth in after tax income inequality. Most notably, increases in
means-tested benefits and tax credits directed towards low-income pen-
sioners and families with children mean that some of the largest gains in
income have been seen in the third decile of the distribution. Increases in
employment rates have also contributed to this.

Although without Labour’s tax and benefit reforms, the distribution of
net incomes would have become more unequal than has occurred, inequal-
ity in income before taxes and benefits has remained relatively stable
over this time. But inequality in some specific components of household
income, most notably household earnings and self-employment has con-
tinued to rise slightly.

Redistribution through taxes and benefits, together with employment
growth, has also put child poverty rates on a firm downward path. It looks
as if the government is on course to meet its existing target to cut relative
child poverty by one quarter by 2004-5. Pensioners have also seen their
relative position continue to improve and, as a group, they are no longer
any more likely to be poor than non-pensioners, measuring incomes after
housing costs.

But not everyone has gained to the same extent. As we have shown, across
the whole population, the incomes of the bottom fifteen per cent of the popu-
lation have, on average, risen more slowly than those of the rest of the popu-
lation. Perhaps as a result of this, our other work has shown that the poverty
gap, which measures the depth of poverty amongst those who remain poor,
has not become any smaller as poverty rates have declined. The declines in
poverty are also limited to the government'’s favoured groups: relative poverty
rates amongst those under pension age who are not parents — a group that
includes almost two-fifths of the population - have not decreased, although
they remain lower than poverty rates for children (see Brewer et al., 2004).

How much will be achieved by the next set of government poverty tar-
gets? Achieving further big relative poverty reductions (which are required
by the new poverty targets) through tax and benefit changes remains a for-
midable task. Government policy is also likely to try to make the underly-
ing income distribution less unequal - for example, through investments in
education and other policies aimed at improving the life chances of people
from low-income backgrounds. More work is required to understand how
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large an impact this is likely to have both on the poverty measures targeted,
and on income inequality, and the timescale required.
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6 Pay inequality and gender

Susan Harkness

In April 2004 the gender gap in pay stood at a recorded low of eighteen per-
centage points for full-time workers.! Since 1990 the pay gap has narrowed
considerably, with the gap falling by six percentage points. This is a dramatic
change since the early 1970s, when women working either full or part-time
earned on average forty per cent less than men; and a substantial improve-
ment since the early 1990s when the full-time pay gap stood at twenty-five
per cent. For women working part-time however, progress has been much
slower with the pay gap standing at a massive forty per cent for over a
decade. This chapter documents changes in women's relative earnings over
recent decades, paying particular attention to changes in gender (in)equality
that have occurred since the Labour government came to power in 1997. It
starts by looking at what has happened to the aggregate, full-time and part-
time gender earnings ratios since the late 1970s. It then goes on to look at
how the experiences of different groups of women have varied over time.
Five key issues are focussed on and these look at women at different points
of the wage distribution, with different levels of education, of different ages,
from different generations and with and without children.?

While no policies have been introduced to directly tackle the problem of
the gender pay gap since the late 1970s,3 since 1997 a series of policy reforms
have been introduced which are likely to have disproportionately affected
women. Policy reforms have included the improvement of maternity, pater-
nity and family leave provision, the introduction of the minimum wage, the
extension of rights for part-time workers and the encouragement of large
employers to undertake pay audits. At the same time there have been other
longer-term changes that have affected women's relative labour market
performance. Of particular importance is the change in educational attain-
ment of girls and boys. Throughout the 1980s and 1990s the educational
gap between girls and boys has been closing, with girls outperforming boys
at school across the board by the end of the 1990s. Today more girls than
boys enter university, while significantly fewer leave school without any
qualifications.* A second important change is that women are increasingly
having fewer children and giving birth at a later age. This, together with the
fact that women are increasingly likely to work when they have young chil-
dren, means that they now have fewer and shorter career interruptions. For
more recent generations of women therefore differences in work experience
should be a decreasingly important factor in explaining the pay gap.

The labour market contexts in which these changes have taken place
are also important. First, since the late 1990s, high levels of employment
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have been attained for the population as a whole, although employment
growth has been particularly rapid for lone parents and mothers with
children under five (Gregg and Harkness, 2003). Second, while it is well
known that wage inequality grew rapidly throughout the 1980s, recent
studies show that inequality continued to increase in the 1990s albeit at
a slower rate. Studies suggest that those at the top of the wage distribu-
tion have ‘broken away’ from the rest with extremely rapid wage growth.
However, while throughout the 1980s the lowest paid were continually
falling behind those in the middle of the wage distribution, since the
mid-1990s this erosion in the relative wages of low paid men has halted
its decline. Finally, there has been a continued decline in manufacturing
sector employment and a rise in employment in the service sector. Goos
and Manning (2003) argue that changes in labour market demand have
led to a growth in ‘lovely and lousy’ jobs. In particular they argue that
jobs in the middle ‘job quality’ deciles have seen falls in their job shares,
while there have been sharp increases in demand for those employed in
the top and very bottom job quality deciles. As these bottom deciles are
typically made up of ‘female’ service sectors jobs (including cleaners, hair-
dressing, sales assistants, beauticians, checkout assistants and waitresses)
this expansion in demand is likely to have benefited some of the lowest
paid women.

Changes in the aggregate, full-time and part-time pay gap

Since the 1990s the pay gap has closed substantially for those working
full-time. This is shown in Figure 6.1, which plots the ratio of hourly
earnings for all women employees, and for those working full and
part-time, relative to the average full-time hourly male wage. Two data
sets are used, the General Household Survey (GHS) and the Labour
Force Survey (LFS). For full-time working women relative earnings have
increased from just over sixty per cent in 1974 to eighty-two per cent in
2004. This change had two main phases: first pay increased substantially
around the time of the 1975 Sex Discrimination Act, reaching seventy
per cent by 1982, where after the ratio remained stable until 1991; since
1991 the ratio has seen a continual and sustained climb.” For women
working part-time, however, relative pay has changed little over the last
thirty years. In both 1974 and 1998 women working part-time earned
just over sixty per cent of the average full-time hourly male wage.® Data
from the LFS suggest a slightly higher earnings ratio for part time work-
ers,” but does not indicate a significant improvement in relative earnings
since 1992. While the hourly pay gap for full-time workers has nar-
rowed, because men on average work longer hours than women, the gap
in earnings is larger and the improvement in pay smaller when weekly
or annual measures of earnings are used. In 2004 the earnings ratio falls
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Figure 6.1 Changes in the gender earnings ratio, 1974-2004
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from 82.1 for hourly earnings to 75.5 per cent for weekly earnings and
72.1 per cent for annual earnings.

Recent studies show that little of the difference in pay between men
and women working full-time can be explained by differences in measur-
able characteristics (see Harkness 1996).8 In particular Harkness finds that
differences in human capital only account for a substantial part of the full-
time pay gap for older women working in the 1970s. By the 1990s, human
capital differences did little to explain the gap at any age. At any point in
time therefore the majority of the full-time pay gap is attributable to differ-
ences in ‘unobserved’ characteristics (such as ‘effort’) and ‘discrimination’.
These findings also suggest that the recent decline in the full-time pay gap
must primarily have resulted either from a reduction in ‘discrimination” or
a convergence in unobserved characteristics of male and female full-time
employees (for example, as a result of increased labour market attach-
ment of women). For part-time workers however there is little evidence
of direct discrimination. Indeed differences in observed characteristics
explain almost all the gap in pay between those working full and part-time
(Harkness 1996; Manning and Petrongolo 2004). According to Manning
and Petrongolo a typical part-time employee has a low level of education,
has a partner and young and numerous dependent children and works in
a low-level occupation.
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The Pay Gap: The wage distribution and differences by education

The wage distribution

While full-time working women'’s average earnings caught up with those of
men by a substantial amount in the 1990s and early noughties, changes at
the mean may disguise differences among subgroups of workers or varia-
tions in progress at different parts of the wage distribution. An analysis of the
full earnings distribution for men and women shows just how much earn-
ings have converged over the last decade. What is remarkable is the extent to
which by 2001-2 the earnings distribution of full-time working women has
collapsed onto that for men. For part-time workers, inequality has risen (as
it also has for men and women working fulltime). However the women dis-
tribution remains mainly at substantially lower wages than that for men.

An analysis of the relative earnings of men and women across the wage
distribution allows us to compare the richest and poorest men and women.
It shows that the lowest paid full-time working women have higher relative
earnings than women higher up the wage distribution, and that they have
seen the most substantial improvement in their relative pay. These low paid
women (in the bottom decile of the earnings distribution) are predomi-
nantly young (one-third are under twenty-two), two-thirds work part-time,
half have O levels or GCSEs or under, forty per cent have two or more chil-
dren and the vast majority (over ninety per cent) work in the service sector.
The improvement in their relative earnings may reflect the fact that those in
low paid service sector and non-routine occupations have seen an increase
in demand for their labour (Goos and Manning), while the minimum wage
may also have boosted their relative pay as disproportionately more low-
paid women than men benefited from its introduction.

At the other end of the wage distribution, women are doing less well.
While relative pay has improved continually for women at all points of the
wage distribution, for women at the top the improvement is less marked
and the gender pay ratio starts to decline beyond the 80th percentile. This
is a relatively recent change and may reflect the fact that women have not
been party to the ‘take off’ in earnings observed for men at the very top of
the wage distribution.

Education

Differences observed across the wage distribution suggest that there may
also be important differences in earnings between men and women with
different levels of education. In the past it has historically been the case
that the pay gap has been smaller for more educated women. This could
be explained by the fact that those women who had decided to stay on in
education were likely to exhibit a high degree of labour market attachment.
Figure 6.2 shows how the pay gap has changed over time for all women and
for those working full-time with (i) less than five O levels or GCSEs, (ii)
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Figure 6.2 Changes in the pay gap by education
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more than five O-levels or GCSEs but fewer than two A levels, (iii) two or
more A levels but less than a degree, and (iv) a degree or higher. For women
with degrees or higher education the pay gap is high, at between seventy-
five and eighty per cent, throughout the twenty-five years period for which
we have data. However there is little improvement in the relative earnings
of these women. On the other hand for those with lower levels of qualifica-
tions the pay gap has steadily decreased from around sixty-three per cent to
seventy-seven per cent. Looking only at those working full-time, a similar
pattern is observed although and the pay ratios are slightly higher. Over the
last two decades, and in particular over the 1990s and early noughties, the
biggest gains in relative earning have been for the less well educated. One
explanation for this may be that while highly educated women have always
had high rates of employment, if employment rates are also rising among
less educated women then their relative wages may rise. Employment data
does not however support this explanation. Full-time employment rates of
the less educated remain far behind those of women with higher education.
Moreover there is no catch-up over the decades. Less skilled women are
much more likely to work part time, although there has been some rise in
part time work among better qualified women (although not among those
with degrees). That there has been no gain in employment suggests that the
main explanation of the observed rise in relative earnings for less educated
workers reflects the growth in demand for low-skilled non-routine service
sector labour, and policy changes such as the minimum wage which have
disproportionately benefited these women.

Wages, age and year of birth

Wages and age

Historically the gender pay gap has widened with age. One plausible explana-
tion for this may be that women’s earnings fall behind those of men with age
because the difference in years of work experience gained widens as a result
of career interruptions. An alternative explanation might be that women fall
increasingly behind over time because they have are less likely to be pro-
moted, so that while male wages tend to increase with age for women this
rate of increase is likely to be much slower. In 1979-80, wages were similar
for all at the time of labour market entry (around age twenty), but for those
just five years older a substantial pay gap had emerged. Indeed while male
earnings grew with age up to their mid to late-thirties, for women earnings
had peaked by the age of thirty for those working full-time and by twenty-five
for those working part-time. This pattern has however changed over time as
male and female earnings have converged. By 2001-2 the earnings of full-
time working women aged under thirty were similar to those of young men
and only after the age of thirty does a notable difference in wages emerge
(with male earnings growing with age up until forty-five, while for women
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working full-time earnings peaked by around thirty-five). For women work-
ing part-time some increase in earnings occurs with age, although at all ages
earnings are far behind those of full-time employees.

While the pay gap for women working full-time tends to increase with
age, the rate at which it increases had slowed substantially by 2001-2.
Between 1979-80 and 2001-2 there was a substantial rise in the relative
earnings of women at all ages, but the biggest gains were concentrated on
women in their thirties. Thus while in the 1970s women in their twenties
working full-time earned around seventy-five per cent of the male wage,
this proportion fell to sixty-five per cent for those in their thirties and for-
ties. By 2001-2 full-time women in their twenties earned as much as men,
while those in their thirties earned ninety per cent of the male wage and
those over forty earned around eighty per cent of the male wage. For part-
time workers, earnings are low relative to male wages at all ages, other than
for the very young, because part-time earnings do not tend to rise with
age.

There are several plausible explanations for the catch up of female to
male earnings. First women’s earnings may have caught up with those of
men because women are now more attached to the labour market. Changes
in patterns of fertility and employment mean that women now have fewer
and shorter career breaks, and this may mean that as women age they fall
behind men in the labour market more slowly. Full-time employment rates
rise substantially for those aged between twenty-five and fifty-five, with the
largest gains in employment for women in their thirties. This supports the
hypothesis that increased work experience may have helped reduce the pay
gap.

A second explanation for the observed change in the age related pay
gap may be that differences in skills between men and women have been
narrowing. In particular girls have caught up boys in terms of their edu-
cational attainment. The latest figures for England in 2003-4 show that
forty-nine per cent of boys achieved five or more GCSEs at grades A* to C
compared to fifty-nine per cent of girls. Andrews et al. (2004) argue that
girls overtook boys after the introduction of the GCSE examination system
in 1988, and that this change alongside other educational reforms may
have favoured girls. Among those entered for A levels, girls do better too:
in 2003-4 ninety-three per cent of girls entered for A levels achieved two
or more passes compared to ninety-one per cent of boys. While this gap
is small compared to that for achievement at age sixteen, girls have done
better than boys throughout the 1990s. This improvement in the relative
education of girls would be expected to lead to a narrowing of the pay
gap among the young over recent decades. A third explanation for the
observed catch-up in pay may be that successive birth cohorts are entering
the labour market with different attitudes towards work and families, with
greater labour market attachment and greater equality at home. Thus while
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earlier generations of women fell behind men because of longer and more
frequent career interruptions associated with child birth, more recent gen-
erations may be closing the gap with men because they have more similar
employment profiles. This may be expected to lead to improved relative pay
over time, and these changes may be expected to persist across generations.
These generation effects are explored in greater detail below.

Changes across generations

In this section we look at how earnings of women have evolved with age rel-
ative to men for those born in five different birth cohorts (1935-9, 1945-9,
1955-9, 1965-9 and 1975-9). As we only have data for 1974-2002, we are
unable to observe full wage-age profiles for each of our cohorts. Instead we
observe wages from ages thirty-six to fifty-nine for the 1935-39 cohort and
from age sixteen to twenty-seven for the 1975-9 cohort. For the interven-
ing cohorts we observe more complete data and are therefore able to make
some comparisons across cohorts. For the oldest birth cohort (1935-9)
we first observe wages at the age of thirty-five. For this cohort by the age of
thirty-five a substantial gap in earnings had emerged. Wages continue to
grow with age (and time) and substantial gender differences in earnings
remain. For the 1945-9 and 1955-9 birth cohorts we are able to observe
a slightly longer series of wage data. For the 1945-9 cohort large wage
differences are observed at all ages for which we have data (i.e. from age
twenty-five to fifty-nine onwards). From the 1955-9 cohort on we begin to
observe wages on entry to the labour market and interesting wage patterns
emerge. In particular we see that for the 1955-9 cohort labour market entry
wages (at around ages sixteen to twenty) are similar for men and women.
However a pay gap emerges by the time these women reach their early twen-
ties, and carries on widening beyond the age of thirty for those working
full-time. For those working part-time wages fall behind at an earlier age,
as earnings grow much less rapidly with age or time. Those born in 1965-9
do better than earlier cohorts, while for the latest cohort, 1975-9, wages
are indistinguishable for men and women working full-time for the entire
period over which they are observed.

Translating this wage data into earnings ratios reveals some very clear
patterns emerging across cohorts. For each cohort there has been a sub-
stantial gain in relative earnings among those working full-time. For those
cohorts that we are able to observe on entry into the labour market we find
that each successive generation has entered the labour market less disad-
vantaged than before. Moreover while there is some small dip in earnings
at the start of women'’s careers, beyond this there is little further evidence
of declining relative wages with age among those working full-time. Thus
the ‘experience’ hypothesis, which suggests that the pay gap widens with
age as a result of a widening of the experience gap, does not seem to be
well supported by the data. Instead, and in line with findings in the US by
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Weinberger and Kuhn (2004), the patterns observed suggest that successive
cohorts are entering the labour market with higher relative wages, and that
this gain is being maintained as these women age. Of particular note is the
improvement in relative earnings of the 1955-9 cohort. This cohort sees a
large jump in relative earnings, and a plausible explanation for this leap is
that this generation was the first to enter the labour market after the imple-
mentation of the Equal Pay and Sex Discrimination Acts. These women
therefore entered the labour market with a substantial improvement in
relative earnings (compared to earlier generations), and this gain in earn-
ings appears to have been maintained as the cohort aged. For those already
in the labour market however there was little jump in earnings associated
with the introduction of this legislation.

These cross cohort changes are central to explaining the recent decline
in the pay gap, and suggest that it is not the case that new generations
of women are entering the labour market with similar earnings to men
and then falling behind. Instead improvements in relative pay appear to
be being driven primarily by a decline in the pay gap across cohorts. The
implication of these finding are that the gender earnings gap will continue
to decline as older cohorts of women age out of the labour market.

Mothers

A final area of policy concern is the ‘family gap’ in pay. This describes
earnings differences between women with and without children. It is well
known that in the UK there is a pay penalty to motherhood (see Joshi et al.,
1999) and that this penalty is larger in the UK than in many other OECD
countries (Harkness and Waldfogel 2003). Policy reforms over recent years
which have improved support for childcare and working parents, and
extended maternity leave provision, may have had an impact on this earn-
ings gap. Figure 6.3 plots the earnings of mothers and women without chil-
dren relative to men for those aged between twenty-five and forty-four. The
raw data suggests that the pay penalty to having children is closing both
for those working full and part-time, and that this narrowing has occurred
mainly from 1998 on.

In order to take account of differences in employment characteristics,
and to estimate the ‘penalty’ to having children a regression of the log wage
is run on a set of ‘human capital’ characteristics.” The results are reported in
Table 6.1. In 1989-90 the estimated pay penalty to having children stood
at seven per cent for those working full-time with one child, twelve per cent
for two children and twenty-four per cent for three. By 2001-2 this gap had
declined to such an extent that for those working full-time there was no pay
penalty associated with having just one child, although for those with two
or more children a significant penalty remained (of ten per cent for two
children and fifteen per cent for those with three or more). Policy reforms
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Figure 6.3 Relative earnings of mothers and non-mothers to
male earnings (age 25 to 44)
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Table 6.1 The pay penalty to having children
1989-90 2001-2
All FT All FT
One child 10.0% 6.6% 4.0% None
Two children 20.0% 12.3% 13.6% 10.0%
Three or more children  24.5% 24.2% 19.5% 15.0%

therefore do appear to have benefited mothers, although these benefits are
less pronounced for those with larger families and for women who work
part-time.
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Conclusions

While the pay gap has narrowed over recent decades, this chapter high-
lights how the pay gap varies both across the wage distribution and across
different groups of workers, and how these differences have changed with
time. In the early 1990s we have seen that the pay gap was smallest for
better educated workers, the young, those without children and those who
worked full-time. Since the early 1990s the largest gains in relative earnings
have been seen among low-paid and less well-educated, women in their
thirties and early forties, and mothers who work full-time. Those who have
seen the smallest gains are those working part-time, older women, women
at the top of the pay distribution who have hit the ‘glass ceiling’, and moth-
ers who have more than one child. These findings suggest that future policy
should focus on these groups, while at the same time ensuring that young
cohorts are able to maintain their early gains.
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7 Maintaining momentum in tackling child
poverty

Mike Brewer

The government should meet its target to reduce child poverty by a quarter
from its level in 1998-9 by 2004-5, although we will not know for certain
until Spring 2006. But, under the government’s current assumptions about
future spending on tax credits, relative child poverty will then rise. An
increase in spending on tax credits and means-tested benefits of around two
billion pounds a year by 2007-8 would put the government back on track
to meet its target for child poverty in 2010. Achieving the same reduction
without further damaging parents’ financial incentives to work, however,
would cost more.

There is a risk, though, that focusing on a measure of child poverty
defined in terms of family incomes downgrades the role that public services
can play in improving the life chances of deprived children. Arguably, the
government should now be considering what would most help reduce child
poverty in 2020. Given that the majority of those who will be parents in
2020 are currently at school, measures that improve social mobility may
well have a greater long-term pay-back in the fight against child poverty.!

Government target for 2004-5 to be met

The government has a target for child poverty to fall by a quarter of its level
in 1998-9 by 2004-5, which it should meet. For the purposes of the target,
a child is counted as poor if it lives in a household with less than sixty per
cent median income, where incomes are measured both before and after
housing costs have been deducted (respectively referred to as BHC and
AHC). Incomes are adjusted using the McClements equivalence scale.

Measuring incomes AHC, 4.2 million children lived in households with
less than sixty per cent median income in 1998-9; measuring incomes
BHC, the figure is 3.1 million children. These imply targets for 2004-5 of
3.1 million and 2.3 million respectively.

Most commentators agree with the government’s assessment in the 2003
Pre-Budget Report that the government should meet its child poverty target
for 2004-5, not least because the government has increased transfers to
low-income families with children since 1997 by almost one per cent of
GDP, an historically unprecedented amount.! However, there are uncertain-
ties in making these forecasts, not least because the government uses a sur-
vey of around 30,000 households to estimate child poverty in a population
roughly 1,000 times as large. Analysis shows that the target should be met
comfortably measuring incomes BHC, but there is less room for manoeuvre
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measuring incomes AHC. We should know for sure whether the target has
been hit in spring 2006, when data on household incomes in 2004-5 is
released.

Relative child poverty to rise

However, relative child poverty will then probably start to rise, given cur-
rent policy assumptions. The government’s next target is for child poverty
in 2010-1 to be half its level in 1998-9. The definition of poverty will be
different from that used for the target in 2004-5. In fact, three measures of
poverty will be tracked:

= An absolute measure of child poverty, where a child is poor if it lives
in a household with less than sixty per cent of the median income in
1998-9

= A relative measure of child poverty, where a child is poor if it lives in a
household with less than sixty per cent of the contemporaneous median
income

= A material deprivation measure of child poverty, where a child is poor if
it lives in a household both with less than seventy per cent of the con-
temporaneous median income and experiences material deprivation.

The rest of this note focuses on the second of these, because reducing
absolute child poverty is not considered to be particularly challenging, and
because data does not yet exist to measure child poverty using the third
definition (the government has promised to set a target for the material
deprivation definition of child poverty during the 2006 Spending Review).

Another change made by the government for the 2010-1 target is that
it will only measure income BHC (rather than both AHC and BHC), and
it will use the Modified OECD Equivalence Scale. The latter change acts
to increase levels of child poverty compared with the previously-used
McClements’ scale, but the former change means that the headline level of
child poverty is lower than if the government focused on incomes measured
AHC (Brewer et al., 2004). The level of child poverty in 1998-9 using this
measure was 3.4 million, so child poverty needs to be 1.7 million in 2010-1
to meet the target, a level not seen in the UK since the previous Labour
government was in power, in 1978.

What will now happen to levels of child poverty? Assessing future lev-
els of child poverty requires us to take a view on the likely distribution of
income, and forecasting what might happen to the distribution of income
by 2010-1 is extremely difficult. Household incomes are affected by numer-
ous factors, including growth in earnings and unearned income, as well as
changes in the population, household composition, patterns of employ-
ment, tax and benefit policies, and take-up of means-tested benefits and tax
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credits. Some of these changes — such as increased employment amongst
mothers — may well act to reduce child poverty, but others may increase
median income, and this will also affect child poverty by raising the poverty
line.

In this note, we ask an easier question: what might child poverty be in
2007-8, half-way between the current position and the date when the next
target applies. To answer this, we forecast child poverty assuming that the
population, employment rates and household composition do not change
from their 2002-3 values (the latest year for which we have detailed infor-
mation; data for 2003-4 will be available in spring 2005), but that real
earnings do change over time in line with past trends.

This means that any forecast changes in child poverty can only be due
to two factors:

m  changes in the level (but not the distribution) of earned income;

= real changes in taxes and benefits that have already been announced by
the government.

Previous work has shown that uniform growth in earnings (in other words,
an equal percentage rise in earnings experienced by all workers and self-
employed individuals) worsens relative child poverty, because earnings
are a less important source of income for poor households with children
than they are for the median household. See, for example, Brewer (2003)
or Sutherland et al. (2003). In addition, the government’s current assump-
tions for future rates of tax credits imply real cuts in the entitlements of
low-income families with children from April 2006 onwards;? if confirmed
in subsequent Budgets, these changes would increase child poverty further.
The combined effect is that the number of children in poverty could be over
500,000 higher by 2007-8 than the government might wish if it wanted to
keep child poverty on track for its 2010-1 target (see Figure 7.1).

Tackling child poverty vs parental work incentives

It could cost around two billion pounds a year to put child poverty back
on track by 2007-8, but at the cost of worsening financial work incentives
for parents.

There are many ways in which the government might alter taxes and
benefits in 2007-8 to reduce child poverty. Previous work, though, has
shown that increasing the per child element of the child tax credit is one
of the most efficient policies, where efficiency is defined as the number of
children lifted out of poverty per pound spent (see, for example, Brewer
(2004b). Our estimates suggest that an increase in the per child element
of the Child Tax Credit of £300 a year would be sufficient to put child
poverty back on track by 2007-8, at a cost of around two billion pounds
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Figure 7.1 Child poverty to 2010-11
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Notes: The figure shows actual levels of child poverty from 1990 to 2002-3 using the definition the
government will use for its target in 2010-11. It also shows forecast levels of child poverty under the
assumptions outlined in the text.

Source: IFS calculations using HBAI and FRS datasets.

a year (both values in current prices, and assuming that child allowances
in means-tested benefits rise commensurately). This is not a substantial
increase when compared with the changes in child-contingent support
since 1997, but it is a substantial sum given the current state of the public
finances: although the government is forecasting that it will meet its fis-
cal rules during the next economic cycle, this relies on a strong rise in tax
revenues which some commentators doubt will materialise (see Chote and
Emmerson (2004)).

However, increases in the per child element of the Child Tax Credit
worsen, on average, the financial work incentives facing parents in low-
income families. This is both because such a change would reduce the
financial gain to working at all for some parents, and because such a rise
would increase the proportion of parents for whom a rise in earnings is
offset by a reduction in tax credit award; these effects are more likely to be
experienced by parents in low to middle-income families than those in the
top half of the income distribution.

Although the negative impact on financial work incentives may not be
large, it is notable that the government’s success in its first term in reform-
ing taxes and benefits to make work pay for low-income families has been
partially undermined by the focus in its second term in office on reducing
child poverty by increasing the incomes available to families who do not
work (see Brewer and Shephard (2004)). If the government does decide to
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increase the per child element of the child tax credit, it may find that the
direct impact on child poverty may be partially undone by reductions in the
labour supply of parents. Avoiding these negative implications for financial
work incentives would be possible — for example, by increasing the work-
ing tax credit, or by increasing child benefit rather than income-related tax
credits - but reducing child poverty and improving work incentives together
can only be done at a price.*

Relative child poverty - a distraction?

Is the high profile target for relative child poverty drawing attention away
from the government’s targets for children’s outcomes, and downgrading
the role for public services in reducing child poverty?

The government’s review of child poverty, published with the 2004
Spending Review, announced many targets relating to child poverty (see
HM Treasury (2004), Appendix C). Many of these directly relate to chil-
dren’s outcomes, and are concerned with inequalities in these outcomes.
For example, there are targets to reduce levels of and inequalities in infant
mortality and life expectancy at birth, children’s communication, social and
emotional development by age five, education attainment at age eleven.
Arguably, these are better measures of children’s well-being than a measure
of their parents’ income.

Although these targets share the same status as the target for relative
child poverty in 2010-1 - they are all Public Service Agreements, against
which government departments supposedly need to show progress in when
they agree future spending levels with the Treasury - there is no doubt that
the measure of income poverty is the most high profile both amongst poli-
ticians and those concerned about child poverty outside government; this
means that the temptation will always be to direct any extra resources that
the government wants to devote to tackling child poverty towards increases
in tax credits rather than into public services that improve the life-chances
of deprived children. Although recent evidence suggests that parents are
spending their extra state transfers on their children, we do not really know
whether this extra money is translating into improved outcomes for these
children, nor whether any such improvements could be obtained at lower
cost through improvements in public services (see Gregg et al., (2005)).

Furthermore, given that the government is some six years away from
its next target on relative child poverty, the government should arguably
now be considering what policies would most help abolish child poverty
by 2020. Given that the majority of those who will be parents in 2020 are
probably currently at school or in higher education, measures that improve
the social mobility of children may well have a greater pay-back in the long-
term fight against child poverty.
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8 The challenge of full employment

Peter Robinson

Employment opportunity for all is a precondition of a fair society. Social
justice and full employment go hand in hand.
(Department for Work and Pensions, 2004)

The central role of full employment in achieving social justice was recog-
nised long before ippr's Commission on Social Justice emphasised in 1994
that “paid work for a fair wage is the most secure and sustainable way out
of poverty’ (CSR:20). Unsurprisingly, given the background of the 1930s,
the ‘post-war consensus’ placed the maintenance of full employment at
the centre of economic and social policy. It was the failure of governments
after the mid-1970s to keep unemployment down that led many to the
pessimistic conclusion that full employment was dead as an aspiration. It
is the steady downward trend in unemployment since the early 1990s that
has allowed policy makers to talk meaningfully again about getting back to
full employment.

Indeed, the labour market has changed in two significant ways since
that ippr Commission reported in 1994. Firstly, employment has risen and
unemployment has fallen steadily since the end of the recession in 1993.
Secondly, a less well noticed change that occurred at around the time of the
Commission’s report, is the ending of the sharp rise in wage inequality that
took place from the late 1970s to the early 1990s. Labour market outcomes
look much less threatening than they were in 1994. However, significant
problems remain: economic inactivity is still high and although wage
inequality is no longer rising so sharply, it is not falling either.

Why do we care about full employment? Clearly, worklessness is highly
correlated with income poverty in the UK. Two-thirds of working age
adults living in workless households had incomes below sixty per cent of
the median (after housing costs) in 2002-3 compared with just seven per
cent of adults in households where all the adults were in work (DWP/ONS,
2004). Of course this is in part due to the low levels of income replacement
offered by the British benefits system; more generous out-of-work benefits
could lift a higher proportion of workless households out of poverty.

However, we care about involuntary unemployment for reasons other
than just the effect on income. Involuntary unemployment and the fear of
unemployment has one of the biggest adverse impacts on self-reported mea-
sures of wellbeing and objective indicators of physical and mental health, as
emphasised most recently by the research on ‘happiness’ (Burchardt, 2004;
Di Tella et al., 2002). This adverse effect becomes more severe the longer
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a person is out of work and the various scarring effects of unemployment
can impact significantly on an individual’s life chances. Although we need
to know more about the impact of long periods of economic inactivity on
wellbeing, as opposed to unemployment, anyone familiar with a century’s
worth of literature would not doubt the impact of worklessness. It is useful
that more rigorous analysis has demonstrated that Orwell and Steinbeck
retain some relevance and that unemployment continues to impact signifi-
cantly on wellbeing today, despite dramatic improvements in overall living
standards since the 1930s.

New Labour - a new definition of full employment?

Since 1997 the government’s approach to the labour market has empha-
sised four explicit policy objectives and one implicit political objective.

Reducing unemployment and economic inactivity

Labour inherited an economy in 1997 where employment and unemploy-
ment rates had already been moving in the right direction since the end
of the early 1990s recession (see Figures 8.1 and 8.2). The New Deal, as
one of the government'’s early flagship initiatives, emphasised the impor-
tance of reducing youth unemployment, but was soon joined by a range
of other New Deals aimed at different target groups. Policy increasingly

Figure 8.1 Unemployment rates 1971-2004
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Figure 8.2 Employment rates 1971-2004
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emphasised those who were ‘economically inactive’ as well as those who
counted as ‘unemployed’ under international definitions because they
were actively looking for work. By the end of its first term the government
had formalised explicit Public Service Agreement targets aimed at raising
employment overall and for a number of key target groups. What it had not
yet done was set out a measurable target for what it would mean to achieve
‘full employment’.

Improving retention and progression in the labour market

From an early point, one criticism of the New Deals was that they were too
focussed on getting participants into a job - any job - regardless of how
long that job was likely to last or whether it offered any chance of progres-
sion to a better position in the labour market. This led to some focus in
policy debates on how the state might improve both retention in employ-
ment and further progression in the labour market.

Securing ‘fairer outcomes’ in the labour market

The government’s best response to the allegation that it was too focussed
on securing any kind of job for the unemployed was the strong emphasis
it placed on eliminating the worst aspects of low pay and reducing in-work
poverty. It was also committed to tackling various forms of discrimination
in the labour market. It was not, however, obviously committed to reduc-
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ing the high levels of wage inequality it had inherited or tackling the gender
pay gap.

Improving the quality of working life

The government was interested in what went on in the workplace, in terms
of the quality of day-to-day working life as experienced by employees. It
was also very interested in the range of issues relating to work-life balance
that had risen up the political agenda during the 1990s.

Keeping business sweet and satisfying the labour movement

It is important not to forget the political context facing the Labour govern-
ment. It had invested a great deal of capital in establishing and maintaining
a good working relationship with business. Indeed, the ippr’s other pre-
1997 Commission — on Public Policy and British Business — was explicitly
geared to this political end. At the same time, the government had to satisfy
the expectations of a labour movement battered by two severe recessions
and a raft of legislation that had placed restrictions on the role of the trade
unions. Squaring this political circle was always going to be tough.

If the wording used to describe some of these objectives seems a little
vague, this is in part a reflection of how genuinely difficult it is to define a
subjective concept like the ‘quality of working life’ in a rigorous and mea-
surable manner (see also Edwards and Burkitt, 2001). However, defining full
employment in a measurable way is something policy makers should be able
to do. One such attempt managed to encompass prospects for progression
in work and the elimination of in-work poverty, as well as the aspiration
that ‘Everyone who wants to work can quickly find a job (and) no groups
are excluded from the labour market’ (Mulgan, 2000). This formulation
echoes that of economists in recognising that in a dynamic labour market
you will always have a minimum level of ‘frictional’ unemployment reflect-
ing people changing jobs and spending the optimal time searching for their
next best employment opportunity.! However, it also adds an important
focus on the exclusion of groups from the labour market.

What this government had not done until recently was tell us what actual
unemployment and employment rates would constitute full employment.
It used the excuse that the labour market had changed so much since the
post-war period of full employment that old measures had been rendered
redundant, an assertion that should be questioned. Fortunately, statisti-
cians have recreated time-series of unemployment and employment based
on current definitions (Figures 8.1 and 8.2) which show that in the early to
mid-1970s the unemployment rate was about four per cent, which seems
a reasonable benchmark for full employment. Nearly seventy-six per cent
of the working age population was in employment at this time. In mid-
2004 the employment-population ratio was a little under seventy-five per
cent and the unemployment rate a little under five per cent, leading to the
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important conclusion that Britain was still some way off full employment
and still below previous post-war peaks. Moreover, some other OECD
economies sustained employment rates approaching eighty per cent in the
early 2000s as did tighter labour markets in the south of England. Making
significant inroads into economic inactivity would seem to require aiming
for a similar employment rate for the UK as a whole and importantly in the
autumn of 2004 the government began to explicitly refer to an eighty per
cent employment rate as representing a benchmark for full employment.
An employment rate of at least seventy-five per cent in each region would
also seem to be the minimum necessary to pull less advantaged groups back
into the labour market in significant numbers.

The government would also claim that it had a very clear assignment of
policy instruments to achieve the objectives set out above.

Macroeconomic policy geared to stability

One of the government’s proudest boasts is the generally good performance
of the UK economy relative both to Britain’s recent past and other major
OECD economies. They would ascribe this to the monetary and fiscal pol-
icy framework put in place after 1997, though it really takes nothing away
from the government’s achievement to note that this has been built on a
framework put in place by the previous government after 1992.

Active labour market policies

The various New Deals are heralded as great success stories, and their
impact is discussed further below. Key features were built on successful
programmes that were running before 1997, as well as borrowing from
both US and Scandinavian experience. It is the setting up of an integrated
employment service in the form of Jobcentre Plus that might be one of
the government’s most significant achievements looking ahead. The New
Deals have been inexpensive, with gross annual costs of just £600 million
in 2003-4, and in an international context the UK spends less on such poli-
cies than most other OECD countries, though of course this tells us nothing
about their effectiveness.

Education and training

Famously the Prime Minister’s top three priorities, in practice training pro-
grammes specifically aimed at disadvantaged jobseekers have played less
of a role than active labour market policies geared to helping people move
directly into work. This tension between a ‘job first’ approach and a ‘human
capital” approach has been a source of policy debate, here and in the US.
In particular, the elimination of in-work poverty would seem to require
measures that help improve participants” hourly earnings and not just move
them into work of any kind. However, the effectiveness of these different
approaches is in the end an empirical matter.
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Financial incentives

More generous in-work and out-of-work benefits and tax credits aimed
primarily at families with children were designed to serve the dual pur-
pose of directly redistributing income to lower income households, while
also sharpening incentives to work (though whether they have achieved
the latter is unclear, as we discuss below). A national minimum wage was
consciously introduced at a modest level to remove the worst features of
low pay and further sharpen incentives to work without causing significant
job loss.

Labour market regulation

The government also consciously strove to strike a balance in its approach
to regulating the labour market between providing more rights and security
for employees, and maintaining those elements of ‘flexibility’ in the labour
market that were seen as desirable. Needless to say, striking the balance
here and with respect to the minimum wage was central to holding the
political ring between business and the labour movement.

A notable absence from this list of policy instruments is any mention
of a regional policy designed to raise employment in the less advantaged
regions, a point we will come back to.

Of course, setting out the government’s policy objectives and instru-
ments in this rational way might suggest the unfolding of a grand plan that
was clear to all in 1997. In practice, any government’s detailed approach
to any major issue evolves pragmatically, even if based on some notion of
what is to be achieved and how. The key questions are whether, since 1997,
this strategy has contributed to a more socially just set of labour market
outcomes and, equally important, where policy might go next?

The government has always faced some strategic choices, most impor-
tantly in relation to the emphasis to be given to the four different objectives
for the labour market outlined above. The successful introduction of the
minimum wage has allowed the government to dismiss the crudest exposi-
tion of the trade-off between the level of wages and levels of employment
at the bottom end of the labour market, even if at some point that trade-
off must exist. Importantly, the capacity of Jobcentre Plus to implement
more than one key objective at a time has set up a further potential trade-
off between the ‘tackling inactivity’ and ‘promoting progression’ agendas
that would not have been identified in 1997. This strategic choice faces
the government as acutely at the end of its second term in office as it did
at the end of its first. It is this potential strategic choice that we primarily
focus on in this chapter, with only some limited discussion of the objec-
tives of securing fairer outcomes in the labour market and a better quality
of working life.
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The evolving labour market

An alien looking at the trends in employment and unemployment in
Figures 8.1 and 8.2 might struggle to see an obvious break after 1997 associ-
ated with a change in government. Labour inherited a recovering economy
in 1997 and that recovery has continued and matured. The key challenge
for analysts as always is to establish the counter-factual, what would have
happened without the specific policies introduced by this government
and how much impact they have had? This is not exactly straightforward,
though an attempt is made below.

It is worth setting out some further context in terms of the structure of
the labour market and how it has been evolving. Looking at employment
patterns by household should give us a better indication of how changes
in employment might impact on household incomes (Figure 8.3). The
proportion of all working-age households where no adults are in work
has fallen by about two-and-a-half percentage points over the decade
since 1994, though the proportion of households where all adults are in
work has risen by five-and-a-half percentage points over the same period.
The proportion of children living in workless households has fallen by
a fifth over the decade, but still stood at sixteen per cent in 2004. This
is one aspect of the polarisation of labour market opportunities that is of
concern to those worried about the labour market’s contribution to pov-

Figure 8.3 Working and workless households 1990-2004
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erty, inequality and the achievement of social justice (see also Gregg and
Wadsworth, 2003a).

Another aspect of the polarisation debate focuses on the declining share
of skilled manual jobs through the 1980s and 1990s and clerical and sec-
retarial jobs in the 1990s (Table 8.1). Less skilled operative and elementary
jobs have also seen their share decline. Net growth in employment has
come at both ends of the labour market, with a significant increase in
managerial, professional and technical jobs but also a rising share of the
less well paid personal service and sales occupations. However, overall,
two-thirds of the net increase has come in the form of well paid jobs requir-
ing significant qualifications and experience - the British labour market
has not been generating disproportionately low-skilled, low-paid work.

Table 8.1 Changes in the occupational structure of employment
in the UK, 1982-2002

% of total employment

1982 1992 2002

1. Managers and senior officials 10.7 12.6 14.9
2. Professional 8.0 9.4 1.3
3. Associate professional and technical 9.6 11.3 14.0
‘Higher occupations’ 28.3 33.3  40.2
4. Admin/Clerical/Secretarial 155 158 132
5. Skilled trades 17.0 146 11.4
‘Intermediate occupations’ 32.5 30.4 246
6. Personal services 3.7 4.9 7.3
7. Sales/Customer services 6.1 6.7 7.9
8. Transport and machine operatives 11.8 9.7 8.4
9. Elementary occupations 17.7 15.0 116
‘Lower occupations’ 39.3 363 35.2

Source: CE/IER estimates, SOC 2000

In terms of the impact of these changes on people’s life chances over the
generations, the sons and daughters of clerical and skilled manual work-
ers appear to be going off to higher education to fill the growing ranks of
those at the top end of the labour market. The continuing worries relate to
the bottom end of the labour market and the changes in the skills required
and the attractiveness of jobs in the personal services compared with less
skilled manual jobs. There is, however, one puzzle to resolve: this polarisa-
tion in the labour market was associated with widening wage inequality
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Figure 8.4 Changes in overall female wage inequality, Gini
coefficients, 1975-2001
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in the 1980s and early 1990s, but the same broad pattern of polarisation
continued through the rest of the 1990s when the growth in wage inequal-
ity slowed down significantly.

Clearly, the trends in wage inequality are of critical importance to
debates on social justice. There are a number of data sources to draw on
with different strengths and weaknesses, but Figure 8.4 uses data on hourly
wages from the New Earnings Survey, focussing on the trends for women,
though the trends for men are not wholly dissimilar (for discussion see
Machin, 2003). Wage inequality in the UK labour market rose sharply from
the late 1970s to the early 1990s. However, since the mid-1990s this growth
has been much tempered. Data from the Labour Force Survey also shows
a great deal of stability between 1996 and 2001 in the wage premiums
attached to the holding of particular qualifications following a period in
the 1980s when the better qualified pulled ahead in terms of their wages
(Sianesi, 2003). These trends mirror those discussed in the chapter in this
report by Goodman, Shaw and Shephard which shows that underlying
inequality in gross (original or market) household income has not changed
much over the period 1996-7 to 2002-3.

It is worth emphasising these contrasts between the experience of the
1990s and the 1980s. Much comment on the labour market - including
that contained in the 1994 Commission on Social Justice — has a decidedly
‘trotskyist’ feel to it, asserting that the labour market is in the grip of some
form of permanent revolution. In part this is based on false notions of what
the labour market was supposed to have looked like in the post-war period
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when female labour force participation and part-time employment were
already rising rapidly and most people did not have access to jobs for life.

The break in trend from the early 1990s - that is the steady improve-
ment in employment and the slowing down of the growth in wage inequal-
ity — poses a real challenge to labour market analysts. The adverse trends in
wage inequality from the late 1970s to the early 1990s were put down to a
range of interwoven factors:

= the shock of two sharp recessions in the early 1980s and early 1990s

= the shift in demand away from the less skilled as a result of technologi-
cal change and greater international competition

= institutional changes, including the decline of the trade unions and col-
lective bargaining, the end of incomes policies and the phasing out of
minimum wage protection

= and, at the risk of sounding like a soft sociologist, attitudinal changes
that made very high pay awards at the top end of the labour market
more acceptable and supported the institutional changes that under-
mined wages at the bottom end.

By the time of the 1994 Commission on Social Justice there was no wholly
convincing or complete explanation of the trends towards more unequal
rewards in the labour market. Unfortunately, this uncertainty was not
reflected in the Commission’s report. The fact that no-one predicted the
break in trend from about that point on and that indeed the existence of that
break in trend is only just being fully recognised should humble us further.

Looking back at the factors listed above, the first obvious puzzle is why
continuous technological change and further ‘globalisation” has been asso-
ciated with one set of outcomes for market inequality in the 1980s and a
different set from the mid-1990s? The avoidance of further catastrophic
shocks to employment after the early 1990s recession must count for some-
thing. The decline in coverage of the unions and collective bargaining in
the UK slowed down from the mid-1990s, but on the other hand, the wage
premium that results from trade union membership still appears to have
declined over the 1990s and especially for the less well qualified. We now
have a national minimum wage, but the change in trend pre-dates its intro-
duction and it is set at too modest a level to make much of a contribution.
Sharp improvements in educational attainment have gradually fed through
to improve the stock of qualifications in the labour market and this must
help explain some of the change in trend. However, it is not obvious that
attitudes have changed to render further increases in inequality somehow
less acceptable. In short, we still do not have a wholly convincing or com-
plete explanation of these trends. Of course this makes public policy mak-
ing all the more difficult.
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Reducing unemployment and inactivity

A great deal had been learned before 1997 about the kinds of interventions
that appeared to be most cost-effective in helping the workless to move into
employment. Drawing on UK experience and some lessons from the US
and Scandinavia, the emphasis has been on creating a unified employment
and benefit service for the working age population. At the heart of Jobcentre
Plus is the model of the personal adviser helping individuals to search more
effectively for work and offering incentives and removing barriers to help
ease the path into employment - very consciously a work-first model. Tt
should be stressed that evaluations of the effectiveness of different active
labour market programmes available at the time would have pushed policy
in this direction (Robinson, 2000).

Although the original headline target group for the New Deal was the
young long-term unemployed, the government had by 2000 moved clearly
towards targeting key groups suffering not just from high unemployment,
but from high levels of economic inactivity. A rising economic tide tends
to lift most boats, so the steady economic recovery from the early 1990s
would have been expected to raise employment rates even for these relatively
excluded groups. Figure 8.5 shows employment rates for the over-50s and for
lone parents rising steadily from 1993 and at a faster rate than the overall
rate, so that the gap between the employment rates of these groups and the

Figure 8.5 Employment rates of disadvantaged groups

80%

70%

over 50s

60%

lowest qualified
ethnic
minority people

lone parents people with disabilities

50%

40%

30% T T T T T T T T T T T T T
1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

Note: Data from 1998 for ethnic minority people not comparable with earlier

Source: Labour Force Survey

120 MAINTAINING MOMENTUM | IPPR



overall employment rate has narrowed. A shorter but consistent time series
for people with disabilities shows their employment rate rising since 1998
and also at a faster rate than the overall rate. However, more people are iden-
tifying themselves as having a disability so the overall size of this excluded
group continues to pose concerns (see Stanley and Regan, 2003 for further
discussion). The employment rate for ethnic minority people has also risen
since 1994, but at a pace similar to the overall rate. However, employment
rates for the lowest qualified have not recovered, though this partly reflects
a compositional effect as this group has gradually got older on average. This
makes the point of course that these different groups overlap significantly.
Older people with a disability and lacking qualifications, for example, might
be expected to face some of the most significant barriers to employment.

Taking each group separately, people with disabilities constitute the
largest single category along with the lowest qualified, and with work-
lessness amongst both groups very strongly concentrated regionally (see
Adams, Robinson and Vigor, 2003). An overall employment rate in excess
of seventy-five per cent appears to be required in a labour market to lift the
demand for the less skilled (Gregg and Wadsworth, 2003b). This reinforces
the concern that the spatial dimension of employment had been neglected,
but even here the government has begun to show more interest, emphasis-
ing the importance of reducing inactivity, especially related to disability, as
key to reducing regional disparities in prosperity.

Issues relating to gender are also rather hidden within these excluded
groups: lone parents are of course disproportionately women; employment
rates are especially low for women from some Asian communities; rates
of reported disability amongst women of working age are similar to rates
amongst men.

To give an indication of the scale of the challenge that remains in tack-
ling unemployment and inactivity, employment rates for all these excluded
groups still lag between five and twenty-five percentage points behind the
overall rate. Raising the employment rate of people with disabilities to the
overall employment rate would require an increase in employment of 1.8
million, about equivalent to the entire increase in employment from 1997
to 2004. It is worth emphasising this point because in some circles, includ-
ing for example the DTI, one sometimes hears musing along the lines of
‘employment - been there, solved that’, with the implication that policy
makers can move onto other agendas relating to productivity or quality of
working life. The scale of the challenge is also worth emphasising as back-
ground to the strategic choices that still face the government.

What has been learned from evaluations of the New Deals and the tax
and benefit changes introduced to sharpen work incentives? The evalua-
tion literature is voluminous, and summarising it in a paragraph or two is
not easy. The combination of the New Deal for lone parents and tax/ben-
efit changes may have increased the employment rate of lone parents by
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about five percentage points or by 80,000 between 1998 and 2002 (Gregg
and Harkness, 2003). As the authors emphasise, this was in the context
of a programme where participation was ‘voluntary’ and despite gener-
ous increases in benefits for those families where the lone parent is not in
employment. They also point out, however, that the remaining population
of non-employed lone parents is less skilled and concentrated in rented
housing, suggesting further significant gains in employment might be more
difficult.

The aggregate impact of the flagship New Deal for Young People has
been to raise employment amongst the target group by about 17,000 a
year, though the impact may be bigger if the programme has reduced wage
pressure by turning unemployed ‘outsiders’ into ‘insiders” (Blundell et al.,
2003). As the authors emphasise this impact does not amount to a dramatic
transformation of the youth labour market, though given the modest gross
costs of the scheme, it offers reasonably good value-for-money. The new
deal for the over fifties has not been evaluated in the same rigorous fashion,
but has probably played little role in the significant increase in employment
that has taken place for this group (Disney and Hawkes, 2003).

The overall impact of the government’s tax and benefit reforms on work
incentives is not completely straightforward (Brewer and Shephard, 2004).
These reforms have raised the incomes of both families with children where
one or more adults are in work and families where the adults are out of
work. Lone parents face improved incentives to work, but the incentives
to work for second earners in two-adult households have on average wors-
ened. Overall incentives have improved for workless households but not for
two-earner households.

The government’s active labour market policies and its tax and benefit
changes have made a contribution to reducing unemployment and increas-
ing employment for the target groups and in the overall labour market.
Contrary to government propaganda, the scale of the effects is to be mea-
sured in the tens rather than the hundreds of thousands, but in contrast to
Opposition propaganda these policies have definitely not been a waste of
resources.

In terms of going forward, as already indicated, the scale of the challenge
remains significant. In this context the observation that the Jobcentre Plus
network, first launched in October 2001, will not be fully in place until
2006 is germane. It is a useful rule of thumb that if policy makers advocate
significant administrative changes as a necessary component of any policy,
they should factor in half a decade for those changes to bed down. The staff
in jobcentres are having to concentrate more and more of their attention on
inactive groups that have not traditionally been the main clients for their
services, focussing attention on the balance of skills and staffing within the
agency. In many ways Jobcentre Plus exemplifies the challenges facing the
public services, of how to offer more ‘personalised’ services and the work-
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force implications this involves, how to make funding more sensitive to
variations in need across the country, and how to reconcile local manage-
rial autonomy with the need to meet national targets.

The approach of Jobcentre Plus so far has been primarily based on the
‘work-first’ model, with limited attempts to build up participants’ ‘human
capital’. Given that this approach was based in part on the experience of US
programmes, a comprehensive review of the impact of US welfare-to-work
programmes published in 2004 is salutary (Greenberg et al., 2004). This
found that the positive impact of such programmes could persist for up to
five to six years, but that the impact of the work-first approach was much
greater than the human capital approach even after this period of time.
The UK government does appear to have been doing what works based
on the evaluation evidence available in 1997 and in 2004. The impact of
training programmes emphasising the human capital approach in the UK
is discussed below.

Improving retention and progression

The perceived lack of attention to helping people to secure jobs that may
last for a reasonable period of time and helping people to progress to better
positions in the labour market will remain a persistent criticism of current
policy. Policy makers in 1997 were aware of the problem of a substantial
minority of the British workforce - around five to ten per cent - who spent
their entire lives in a cycle of disadvantage moving between low paid jobs,
often with spells of unemployment and inactivity in between (Meadows,
1999). These repeated returns to benefit were known to have scarring
effects on individuals’ future employment prospects. The problem was that,
unlike the experience with active labour market policies that the New Deals
might build on, the evidence on what worked in improving retention and
progression was sparse.

Post-employment support services can build on the services already
offered to participants in existing employment programmes, effectively
offering a follow-up service to help people keep the jobs the employment
services have helped them secure and also perhaps to progress to better
jobs. They can also target people already in low paid employment. These
services can offer help with childcare, transport or specific financial incen-
tives to keep people in work. They can also offer training programmes
designed to enhance participants’ human capital to help them gain a better
job. At the heart of such interventions is the same personal adviser model
that has been at the centre of existing employment programmes, the idea
being of course that the same adviser can continue to maintain contact
with those people who they have placed in work.

There are examples of post-employment services in North America that
have been evaluated, but not often in the same rigorous fashion as main-
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stream employment programmes (Kellard et al., 2002). The evaluation
evidence suggests that financial incentives may improve job retention rates
at least in the short-run, with limited, less robust evidence that assistance
with transport, employer-provided childcare, financial assistance to help
deal with domestic emergencies, job coaching and mentoring programmes
and skills training may also help. A key pointer as to why such programmes
might face difficulties lies in the observation that personal advisers are
often overwhelmed by their caseload and that the pressure to help those
clients still looking for a job limits the time and resources available for
post-employment support.

The response of the UK government has been to launch an ambitious
Employment Retention and Advancement (ERA) Demonstration project that
will be evaluated using the rigorous random assignment methods charac-
teristic of the best US evaluations. It is targeted at those eligible for the New
Deal for the over twenty-five age group and those volunteering for the New
Deal for Lone Parents, as well as lone parents on Working Tax Credit (WTC)
working part-time in low paid jobs. For the two New Deal groups help will
start before they enter employment; for the WTC group after they have started
working. There will be one-to-one support for each participant from a dedi-
cated Advancement Support Advisor for up to two years after someone has
entered employment, with financial incentives to encourage retention in full-
time work and to support approved education or training. Quite consciously,
the ERA Demonstration is being piloted with up to 27,000 individuals and
with no plans at the outset to roll it out on a national scale before the results
of the evaluation are known, which will be from about 2006-7 onwards.
Indeed, for a government notorious for announcing every single initiative
many times over, the almost subliminal status of this initiative is striking.

If this really is the ultimate demonstration of evidence-based policy
making, the government has effectively given itself most of the period of a
third term in office to see whether such post-employment services are effec-
tive, before any attempt to roll them out. This may be based on a conscious
calculation that Jobcentre Plus will in the meantime have its hands full with
reducing inactivity amongst the key target groups. Faced with the strategic
choice of using the limited capacity of the employment services to deal with
either inactivity on the one hand or retention and progression on the other,
the government has prioritised the former.

The evidence base on the effectiveness of training programmes for the
adult workless may or may not have influenced this decision. Of the three
types of training offered under the Work-Based Learning for Adults (WBLA)
programme, one had no impact on employment, a second accelerated entry
into work but had no long-term effects on employment, and the third sig-
nificantly increased the chances of working thirty hours or more (Anderson
et al., 2004). None of the types of training had any impact on wages, sug-
gesting no enhancement of human capital. These conclusions mirror the
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results of a set of disappointing evaluations of such training programmes
going back to the 1980s (Robinson, 2000). We have some idea then of
what appears not to work and the results of these UK evaluations are no
more favourable to the human capital approach than the US evaluations.
One of the government’s key flagship skills initiatives, the Employer
Training Pilots (ETPs), offers incentives for workplace based training aimed
at getting participants their first level 2 qualification, seen as the minimum
level necessary for people to be able to make some progression in the
labour market. Initial evaluation suggested good take-up but with a heavy
concentration in certain sectors and especially the care sector (Hillage
and Mitchell, 2003). However, take-up is only a preliminary indication of
programme success. The qualifications attained and most importantly the
progression made in the labour market as measured by earnings will be the
key indicators of success. Participants are almost all working towards level
2 NVQs, which is a little worrying as research has suggested these qualifi-
cations have at best no impact on earnings and may even have a negative
impact. However, the most recent research suggests that for women work-
ing in the health and social care sector, obtaining a level 2 NVQ does yield
a significantly higher wage (Dearden et al., 2004). This makes the impor-
tant point that the type of qualification attained by participants on train-
ing programmes matters as does the role played by those qualifications
in particular sectors of the economy. Not all qualifications are the same
in terms of their purchase in the labour market. The announcement in
the December 2004 Pre-Budget Report that a National Employer Training
Programme based on the ETPs would be rolled out from 2006-7 without
knowing the impact of the pilots on participants’ progress in the labour
market does not show a government truly committed to evidence-based
policy making, where the focus should be on outcomes not take-up.

Fairer outcomes

The successful introduction of the national minimum wage (at a relatively
modest level) was one of the significant early achievements of the govern-
ment, not least because employers were brought around to support its
introduction. Its value relative to average earnings has been increased mod-
estly since its introduction and its coverage is being extended to sixteen and
seventeen year olds. And importantly, employers remain on board, even if
parts of the labour movement and some other observers believe the govern-
ment remains too cautious. The other pressure requiring this government
to act, in much the same way as the previous government, comes from the
need to meet EU Directives relating to employment rights, especially in
relation to working time and in relation to countering discrimination.
The government therefore faces three sets of pressures, from employ-
ers, the labour movement and the EU. To a significant extent its approach
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to employment regulation reflects how it balances those pressures. There
has been some loose talk about renewed forms of ‘social partnership’ At a
practical level this has involved some useful, modest, initiatives such as the
Union Learning Fund. However, there can be no pretence that what is envis-
aged is anything along the lines of northern European forms of partnership.
More cynically it might be viewed as a strategy of ‘wine and canapés’ to
replace ‘beer and sandwiches’ as a device for squaring competing political
interests.

If the government has a strategy to secure ‘fairer outcomes’ then it relies
on many of the same instruments designed to reduce unemployment and
inactivity: benefits, tax credits and the minimum wage to sharpen incen-
tives and reduce in-work poverty; measures to tackle discrimination; and
education and training to improve human capital. As already discussed,
the term ‘fairer outcomes’ does not yet encompass an explicit objective of
tackling overall wage inequality or the gender wage gap, other than through
the contribution made by the policy instruments discussed above. If the
comparatively high levels of wage inequality and the large gender pay gap
in the UK are in some large part a function of institutional factors includ-
ing relatively low levels of unionisation and collective bargaining, it is
definitely not part of the government’s agenda to borrow this aspect of the
Scandinavian model.

Quality of working life

A random sample of the speeches, seminars or publications of the policy-
making establishment might lead one to believe that excessive working
hours, childcare costs and general unhappiness amongst the professional
classes was one of the most pressing problems facing the UK. Clearly the
government believes that quality of working life issues are bound to rise
up the political agenda in the context of a broadly affluent population in a
labour market closer to full employment. The challenge for progressives is
to balance this set of issues against the unresolved problems of high levels
of economic inactivity, poor opportunities for progression at the lower end
of the labour market, and continued inequality.

One obvious way forward for those committed to social justice is to
view quality of working life issues from the point of view of those at the
lower end of the labour market. This could help us to think through our
priorities in relation, for example, to the issue of employees not working
the hours they would like. In autumn 2001, almost three million workers
would have accepted less pay to be able to work fewer hours; 2.4 million
workers wanted to work longer hours; if everyone had been working the
hours they wanted, the total volume of hours worked would have been little
altered (Simic, 20023, 2002b). The contrast between the two groups lies in
their distribution: over-employment disproportionately affects managerial

126 MAINTAINING MOMENTUM | IPPR



and professional workers and the well paid; under-employment dispropor-
tionately affects the lowest occupational groups and the lowest paid. Policy
debates on the other hand, even among progressives, seem to concentrate
on the former group.

Conclusion

A commitment to social justice should always lead policy makers to focus
on those excluded from the labour market and those at the lower end of
the labour market. However, the passion or anger that continuing exclu-
sion and inequality should engender needs to be balanced by a dispassion-
ate assessment of the effectiveness of different policy instruments. One key
observation for progressives to mull over is that there will always be some
jobs at the lower end of the labour market that demand modest skills and
offer lower pay and limited progression. Jobs in the social care sector are
not going to be displaced anytime soon by technology or foreign competi-
tion (though migrants might fill some of them).

Two key research challenges are; firstly, to understand better the trends
in wage inequality and that break in trend in the early 1990s and, sec-
ondly, to understand what combination of policy instruments will help
bring about a significant reduction in inactivity, especially amongst those
suffering from ill-health or a disability. What might have worked for the
unemployed or lone parents may not work so well for the disabled. Current
initiatives such as the Pathways to Work Pilots may give us some further
clues, but again rigorous evaluations of these pilots will take some time to
become available.

The current government faces four key policy challenges in employment
policy if it secures a third term.

= It has already made the choice to give priority to tackling inactivity
rather than promoting retention and/or progression. This is the right
choice, given limitations on the capacity of Jobcentre Plus and the scale
of the problem of inactivity, but the challenge referred to above, of find-
ing out what works for different client groups, is acute.

= Further reductions in relative poverty, in-work and out-of-work, will
continue to prove expensive, whatever combination of policy instru-
ments is chosen. The government may be a little less cautious in push-
ing up the minimum wage, but tax credits and benefits will remain the
main instrument for improving incomes and sharpening incentives.
However, after 2006-7 the rate of growth in public spending will fall
significantly outside of health (and international development). The
Chancellor has previously found the extra resources for increases in
credits and benefits at the time of each Budget and Pre-Budget Report,
but the scope for such pragmatism will be limited in a harsher fiscal
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environment. In this context the conclusion by Brewer (2005) that up to
two billion pounds more will be required each and every year to secure
progress towards halving child poverty by 2010, and more if work incen-
tives are to be sharpened, is salutary to say the least.

m  Those who advocate more of a human capital approach need to be clear
about what skills/qualifications they think will give participants greater
purchase in the labour market. When education ministers talk so much
about ‘personalised’ learning in schools, the current emphasis in adult
learning on offering an undifferentiated diet of level 2 NVQs is very
problematic. There is a fundamental difference between a system driven
by the choices of individual adults, with those choices supported by
adequate funding, and a system driven by planning bodies with funding
going via the employer, which discussion about a vague ‘new deal for
skills” completely fails to address.

= The government’s political capital with employers will need to be used
up in advancing further leave entitlements for parents and carers of
adults after 2006, which means avoiding conflict in other areas. This will
leave the government subject to criticism from the unions and others
that it is not doing enough to ‘compel’ employers in other areas, such as
training.

The past decade has seen significant improvements in labour market out-
comes, but in the next decade we will need to see further in-roads into inac-
tivity and poverty if the goals of social justice are to be further advanced.
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