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“The modernisation of welfare has to take account of the fact that thousands of people find themselves working ‘off the books’ without ever having meant to defraud the system. Community Links has thought carefully about how to help them to declare their work and continuing moving from benefits to employment. Undeclared work is wide open to exploitation and abuse, so I hope policy makers will read this report carefully: this is an opportunity for sensible far-reaching reform.”

Brendan Barber, General Secretary, Trade Union Congress

September 2008

Introduction

It is essential for any of the suggested proposals in the Department for Work and Pensions (DWP) latest Green Paper to be put into a framework of a comprehensive cross-government strategy of Welfare Reform. These are new times: we need to shake off the old approaches and rethink what the benefits system is for. The 1948 principle of the benefit system was based on the understanding that people would never be able to live off contributory benefits. We seem to have forgotten this, whilst moving away from contributory to means-testing. The benefit system should support an individual for the shortest possible time, with the maximum dignity. Reform is certainly needed to remove increasing inconsistency and complexity across government departments and systems, whilst developing a more inclusive system which is reflective of and responsive to the manner in which people live their lives today, within an ever changing labour market. 
This Government is the first to dare to address the way the benefits system works, but despite some significant shifts (a move away from contributory principle to means-testing; increased move towards contractualisation and away from rights; emphasis on work as the best route out of poverty; shift from protection from poverty to relief from poverty; conditionality and adequacy is the latest debate), the fundamental system remains outmoded. It is still constructed as an on-off switch rather than a dimmer, which can act as ladders or bridges to a different life. It mirrors an old-fashioned 9-5 world that has been disappearing for decades and is incapable of responding to the realities of sessional, seasonal, part-time, short-term work. 

Research at Oxford University (Kemp P, 2008) has found that the benefits system is over-responsive to part time, sessional and irregular work and that as a consequence people prefer to stay with the certainty of benefits rather than risk losing them and having their income and other safeguards like free school meals thrown into chaos for months.

This linksUK Policy Consultation Response Paper focuses on the role and impact of cash-in-hand work or informal economic activities within the benefit system. Community Links is an innovative charity running community-based projects in east London (see appendix 1). Over the last eight years we have taken a particular interest in the informal economic activities of small businesses, the self-employed, and employee’s because the cash-in-hand or informal economy has such a huge impact on the lives of the people we work with, and plays such an integral role in their experience of poverty. We have found that on one hand it takes people out of ‘absolute’ poverty as they can now pay the rent or pay the debt collector knocking on their door. But on the other hand it traps them in ‘relative’ poverty as they are now working outside of the ‘mainstream’, and so do not have access to the national minimum wage, holiday or sick pay, or legal protection.
The most noticeable absence in the Green Paper is the lack of any reference to the informal economy. With the coming economic recession, rising living costs and increasing unemployment (possibly 2 million by Christmas), more and more people will turn to social protection / social security from the state. A life on benefits, even for a short period of time, is tough. As current benefit levels are not adequate to live on (benefit levels are paid below the poverty line) added to that there are the traps and disincentives current within the benefit system, meaning that people may turn to informal paid work to provide an income, as well as retain a degree of control and financial independence in their lives. 
Our experience (see appendix 2 for our extensive research ‘back catalogue’ or visit: www.neednotgreed.org.uk) is that people want to work. There is a large proportion of benefit recipients who are keen to come off benefits and become financially independent. They have already begun to take control of their lives, finding informal paid work that is of interest to them and is suitable for their individual circumstances. More of which will be described later in this paper. We recommend the DWP invests in people trapped in the informal economy, unlocks the talent of hard working families so that they can reach their full potential and work there way out of poverty. 
Our recommendations are geared towards a system in which informal work is no longer a necessity, a system that encourages the formalisation of work and builds on the entrepreneurship of hard working families. Our recommendations are based on a long-term strategy of social protection and positive and practical support that will ultimately increase formal employment and subsequently reduce informal paid work and child and family poverty. 
“What’s really stopping people from working is not irresponsibility. It is more complex than what we can see through statistics, wider than what numbers represent. When someone is forced to work ‘off the books’ because they don’t have all the papers needed to work legally; when fear and lack of confidence have become so deep; despite all of the effort to make both ends meet; getting into work can be impossible.”

 ATD Fourth World, UK

European Round Table on Poverty and Exclusion, Marseille, France

15 October 2008 

Case studies and quotes are included throughout paper, which illustrate the complex characteristics of poverty and cash-in-hand work, which many people in the UK experience daily. Names have been changed to ensure anonymity. 

The Cash-In-Hand / Informal Economy 

“I recently lost my well paid job and my home, now I am bringing my 5 children up in temporary accommodation and I lie awake at night worry about where the money is going to come from to pay for the food and the bills. I am left feeling powerless and frustrated, benefits mean you have lost control, you can’t make plans and it is other people that will be driving what will be happening to you.”   

Alex, a father of five, recently made redundant

September 2008 

Definition of cash-in-hand / informal paid work

We have adopted the definition most commonly used: ‘Informal work involves the paid production and sale of goods or services which are unregistered by, or hidden from the state for tax, benefit and/ or labour law purposes, but which are legal in all other respects.’ (EU, 1998). Illegal or criminal activities such as drug dealing or prostitution have been excluded, as have exchanges of unpaid work.

Facts and Figures 

· The informal economy is estimated to account for 7-16 % of GDP in the EU in the 1990s (Williams & Windebank, 2002).

· The informal economy represents 12.3% of UK annual GDP around £120Billion (Schneider, 2002).

· The TUC estimates there are 2 million vulnerable workers in the UK, a majority of whom have worked informally (TUC, 2008).

· Although the UK has one of the lowest levels of informal economic activity in the EU there has been a steady rise across all OECD countries over the last decade.

· The informal economy is known by several names: Cash-in-hand, Hidden economy, Shadow economy, Grey markets, Working off-the-books, Ghosts and Moonlighting.

Understanding the informal economy

“In the last two years I have been working for cash-in-hand. I know what I am doing may be benefit fraud, but I had no choice. I was being threatened by the people I owed money to and I had to do something before the situation got out of hand. I couldn’t use my benefits to pay debts as that’s my family’s lifeline, and I owed a lot. Most people who work informally have multiple problems. It’s because they have poor educational background, never had a decent job, single mothers with childcare issues, like me, those who are in debt, like me…it’s very difficult to get out of such a situation and find proper work. You feel trapped.”

Ruth, an east London resident 

The cornerstone of developing an understanding of cash-in-hand work is to know why people work informally. The focus has too often been on the negative aspects of informal paid work, for example, the exploitation, lack of legal protection and risk of injuries, and for customers no guarantee or recourse with substandard work or products. Our research has shown that informal paid work can have a positive role in peoples’ lives, keeping them from poverty, and the development of confidence and skills, and building social capital (Travers 2000). 
People working informally often benefit socially as well as economically, maintaining a positive self-identity along with getting bills paid. It operates as a means to access paid work where this might be difficult in the formal sphere, a situation that affects diverse groups such as people with poor educational or vocational qualifications, those who have been out of work for a period of time (for example, due to ill-health or long term unemployment), and people from abroad who are disadvantaged by less well-established social networks and qualifications that are not always recognised in the UK.

The positive consequences of the informal economy are that it:

· Increases income  

· Provides employment 

· Increases self confidence 

· Improves skills 

· Widens work experience 

· Develops the habit and routine of work 

· Maintains economic activity where it is need and otherwise would not exist

· Provides income at key life events and crisis’ e.g. having a baby, losing a formal paid job or covering the cost of a death in the family; as well as ‘expensive’ times in the year, e.g. Christmas  

· Offers greater flexibility in terms of working hours and conditions

· Has reduced barriers to entry, so provides employment for those who otherwise find it difficult to find formal paid work

· Fosters entrepreneurial spirit

· Supports the formal economy: a large percentage of earnings from informal paid work are spent in the (formal) economy

Despite the fact that the informal economy supports the formal sector and plays a part in redistributing wealth, there are some problems associated with it, such as a flouting of workers’ rights, lack of redress for customers and a lack of training and sustainability. The informal economy can be harmful to individuals, business and society as a whole. Individuals and businesses can be disadvantaged where they do not declare work. 

The Benefits Trap and Work 
The current benefits system is a poverty trap; originally designed as a temporary measure to prevent people falling into poverty, it is now as a major cause of poverty. Providing a very minimum income it does not account of the financial needs that are required of living in today’s society. This drives many people living in poverty to work informally out of need not greed. Informal paid work is a survival mechanism. A method used to cope in times of unexpected and unbudgeted expense. 

There remain many blatant, practical barriers to people entering work, progressing or remaining in work for a longer period of time. We are in agreement that one of the major routes out of poverty is to enter employment, though a move into employment does not guarantee a route out of poverty. This is demonstrated by the UK having both the highest rates of employment and the highest rate of child poverty in Europe. However there is an absence of proposed reforms to the benefit system to make this possible. 

Rasheed: Surviving the Benefits Trap 

My family and I have lived in Newham for eight years. I am married with a daughter who is disabled, so my wife can’t go to work because she has to care for her full-time. I declare less hours of work to the benefits office, as I would not be eligible for some of the benefits that I get if I declared fully. I declare my formal earnings of £100 per week. This means that I am still entitled to Housing Benefit and Council Tax Benefit. But even then, with the extra care needs of my daughter given that my wife doesn’t work, I have to do something. 

I do some extra cleaning work. I don’t declare this, as it’s paid cash-in-hand. It’s mostly people I know: local businesses and homes. This gives us an extra £150 a week and I have been doing this for four years now. I worry about this situation in case I get caught but I feel I have no alternative but to do it. To be able to look after my family and take care of their needs – I have to continue working in this way unless I win the Lottery. I get paid £6 per hour in my formal employment. But when I do the same job for cash-in-hand, I get paid £4 per hour but it’s cash, no tax. That’s why there is a permanent demand for informal workers. You will find work if you have good contacts. 

Poverty makes people work informally because they are struggling to make ends meet. If you are in extreme need you won’t think twice about taking cash-in-hand work. You can’t tell needy people to stop working informally because that is the way they survive and look after their families. You have to provide an alternative in order to stop this. The minimum wage should be increased to £8 per hour at least. I also think that people on low pay should be allowed to keep some of their benefits especially Housing Benefit or should not be taxed. 

Recommendations 
1. Benefit levels must be increased
The current benefit system does not provide a sufficient income for people to live. In fact it pays people to stay in poverty. Being on benefits should not equate to living in poverty. Raising benefit levels would stop many people entering the informal economy. The new ‘Minimum Income Standard’ (York & Loughborough Universities) shows if a single working-age adult needs a budget of £158 per week before tax and housing costs. Then why does a single person on Jobseekers Allowance only get £60.50 a week? And why does a single adult, working full time, need to earn £6.88 an hour to reach this weekly standard, and yet the minimum wage is only £5.52 an hour? Community Links would like to know what evidence DWP and the Treasury are using to set their rates.

2. Benefit levels must be increased annually in line with earnings and/or inflation  

3. A ‘claimant advisory panel’ must be established 
DWP and Jobcentre Plus should establish a permanent ‘Benefit Claimants Sounding Board’ or ‘Claimants Advisory Panel’ which would work directly with head office DWP / JC+ officials and Ministers to develop new strategies, policies, programmes and initiatives.
Visit: http://comlinks.beepweb.co.uk/linksuk/?p=42 for more details.  
4. Benefit application forms must be simplified 
All benefit forms should be substantially shorter and written in very, very plain English. With many leaving school functionally illiterate and innumerate, some of the national newspapers write for an average reading age of 9-12 year old. 

5. DWP should focus on ‘entitlement’ and ‘take-up’ not ‘fraud’ 
Benefits are a right and not a privilege, therefore locally delivered take-up campaigns should focus on increasing take-up of benefits (£9bn went unclaimed last year including benefits and tax credits), as well as reducing error (£1.9bn official and customer error), with less of focus on reducing fraud (only £800m fraud) (see below). 
Visit: http://comlinks.beepweb.co.uk/linksuk/?p=87 for more details. 
6. Transitional support: Informal Economy Support Teams 
One of the main problems with the current system and again not raised in the Green Paper is that support stops when people get a job. However employment programmes like New Deal have proved that in-work support is the key to success of remaining and then progressing in-work. This will require increased resources for Jobcentre Plus in terms of staff and funding, but it works. 
We stress the need for support services to be continued throughout the transition process of moving from informal to formal paid work to ensure people do not fall back into the informal economy and continue to progress upwards. DWP should consider establishing specialist informal economy support teams throughout the UK. 
Naomi: Working around childcare 

My husband left me and I wanted to care well for my children as a full-time mum. When you’re single, children are more demanding. Now they’re older it’s difficult to get into formal employment. I lack experience and confidence because I haven’t worked for over 18 years and don’t have any new technology skills, like using a computer. So I’ve got on a course and then I will look for a job. 

When my husband left I could not manage with the children so young. I claimed benefits but did not have enough money to live on. I never talk about being on benefits as I am embarrassed and I think I would lose my benefits if I declared my small income from hairdressing. I have been doing cash-in-hand work as a hairdresser for about six years out of my home. My customers have a low income and it helps them to come to me as my charges are much lower than in the salons.

To help them to get into a full-time job people should have training that is good quality and then get good wages. More advice about making the change from working informally to formally, how will this affect my benefits, flexible working, will I be able to manage? When you haven’t worked for so long it is a big step to go back into formal working and I think there should be more support than available currently. 

7. Pilot a Voluntary Disclosure Scheme (Examples from USA and UK) 
Introduce a voluntary disclosure system modelled on the Offer in Compromise (OIC) scheme in the USA. The OIC programme enables revenue departments to accept a compromise on previously undeclared earnings where this is in the interests of both parties. This approach encourages the transition from informal to formal working by establishing in advance the terms and conditions of the agreement. Voluntary disclosure increased 400% when Revenue Canada recently piloted a similar initiative. 

The HMRC / DWP 2006 Hartlepool project was partially based on this model. Though the way in which the Hartlepool project was designed and delivered has much to be desired. We think that it should be tried again but significantly refined and led by a non-government organisation in partnership with relevant government agencies. A DWP secondment to Community Links would be a useful way to establish and run such a pilot project. 
Contact Maeve McGoldrick, linksUK Campaign Coordinator, to discuss this idea in more detail. 

8. Address work (dis)incentives which lead to benefit traps  
"I am not a statistic, I never wanted to have a life on benefits, I used to work and I really enjoyed it. When I worked I was a real grafter I loved being financially independent. Now when I work it's for cash-in-hand and it's at times when things are really tight. Living in fear of being caught is a terrible way to live but what is scarier is giving up benefits altogether and having no safety net."

Susan, a single mum 
Work incentives need to be changed. A formal review process must be undertaken by DWP including wide consultation, and financial and behavioural modelling. We recommend that reforms to ‘work incentives’ should not be assessed in isolation, but incorporated into the wider context of reforming the benefits system, including benefit simplification. 
Work incentives are financial incentives within particularly benefits which aim to progress people off benefits into work, such as earnings disregards, permitted hour rules, and in-work credits. As an example, the levels of ‘earnings disregards’ for people in receipt of welfare benefits have remained virtually unchanged for the last 17 years (since 1988) and are pitifully low. This impacts greatly on individuals as it prohibits a move off benefits into work and it stops organisations from employing staff either part-time, sessional, or temporarily because people do not want to give up their benefits for such short term work = the benefits trap. The consequence being that people remain trapped in poverty, reliant on welfare benefits and unable to contribute to the development of their community and society. 

The low earnings disregards thresholds have been acknowledged as a problem in various DWP research reports since the 1990s and has been systematically highlighted by the Social Exclusion Unit for example in 1999. It is also acknowledged as a problem by a wide range of government departments and politicians, as well as benefit recipients themselves, employers and those in the voluntary & community sector, who are often working from the ground up. 

One solution is to introduce an annual ‘Earnings Credit’. The 1999 SEU / PAT1 report recommended a reform of earning disregards, using the Australian model of an annual £1,000 earnings credit pot. These rolled over disregards could have a short term high rate and a long term low rate of earnings disregards, thereby giving people choice and responsibility. 

With the economic recession the number of benefit recipients will dramatically increase. We believe that the benefit system should be a temporary measure, but with the maximum amount of dignity. To serve their purpose adequate benefits should be a safety net for people without employment. Being on benefits should not equate to living in poverty. This means there should be sufficient finances for an individual to be supported and be able to live a dignified existence. 

An alternative would be to encourage people to supplement their benefits through employment and retain the attributes that employment brings. This could be brought about by: 

· Increasing levels of earning disregard (for more in-depth recommendations please refer to Community Links Earnings Disregard Evidence Paper No.12. Visit: http://comlinks.beepweb.co.uk/linksuk/?p=76)

· Introducing a tapered benefit system which would incentivise people into work. This would result in less people participating in the informal economy as there would be no need for it.  
· Introducing incentives for people who are already working informally to encourage them to formalise their work or make the transition into formal employment and gradually come off benefits. This requires a combination of policy changes and a more positive DWP strategy to people working in the informal economy.
· Introducing the Community Allowance. Participating community organisations to be able to pay people to do work that strengthens their neighbourhood, while supporting them on their journey back to work, without it affecting any of their benefits for a limited time period. This would act as a transitional work scheme for the most excluded from the labour market. Read the CREATE Consortium and Community Sector Coalition submission to the Green Paper and visit: www.communityallowance.org 
9. In-Work Poverty: Finding decent employment 
One of the defining factors which take people out of poverty is work, though a move into employment does not guarantee a route out of poverty. This is demonstrated by the UK having both the highest rates of employment and the highest rate of child poverty in Europe.
Work must also pay well. Moving people off benefits and living in poverty to low-paid work and still living in poverty is not an incentive for people currently on benefits. The system should ensure that people have ‘good work’.  Focusing solely on employment will not address all the differences in poverty. Other relevant policy agendas are important including benefits, debt, childcare, housing, health, educational attainment levels and skills. 

The government needs to: 

· make changes to the benefit and tax regimes to ‘make work pay’ for more families, and support more parents in finding decent jobs, and progressing in-work 

· improve training and development opportunities

· address skills and education as they very important to this focus on work, yet these systems (DWP and LSC/DIUS) are “worlds apart” 

· increase levels of in-work support and advice 

· expand housing choices and improving opportunities for families in social housing
· increase the level of good quality, affordable and ‘open at all times’ childcare
· Simplify the policies and administration of the benefit, tax credit and tax systems. 

Saira: Barriers to work 

Until about eight months ago, I had no right to work in this country although I have lived here for four years. My asylum application had never been decided. I only got leave to remain recently. The money I get in benefits is not enough for me to live on with my son. If I told them about what I earn cash-in-hand, my benefits would be stopped. Some people out there think because you get these benefits you are comfortable, which is not the case. I still struggle to pay my bills. Cash-in-hand work is a struggle for survival. You have to think of ways to get by. 

I started working informally because of the long wait for papers from the Home Office. Should I have spent four years sitting and waiting? Also I can’t be sure that if I took a formal job, an employer would put up with my frequent hospital visits or absence from work. I have a medical condition that means that I have to attend hospital check-ups monthly and sometimes I get unwell because of the medicines I take. 

At times I feel well enough to work, but if I got a regular job and then became unwell, it is very difficult to regain benefits, so I decide to keep benefits and work off the books – if and when I can. My son and I have needs that are beyond the benefits we get. I look after children for a bit of cash and that helps us. Most parents can’t afford registered childminders who charge twice or more of my rate. I know for a fact that the percentage paid for childcare by government doesn’t go far enough. The women whose kids I look after are working informally too. We discussed all of this before I agreed to look after their kids. People use us because we are cheaper, plus they trust us. It’s easier to let a friend or neighbour look after your child than a total stranger, don’t you think so?’

10. Address structural problems 
Big problems remain with government departments, as they continue to work within their silos. Joined-up government is a myth! As different government departments are running different systems (e.g. benefits (DWP/JCP), tax credits (HMRC) and tax (HMRC), skills and training (DIUS/DCSF/LSC)), they too tend to work in their own silos, not connecting, and at times contradicting each other. This is compounded as new amendments are made to regulations which can result in some perverse outcomes. 

There were fundamental changes to the benefit system in 1965 and 1988 and the rest have been bolt-on’s. What remains today is a patchwork of incoherent, messy and at times contradictory benefits. For example rewarding people already in-work with access to funding and training courses; and punishing people out-of-work wanting to leave benefits e.g. earning disregards.

11. Reform Housing Benefit
Housing costs represent most people’s single greatest regular cost. Without HB, 40% of households in Newham could not afford to pay their rent. People need to know that they have secured their accommodation before they move into work. The prospect of losing ones accommodation or having to pay high levels of rent, can be a strong motivation to remain on benefits. Yet support is available (e.g. in-work HB) but people do not know (over 50% of people who are entitled do not claim in the UK) or are put off by the administrative processes. 

‘A lot of people want to work even though they don’t realise they’re badly off, people generally want to work. I think it’s not bad if you can sort out the council tax and the housing benefit and get a sort of balance with what you are earning…but they are generally worse off if they are working than on benefits’.

Housing Support Worker

Housing benefit is the most complex benefit. There have been numerous amendments, resulting in the current system becoming extremely complicated. This makes its administration cumbersome, and it is therefore often poorly done. Housing benefit in 2008 creates a huge amount of confusion amongst claimants, staff (across government departments and agencies) and landlords alike.

Reform is urgently needed. Not more piecemeal reform, but progressive, joined up, big picture reform. This reform should not be done in isolation, but integrated into a wider context of national housing policy and benefit simplification. To this end we think that housing benefit reform should:

· Support people sufficiently, for a decent period of time, enabling them to find the right property which suits their needs 

· Improve administrative costs / complexity, with a focus on improving customer service  

· Improve work incentives  

· Reduce official and customer error 

Visit: http://comlinks.beepweb.co.uk/linksuk/?p=48 to download a copy of Community Links evidence paper ‘Housing Benefit Reform in 2008’. 

Jane: Debt in a time of crisis 

I am a single mother of four. The youngest is six, and the eldest is 19 – just started university. I have been out of work for five years now. I have done various jobs in the past: care assistant, betting shop attendant and waitress. I left school at 16 with no qualifications. 

In the last two years I have been working cash-in-hand. I do four evenings a week at a local betting shop. I get paid £100 cash on Friday evenings. I ran into debt problems and the only way out was to find some way of earning some money to pay back. I couldn’t use my benefits to pay my debts, as that’s my family’s lifeline, and I owed a lot. But a good Samaritan who was my former manager offered me this cash-in-hand job. 

I know what I am doing may be benefit fraud, but I had no choice. I was being threatened by the people I owed money to and had to do something about the situation before it got out of hand. My family was being threatened if I didn’t pay up. I borrowed money for urgent problems, but the lenders were loan sharks, it was not a bank. I suspected they are money launderers because they pass themselves off as a business, but they have no physical address. The way they deal with their customers it looks dodgy. When you fail with repayments, they send some big guys round your house to threaten you.

12. Harness the central role of employers

There is scant mention of employers throughout the Green Paper. They are the missing ingredient. At a strategic level Community Links would like to know what DWP is doing to engage employers so that they provide more formal jobs that are decently paid.    

We recommend the DWP works closer with HMRC and BERR to enforce laws on employers who are abusing vulnerable workers, whilst supporting those workers to integrate into the formal economy. 
Introduce targeted schemes at specific business / enterprise sectors

Policy should target employers and attempt to stimulate the labour markets available to people in deprived areas. There are certain key industries where more low-paid informal work takes place such as construction, home maintenance and repairs (internal and external), and caring. One of the main features of these industries is that work is contracted and sub-contracted. For example, work for employers such as local councils, large supermarkets, or hospitals can end up being carried out informally. In certain industries, employers use subcontracting and notional self-employment to avoid paying taxes, and rights responsibilities towards their employees, drive down wages, rendering minimum wage policy ineffective. They should be more tightly monitored.

Specific industries known to employ more people in low-paid informal work should be targeted, to support them to create more economically viable formal opportunities (and economic and business models) for both themselves as employer and the employees. Trade unions have a role in monitoring and addressing informal activity too. Achieving this in the construction and domestic consumer services would deal with 85% of all informal paid work (SBC, 2004). 

Barriers for employers: The construction industry as an example: 

Although tax evasion or non-compliance is often cited as the main reason for entering the informal economy, the following reasons have all contributed to the informality of the sector: the widespread use of cash payments in the industry; the high cost of labour; contractual arrangements have become less accountable; the increased tax burden; and the disincentives of penalties to return to the formal sector such as tax repayments with added interest. 

93% of the UK’s construction industry is made up of companies that employ less than 7 people. The cost of excessive bureaucracy and regulations which are fixed costs affect smaller companies the most. This is a particularly important feature to why so many construction companies operate informally. (Jewell et al, 2006)

Examples of successful formalisation schemes for the self-employed, micro-businesses and SMEs

‘Home Services Scheme’ (An example from Denmark) 

The two most prevalent sectors within the informal economy, home maintenance and other domestic services (e.g. gardening, childcare) account for the vast majority of informal work, so it would sensible to target these two areas of work. The Home Services Scheme in Denmark, was adopted permanently after a successful three year pilot in the mid-90s. The scheme involved businesses registering with an agency to provide household maintenance and renovation. The government then reimbursed 40% of the labour costs. In 1998 one in eight households were making use of the scheme at least five times per year and over the three year pilot, 3,700 full-time equivalent jobs were created.

‘Me plc’ (An example from Germany) 

A German scheme, ‘Me plc’, helps unemployed people start-up their own self-employed business (either one person or a family venture) and receive a tapered subsidy equivalent to 50% of their unemployment benefit over the first three years of operation. In 2003, 93,000 people registered on the scheme, far exceeding the expected take-up of 20,000 people to claim back 40% of the costs of registered home service providers - introduce vouchers to pay for formal domestic labour, through which the government effectively subsidises the difference between the cost of informal and formal labour. This will reduce the number of benefits claimants and increase tax revenue.
Further information about businesses and the informal economy 
Visit www.community-links.org for further information and solutions about informal small businesses, where the following free reports can be downloaded: 

· Llanes M and Barbour A (2007) ‘Self-employed and Micro-entrepreneurs: Informal Trading and Journey towards Formalisation’ London: Community Links  
· Copisarow R and Barbour A, (2004) ‘Self employed people in the informal economy: Cheats or Contributors?’, London: Community Links
13. The problem with sanctions 
The Green Paper proposes that benefit recipients will enter a contract with government to actively seek work in return for their benefits and there will be sanctions if they do not comply or if they fail to meet the requirements. We voice our concern over sanctions; for fear that they could push the most vulnerable further into poverty and become more socially excluded. Sanctions could in effect push people off benefits altogether and consequently come completely trapped in the informal economy, trapped in relative poverty. 
Sanctions are a contradiction in terms. They are a way to drive behaviour that is positive and yet they are also being used as a scare tactic which the DWP claims it hopes it will not have to resort to.  Introducing sanctions will generate an even greater negative attitude amongst the general public around people receiving benefits and sanctions will eliminate any potential in building self-confidence, personal control and responsibility. Sanctions therefore are detrimental to other policy proposals outlined in the Green Paper and they are a contradiction to handing over personal control and responsibility. Visit: http://comlinks.beepweb.co.uk/linksuk/?p=87 
They will only serve to exclude the hardest to reach and push people further into poverty and potentially deeper underground into the informal economy. Some claimants may be forced to come off benefits altogether and forced to partake in informal economic activity permanently.

The concept of sanctions will exclude the most vulnerable and the hardest to reach. Sanctions will affect 2% of JSA claimants who are unable to find work after 2 years; this means the long term unemployed and the most vulnerable people with multiple complexities in their lives. Still not having gained employment at this stage it would indicate that this group are the people who need the most support and guidance to getting formal employment. 

“Benefit sanctions stigmatise people and make them feel like second-class citizens. It dehumanises people, treating them “like an old rag done up ugly”. Sanctions demonstrate the power imbalance between the jobcentre and the jobseeker. They create anxiety, particularly if it is not well explained why they are being applied. This creates a feeling of guilt. If you have sanctions against you, it means you are guilty and it is your fault, you are to blame and removes any of the responsibility from the people who are providing the service.”

ATD Fourth World, UK

European Round Table on Poverty and Exclusion, Marseille, France
15 October 2008
We welcome Paul Gregg’s review of sanctions for the DWP, and look forward to his final report. 

We recommend that the power to sanction is taken away from Jobcentre advisers and handed to an external or senior judging panel equipped with expertise and capable of forming a sound judgement, not centred on targets. 

14. Workfare does not work

The DWP undertook research into the effectiveness of workfare programmes in the US, Canada and Australia (Crisp R and Fletcher DR (2008) ‘A comparative review of workfare programmes in the United States, Canada and Australia’) and found that overall the ‘work for your benefit’ approach is not effective.

‘Work for your benefit’ is least effective for individuals with multiple barriers to entering the labour market. 

Welfare recipients with multiple barriers often find it difficult to meet obligations to take part in unpaid work. This can lead to sanctions and, in the most extreme cases, the complete withdrawal of benefits that leaves some individuals with no work and no income. 

Some states in the US have scaled down large-scale, universal workfare programmes in preference for ‘softer’ and more flexible models that offer greater support to those with the most barriers to work. This includes a greater reliance on subsidised jobs that pay wages rather than benefits to participants. 

Subsidised (‘transitional’) job schemes that pay a wage can be more effective in raising employment levels than ‘work for benefit’ programmes.

Workfare is not only inefficient; it is unfair too, because it exploits the unemployed people forced to take part. If a job is worth doing it is worth being paid the rate for that job. Unemployed people on workfare schemes would be paid less than half the national minimum wage and the evidence does not show that workfare improves their chances of getting real jobs. 
It is unfair to workers who would otherwise be employed at the rate for the job to do the work done by workfare conscripts. It therefore acts to hold down the wages and reduce the employment opportunities of all workers, and has its worst effect at the bottom end of the labour market, which is where free workers are most likely to find themselves in competition with workfare workers.
When workfare workers are offered to for-profit businesses other firms that do not use unpaid subsidised labour are at an unfair disadvantage – workfare is a threat to good employers, as well as to workers with jobs and unemployed workers.

15. Understanding the complexity of poverty and devising appropriate solutions

"Negative attitudes towards people experiencing poverty become embedded in society. Current Department for Work and Pension advertising campaigns may create hostility and suspicion between Jobcentre Plus advisers and benefit recipients. Advertising punitive measures risks pushing people working informally further underground rather than supporting them to formalise their work or make the transition to secure formal employment. By introducing more positive advertising that encourages people to declare their work, combined with practical policy changes, advisers should be able to take a more proactive role in service users' lives. They will be more likely to form trusting relationships and take a truly holistic approach to helping an individual secure formal employment and tackle the numerous complex issues that have trapped them in poverty. Politicians should replace words such as 'languishing' and ‘dependency’ with 'hardworking' and 'resourceful' in acknowledgement of the hard work involved in trying to get by when on benefits. We need language that empowers rather than stigmatises people in order to encourage them to use services"

Ruth Lister, Professor of Social Policy, Loughborough University

October 2008  

The consequences of becoming trapped on benefits include the destruction of self confidence, self belief, exclusion from society and family breakdown. Mental health deteriorates with a lack of control and the stigmatisation of benefit dependency, an ‘on-going battle’ compounded with financial worry means that people are less able to actively seek work. All of the symptoms associated with unemployment and poverty have a strong possibility of being passed on to the next generation. DWP needs to develop a deeper understanding and appreciation for the complexity and chaotic lives that so many people have who live on benefits. This must be the foundation of any reform. We highly recommend thinking about how to overcome the multiple complexities in people’s lives before they are to even begin thinking about looking for work otherwise employment will not be sustainable.
There is a lack of cultural and poverty awareness amongst DWP and Jobcentre Plus staff. We recommend an increase in specific poverty awareness training and hands-on experience to acknowledge the poverty traps and grasp a better understanding of personal fear of moving off benefits and fear of debt. 

Combined with training, Jobcentre staff should work with local support groups to share expertise and form better relations with service users. This would increase the likelihood that people would make the transition out of the informal economy and into formal sustainable employment. 
Current advertising does not incentivise people to declare work and progress in formal work or formalise their current work. It is a barrier to tackling the root causes of unemployment as Jobcentre advisers cannot confront and deal with all aspects of people from taking up formal employment. 

Intense advertising of DWP strategies that differentiate the ‘need’ from ‘greed’, making the clear distinction between the supportive services offered and the zero tolerance of people committing fraud out of greed; rather than at present where everyone is tarred with the same brush of being a benefit thief. We recommend that current marketing and advertising is aimed more specifically at employers, showing the positives and benefits of working formally. We recommend a radical positive advertising campaign to complete the change in the role of Jobcentre advisers and the DWP to support people into formal work. This will allow for trusting relationships to occur - overcoming the first and biggest existing barrier 

 “99% of the system is aimed at 2% trying to fiddle the system”.
A participant at a Community Links Green Paper roundtable meeting, summer 2008 
DWP and Community Links: working together 
We welcome a staff member of the DWP is seconded to work with Community Links to form a better understanding of what approach is most effective to enable local people to make the transition into the formal economy and formalise their work and potentially set up small businesses. 
Pilot projects should involve grassroots organisations that specialise in this area including out reach services, business support services and debt management advice. These pilot projects could be incorporated into the Flexible New Deal
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Appendix 1: An introduction to Community Links 

Community Links is an innovative charity running community-based projects in east London. Founded in 1977, we now help over 53,000 vulnerable children, young people and adults every year, with most of our work delivered in Newham, one of the poorest boroughs in Europe.

Our Vision is to be champions of social change.

Our Purpose is to tackle the causes and consequences of social exclusion by developing and running first rate practical activities in east London, and by sharing the local experience with practitioners and policy makers nationwide.

Our Work is based on the belief that we all have the potential to do great things. Community Links aims to encourage everyone to fulfil their own potential and knows that every adult can build their own ladder out of poverty or disadvantage. This is reflected by 80% of Community Links’ services being provided by people who were themselves service users. 

In east London we provide advice, training and practical support, including education programmes for non-school attenders, play and care schemes, family advice sessions, youth work with young people on the street, training schemes, counselling groups, emergency services and much more. 

linksUK explained 

Community Links shares the learning from our local work through linksUK, which provides practitioner-led consultancy and training, research and policy development and a programme of publications

Over the last eight years, linksUK has: 

· published over 35 books and reports based on our research 

· worked with over 5,000 local people using our innovative ‘Everyday Innovators’ approach

· succeeded in securing 12 national policy changes

· influenced government strategy and policy on the informal economy and deprived neighbourhoods 

· hosted seven government secondments

· and has successfully tested 11 ideas for improving delivery of local services. 
Further information 

Website: 
www.community-links.org 

Blog: 

www.community-links.org/linksuk 

Email:

uk@community-links.org 
Appendix 2: Community Links work on the informal economy (2000 – to date)

Community Links is an innovative inner city charity running community-based projects in east London. Over the last eight years we have taken a particular interest in the informal economic activity of small businesses, the self-employed, and employee’s because the informal economy has such a huge impact on the lives of the people we work with, and plays such an integral role in their experience of poverty. 

Reports and articles about the informal economy (chronologically) 

Our work has informed the work of government departments, voluntary and community organisations, academics and the media. Our most recent reports and articles include: 

· Lipson M and Barbour A (2008) ‘Understanding MPs views about cash-in-hand / informal economy: A Summary Report’. London: Community Links 

· McGoldrick M (2008) ‘Cash-in-hand work is a survival mechanism’, www.compassonline.org.uk, 29th September 2008 

· linksUK (2008) ‘Cash-in-hand and working rights for young people’. London: Community Links 

· Barbour A (2008) ‘Cash-in-hand: a local and regional perspective of the UK’s informal economy’, New Start Magazine, 23rd April 2008  

· Community Links and new economics foundation (2008) ‘Fool’s Gold: How the 2012 Games is selling east London short, and a 10 point plan for a more positive local legacy’. London: nef  

· Llanes M and Barbour A (2007) ‘Self-employed and Micro-entrepreneurs: Informal Trading and Journey towards Formalisation’ London: Community Links  

· Community Links, Child Poverty Action Group and Low Incomes Tax Reform Group (2007) ‘Interact: benefits, tax credits and moving into work’, London: Community Links, cpag, litrg. 

· Llanes M, Dr and Barbour A, (2007) ‘Measuring the size of the informal economy at a borough-wide level in the UK’, to be published by the Brookings Institute, based in the USA, in 2008

· Barbour A, (2007) ‘Need not Greed: Understanding and harnessing your local informal economy’, Benefits, Vol 15, no 2, 2007, pp179-183, The Policy Press  

· Hatcher M, (2007) ‘Two sides of the same coin: rethinking the relationship between formal and informal economic activity’, Community Links Position Paper 

· Neale, E. and Wickramage, A. (2006) ‘Counting shadows: harnessing informal economic activity in deprived areas’. A paper given at the 39th Social Policy Association Conference, University of Birmingham, 20th July 2006 

· Barbour A, (2006) ‘Out of the moonlight’, New Start Magazine, 14 June 2006 

· Katungi D, Neale E, Barbour A, (2006) ‘People in low-paid informal work: Need not greed’, Joseph Rowntree Foundation and The Policy Press

· Copisarow R and Barbour A, (2004) ‘Self employed people in the informal economy: Cheats or Contributors?’, London: Community Links

· Smerdon M and Robinson D, (2004) ‘Enduring change: the experience of the Community Links Social Enterprise Zone. Lessons learnt and next steps’, The Policy Press and Community Links

· Travers A, (2001) ‘Prospects For Enterprise’, London: Community Links evidence paper series, number 2

Press coverage 

We have secured extensive press coverage for our work on the informal economy, which has appeared in over 70 printed media and on over 30 radio (including R4 Today programme, Radio 2 lunchtime show, LBC) and TV programmes (including BBC London News and BBC Politics Show). 

Measurement of the informal economy: ‘Informal Economy Consultancy Service’ 

linksUK developed a methodology, and successfully conducted research, to measure the size of borough-wide informal economies in two London boroughs – the first time that this has happened in the UK. We now offer a fully comprehensive consultancy service to support Local Authorities and RDAs understand the contribution of informal paid work to local economies. We measure, we talk to ‘real’ people, and we help turn the findings into strategy and practical action.

Community Links qualitative research about the informal economy 

Over the last eight years linksUK has been conducting evidenced based research to raise the level, and change the tenor, of debate about informal paid work, in relation to poverty and deprived neighbourhoods. 

linksUK secured funding from the City Parochial Foundation to research the role of the statutory sector and the informal economy in east London. 

In 2006-07, linksUK joined the SIED partnership to undertake this report; and another on the interactions people experience within the benefit, tax credit and tax systems.  

In 2005/06, linksUK was funded by the Joseph Rowntree Foundation to undertake research, focusing on employees in informal paid work, to investigate aspirations, barriers and practical solutions to the issues arising. The findings were published by the Policy Press in ‘People in low-paid informal work: Need not Greed’. 

Community Links and Street(UK) published ‘Self employed people in the informal economy: Cheats or Contributors’ report in 2004, which examined the evidence, implications and policy recommendations for small businesses trading informally. It was widely distributed, got extensive press coverage and helped to influence government. 

Community Links conducted two Public Attitude Surveys in Stratford and Oxford Street, Central London, in 2000/01. Responses showed that the public in these areas were highly tolerant of people who work informally, despite government campaigns which appear to criminalise informal workers.

Dr Andrew Travers, Exeter University, joined Community Links in 2000, to understand local people's motivations and circumstances for working informally. The findings highlighted positive aspects of informality such as working for a living, the pride, self-esteem and self-worth that is derived from providing for one's family. 
Policy campaign: Need NOT Greed
Community Links is running an informal economy campaign calling for policy change; and convenes a national campaign coalition of 70+ members (including TUC, Oxfam, Refugee Council, End Child Poverty Campaign, and Enterprise for All Coalition). Visit: www.neednotgreed.org.uk 

Advisory roles 

linksUK advises government departments, voluntary and community organisations, academics and the media about the diversity and complexity of the UK’s informal economic activities. 

In 2007-08 linksUK met with national DWP ministers, Social Security Advisory Committee, PM’s Strategy Unit, Council on Social Action, MPs and Lords, TUC, CDFA, Oxfam, LITRG and CPAG; and fed into departmental / select committee consultations and calls for evidence. Regionally we met with London Councils, LDA, London Skills and Employment Board and GLA / London Child Poverty Commission; and locally with the majority of London boroughs. 
linksUK sat on the National Audit Office’s advisory panel which is conducting a value for money study about ‘HMRC and the hidden economy’. The final report was published in April 2008. Visit: www.nao.org.uk 
In 2007 we also sat on Joseph Rowntree Foundation’s Project Advisory Group for a research project being undertaken by the Institute of Fiscal Studies and the National Council of One Parent Families, about the role of mini-jobs and the benefit system. 

Community Links was invited to contribute to the Social Exclusion Unit's (ODPM) research into ‘Stimulating Jobs and Enterprise in Deprived Neighbourhoods’ (2004), and to the Small Business Council's (DTI) ‘Review of the informal economy’ (2004). Many of our recommendations were incorporated. 

Community Links and government secondments 

In 2003/04, Community Links joined forces with Street(UK), a micro finance charity, to host an Inland Revenue Senior Inspector from the Cross-Cutting Policy Team, for six months, on secondment. Her task was to understand people's motivations, perceptions, attitudes and circumstances for working informally by interviewing our clients. 

As a result HM Revenue & Customs central compliance team established a new informal economy unit. Pilots were set up in the regions to aid the transition of small businesses to formal trading, and an advertising campaign encouraged people to make the transition. In 2007, HMRC developed an informal economy strategy which describes an ‘escalator’ approach, which moves away from using a ‘stick’ or punitive approach, towards more sophisticated approaches from raising awareness, educating, supporting, and rehabilitating, as well as (as a last resort) prosecuting people and companies. 

In 2002/03, Community Links worked in partnership with Inland Revenue on a 'Tax Credit take-up' project with 'hard to reach' groups, confirmed Community Links earlier findings, that some of the failure to take up tax credits can be explained by people who are in informal paid work.  
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