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Government’s Savings Incentive Scheme Could Be Nine Times More Beneficial To Better Off

Combat Poverty Agency advises that rate of incentive should be front loaded in favour of smaller savers

Combat Poverty Agency today (April 2, 2001) advised the Government to reconsider the rates of the new savings incentive scheme, provided for in the Finance Bill. The Agency said that the savings measure could be of considerable benefit to low-income households but that this could be best achieved if the rate of incentive was front loaded so that smaller savers got a proportionally higher gain. 

CPA pointed out that, under the current proposal to offer a flat incentive rate of 25% to all savers, the richest fifth of the population was set to gain nine times the government resources available to the scheme over the likely gain of the poorest fifth. This accumulation of resources by the better off was likely to be further exacerbated by higher financial returns accruing to bigger savers and lower take-up of the scheme by low-income households, according to the Agency.

This advice is contained in the Agency’s Analysis of Budget 2001, which provides the first in-depth analysis of the savings incentive scheme from the point of view of its effect on the country’s least well off households. The analysis also states that by prioritising low-income households – potential new savers – the scheme would be more efficient in achieving its aims of increasing savings and curbing inflation. As commentators pointed out over the past weekend, the wealthier in society are most likely to save anyway and may take up the government’s offer by shifting from an existing savings scheme.

"Under the current proposal, given that people’s capacity to save is mainly influenced by their income levels, better off households who can afford to save more will get a higher government subsidy," said Jim Walsh, CPA Senior Policy Analyst. "If households were to put their gain from Budget 2001 into the scheme, for example, those at the bottom of the income ladder would have £10 to invest against £170 for those at the top. At a flat incentive rate of 25%, maximum savers would get £3,000, which is twenty times that received by the minimum savers, who would get £150.

"Assuming a graduated amount of savings by income, we estimate that the richest fifth of the population would get 36% of the government resources available to the scheme, while the poorest fifth would only get 4%," he continued.

CPA said that the scheme should take into consideration the particular needs of the "unbanked". These are households in society who may not use the financial institutions through which the scheme is intended to operate, who may not have sufficient funds to meet current scheme criteria, or who may not regard a stand-alone savings scheme as being relevant to their needs.

The Agency outlined a number of practical recommendations, which would help overcome these issues and boost the take-up of the saving schemes among such households. It suggested that the minimum level of savings should be abolished or at least reduced to £5 per month and that the minimum length of participation should be reduced to three years.

It suggested that a savings "voucher" of £10 should be offered to all adult welfare recipients as a start-up incentive to open a savings account and that this should be repeated on an annual basis. In addition, the CPA outlined that the Government should facilitate reductions for low-income households through the social welfare scheme, local authorities’ rents schemes, training and employment schemes, for example.

The CPA also suggested that credit unions and post-offices, should be encouraged to develop and market savings products particularly suited to the low-income group and that the scheme should be linked with the provision of a universal bank account, as part of the government’s ‘national payments strategy’. 

For more information contact:

Edel Hackett, Montague Communications, Tel: 098-50218/087-2935207

Jim Walsh, Combat Poverty Agency, Tel: 01-6026613

