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EXECUTIVE SUMMARY 

This report examines the case for social tariffs and how they can be 
improved. 

• Previous SMF research has shown the urgency of the cost of living crisis and 
highlighted the need to ensure vulnerable households can access essential 
goods and services. This report explores the case for ‘social tariffs’ – a discount 
applied to essential goods and services for a particular group of eligible 
households – as a policy intervention to support this objective, by means of: 
• A thorough literature review 
• A nationally representative survey of 4,000 people 
• Data analysis of the 2019-2020 Living Costs and Food Survey (‘LCFS’) 
• Three focus groups with people on low incomes 
• A public policy roundtable with industry experts 

• Ideally, there would be no need for social tariffs, either because households 
would have sufficient earnings to comfortably afford their essentials, or 
because the social security system would be both more comprehensive and 
considerably more generous than at present. While these are worthwhile policy 
goals, neither directly ensures access to essentials and are both are 
challenging in the current fiscal and political environment.  

There is a good case for social tariff intervention in markets like water, 
energy, broadband, public transport and car insurance. 

• State intervention in markets through social tariffs should be based on the 
objective of ensuring affordable access to essentials whilst limiting the impact 
on market mechanisms and effectively targeting support. To decide where 
social tariffs should be applied, we used several principles. 

• First, to merit intervention, a good should be considered essential. Our polling 
and focus groups found that the public view a broad range of goods and 
services as essential, including energy, food, and public transport. 

• Second, the good in question must represent a significant burden on household 
incomes.  

• Third, the market should display limited competition or a failure to secure 
affordable access to essentials. There should be clear limitations to ‘shopping 
around’ for better deals.  

• Finally, there are additional considerations to be taken into account owing to 
the qualitative nature of the good in question. These follow four themes:  
• Market structure, particularly the presence of a natural monopoly 
• Economic ‘knock-on effects’ on households, such as access to 

employment opportunities 
• Wider impacts on other policy priorities, such as net zero or public health 
• The heterogeneity of the good – how different the options are, and how 

much consumer choice matters 
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• On this basis of affordability, we conclude that case for social tariff intervention 
is strongest for: 
• Household utilities (water and sewerage, gas and electricity) 
• Broadband 
• Public transport (i.e. bus and rail travel) 
• Car insurance  

Social tariffs need to be well-targeted, consistent and automatically 
applied to maximise their value. 

• Current social tariff schemes in the UK suffer from three main weaknesses: poor 
targeting, inconsistent eligibility and generosity, and low take-up. 

• To address these issues, social tariff schemes need to be designed so that they 
reach households outside of the benefits system whilst directing support to 
those that need it most, pursuing consistency across schemes, and ensuring 
eligible households can easily take them up.  

• Fully realising the potential of social tariffs will be a significant undertaking and 
this ‘ideal scenario’ represents a long-term ambition.  

• However, there is plenty of scope to improve social tariffs in the shorter term 
by setting a more coherent regulatory framework. 

The ideal scenario: a single, unified social tariff in essentials 

• The best approach is to base eligibility on household income, coupled with a 
‘bills-to-income ratio’, meaning any households spending over a certain 
proportion of their income on their essentials, and with a household income 
below a certain threshold, would receive a social tariff in a suite of goods 
covering water, gas, electricity, broadband, bus travel and rail travel as well as 
vehicle insurance. 

• To implement this ‘single unified social tariff’ effectively, there are significant 
challenges to overcome regarding data availability and accuracy. HMRC ‘Real-
Time Information’ (RTI) data can be used in conjunction with DWP data and 
supplier data to build a better picture of both affordability challenges and 
household eligibility for social tariffs. We propose that a new unit within DWP 
should have secure access to this data.  

• To maximise the reach of social tariffs and avoid the disappointingly low take-
up rates we see in existing social tariffs, we propose that once a household is 
deemed to be eligible for a social tariff, the scheme is applied automatically 
across all the relevant goods and services, with opt outs for households that do 
not wish to participate. 

• If possible, this new suite of social tariffs should be funded by general taxation. 
This is for two reasons. First, funding via general taxation will ensure that the 
burden on households is progressive. Second, it will minimise the possibility of 
postcode lotteries emerging. A limitation of the current non-risk-pooled system 
of cross-subsidy is that support varies depending on the finances of the 
provider.  
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The second-best scenario: short-term priorities for improving social 
tariffs 

• Our preferred framework for social tariffs will require political will and new data 
architecture to work effectively. To respond to more immediate cost of living 
pressures, there are still several initiatives that can be undertaken to improve 
social tariff provision in the short term in the UK. 

• To ensure consistency between social tariff schemes in terms of eligibility and 
generosity, a stronger regulatory framework for social tariffs should be put in 
place. This framework would: 
• Minimise divergence between social tariff schemes in terms of eligibility 

and generosity. 
• Reduce barriers to accessing social tariffs such as exit fees and encourage 

better promotion of existing schemes. 
• In the absence of taxpayer funding, develop a better defined reconciliation 

scheme for cross subsidies in sectors such as water and broadband, 
modelled on the Warm Homes Discount, in order to ensure better funding 
models that effectively pool risk between providers. 
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CHAPTER ONE – INTRODUCTION 

There is a widespread consensus that no person should go without essential goods 
and services, those that are needed to live a decent life. Despite this, there have long 
been concerns about the ability of free markets to supply these fundamental 
entitlements to all at affordable prices.   

The recent cost of living crisis has exacerbated the difficulties experienced among low 
and middle-income households in affording essential goods and services, with many 
families cutting down on or even going without essentials such as heating, electricity 
and food. In light of this, there has been growing interest in policy solutions to address 
the unaffordability of essential products.  

The case for intervention on the cost of essentials 
In August 2023, the Social Market Foundation published an interim report on this 
matter.1 The report sought to understand public attitudes on the question of what 
counts as ‘essential’ and people’s experiences of the markets for these essentials; 
gauge public opinion on issues relating to the costs of essential products; and to better 
understand societal views on proposals for social tariffs, discussed in the section 
below.  

This research found that in the public mind there is a broad definition of ‘essential’. 
People consider a range of commonly used goods and services as either essential to 
everyone or essential to some people. Our findings confirmed that many people, 
particularly those on low incomes, have struggled to access essentials at affordable 
levels in the past few months, and significant numbers of people spend large 
proportions of their income on essential goods and services. Nearly 3 in 10 (28%) 
households say that affording essentials is ‘quite’ or ‘very’ difficult for them. For those 
deeming themselves to be financially struggling, this figure rises to 75%.  

Whilst markets for essential items work well for most people, with most households 
‘shopping around’ and finding better deals when they do, our analysis exposed the 
limitations of market competition to enable everyone to access essentials at affordable 
prices. A significant minority find these key consumer markets difficult to navigate, and 
the proportion of people able to find better prices when shopping around decreases 
with income. Even when people do shop around for items, a significant proportion still 
find those items are very difficult to afford.  

These findings have highlighted the extent of the problems households face accessing 
essential goods and services, and have illustrated the need for intervention to tackle 
these problems. Our polling has found that a majority of people think there currently is 
not enough support to help struggling households afford essentials.  

Finally, the research found broad support for the idea of social tariffs to help remedy 
this issue. Overall, nearly 6 in 10 (59%) of those polled support the idea (see Figure 1 
below). This broad pattern was stable across different demographic groups: in all 
demographic groups, a similar proportion of respondents expressed support for the 
idea of social tariffs.  
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Figure 1: Polling results to the question: 'To what extent do you support or oppose the idea 
that certain households should be given discounted rates for essential goods and services 
(known as a ‘social tariff’)?’ 

 

Source: Opinium polling. Base: 4,000 respondents. 

The focus of this report – why social tariffs? 
To ensure households are able to access essentials affordably, there are two broad 
policy responses: increasing the incomes of households that are struggling to afford 
essentials or reducing the cost of their essentials.  

In this report, we focus on the latter approach, specifically on ‘social tariffs’. By this 
we mean a discount (rather than a payment) on the prices of essential goods and 
services targeted at a particular subset of households. To qualify as a social tariff, it is 
necessary that a scheme targets a particular group of households through some form 
of eligibility criteria. This distinguishes social tariffs from universal interventions such 
as price controls, regulation, or tax cuts.  

Social tariffs can be seen as a form of price discrimination, when firms charge different 
consumers different prices for the same good/service, typically in an effort to increase 
revenues and achieve profit maximisation. For the purposes of this report, we focus on 
social tariff schemes that are explicitly encouraged, regulated, or mandated by 
government to force firms to price discriminate in favour of certain groups.  

Admittedly, social tariffs are not the only policy lever available to alleviate the cost of 
living pressure on households. A different strategy for increasing the incomes of 
struggling households is to use economic policy to increase household earnings. This 
might be done by increasing the minimum wage significantly. Indeed, recent increases 
to the minimum wage have largely not had adverse effects on employment.2 However, 
doing so substantially further and faster than the Low Pay Commission recommends 
carries with it greater risk of impacting on the wider economy. Furthermore, focusing 
only on the minimum wage would leave many struggling households out of scope: 
recent estimates suggest that only around 5% of workers are currently on the minimum 
wage.3 

31% 28% 20% 9% 8% 4%

Strongly support Somewhat support

Neither support nor oppose Don’t know

Somewhat oppose Strongly oppose
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Another priority for improving the situation on the cost of living and access to 
essentials is addressing stagnant real wage, which stood at £507 on a weekly basis in 
June 2023 and has not increased since 2007: at the end of that year, it stood at £513.4 
There is an urgent need to raise average real wages across the UK, and doing so would 
address affordability challenges. However, raising earnings sustainably will require 
improving the UK’s productivity, which has also increased little since 2007.5 This is a 
multifaceted challenge encompassing many policy areas from education to transport. 
It would take a considerable amount of time for the needed structural changes to the 
UK economy to take place and feed through to household earnings. Furthermore, both 
raising the minimum wage and taking action to increase earnings across the UK would 
not be a solution for out-of-work households. 

Increasing the incomes of households through changes to the social security system 
is another alternative strategy for addressing the cost of essentials. Though it is a 
worthwhile policy goal, it does come with some challenges.  

First, the social security system – that is, benefits such as Universal Credit, Personal 
Independence Payments, Jobseekers’ Allowance, Employment and Support Allowance 
and so on – misses many households who might require support. On an equivalised 
income basis (that is, accounting for household size and composition) there are more 
than 900,000 households in the bottom income quintile who do not receive benefits.6 
Indeed, previous SMF research has highlighted the problem of the ‘missing middle’ – 
households forecast to spend over 10% of their after housing costs (AHC) income on 
energy yet do not claim social security – in the context of energy poverty.7  

Second, increasing the generosity of the social security system is likely to carry 
substantial fiscal cost. Current spending on Universal Credit and legacy benefits alone 
is expected to be £77.5 billion in 2023-24, up from £72.0 billion in 2022-23.8 At least 
in the short term, containing fiscal costs is an important consideration for designing 
policy interventions to address the affordability of essentials.  

Another consideration is the increasing proliferation of economic shocks in recent 
years. The existing social security system, chiefly Universal Credit, was highly effective 
in getting support to households quickly, for example in the case of the ‘£20 uplift’ 
during the pandemic. But such measures were ad-hoc, one-off responses to economic 
shocks. Indeed, the high inflation during 2022-2023 showed some of the limitations of 
the UK’s existing systems as an automatic stabiliser: the process for uprating benefits 
like Universal Credit was widely criticised for lagging increases in inflation, with the 
consequence that for several months low-income households saw a real-terms 
decrease to their benefits, right at the stage when they most needed additional 
support.9 Looking beyond the immediate challenges faced by households later this 
year, these recent developments have highlighted the need for the UK to put in place 
more robust frameworks to respond to future cost of living crises.  
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There are political aspects to this debate too. In recent political history, politicians from 
both major parties have been reluctant to increase benefits because holding benefits 
down has been seen to be electorally popular (that said, favourable public attitudes 
towards welfare have become more common over the past decade10). On the other 
hand, our research has found that there is broad public support for the idea of social 
tariffs: ensuring disadvantaged families’ access to essentials does seem more sellable 
than handing out benefits to the poor. Social tariffs could form a politically palatable 
solution to this issue of deprivation and poverty.  

We do not argue in this report that increasing earnings and reforming the social 
security system are unimportant or undesirable policy objectives. Furthermore, we do 
not suggest that social tariffs will be a ‘silver bullet’ solution to the extensive problems 
of poverty and deprivation afflicting many in the UK – there are many on very low 
incomes who do not have access to essential services at all, many of whom will not 
benefit from discounts. With that said, social tariffs, if they are designed well and 
coherently, can offer a targeted way of addressing the specific problem of ensuring 
access to essentials for considerable numbers of low-income households. They can 
also act as an additional ‘automatic stabiliser’ to aid household finances during times 
of economic strain. Furthermore, given the lack of appetite to spend large amounts of 
public money in these challenging times for public finances11 – we believe that social 
tariffs can offer a politically and fiscally feasible way of ensuring affordable access to 
essentials.    

Summary 
Having determined that in many cases, markets are failing to provide people with 
essential goods and services at reasonably affordable prices, and that there is 
considerable public appetite to address this issue with social tariffs, in this report we 
assess more specific aspects relating to the design of social tariff policies, and the 
range of moral, economic and practical considerations that would deliver a good social 
tariff. The report will make policy recommendations to achieve the short-term goal of 
improving existing social tariffs, and will set out a roadmap to achieve the long-term 
goal of a single, unified social tariff for a number of essentials. 

The methods used in this report are as follows (please see Appendix for more detail on 
methodology): 

• Desk research and literature review 
• In-depth interviews with policy experts 
• Roundtable discussion with industry figures and policy experts 
• Focus groups with low income individuals  
• Nationally representative polling with 4,000 respondents 
• Data analysis and modelling of the 2019/20 Living Costs and Food Survey 

(LCFS) 
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The report is structured as follows:  

• Chapter Two reviews existing social tariff schemes in the UK and other 
countries and assesses their effectiveness.  

• Chapter Three outlines the key considerations and trade-offs that will have to 
be addressed when designing new social tariff interventions.  

• Chapter Four discusses policy options for new social tariff interventions, 
considering what would constitute a long-term ‘ideal scenario’ for a new social 
tariff framework and what would represent plausible second-best options for 
social tariff policies that can take place in the shorter term.   
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CHAPTER TWO – SOCIAL TARIFFS SO FAR 

Social tariffs are not a new idea. There are many social tariff schemes currently in 
operation, both in the UK and in other countries. These social tariff schemes cover a 
wide range of markets, from utilities to groceries and transport. This chapter provides 
examples of social tariff schemes operating in different markets, before discussing 
how well UK social tariffs – chiefly those in broadband and water – have performed.  

Public transport  
Public transport is a market that is often targeted by social tariffs. Across a number of 
EU states, discounts for public transport use are available to those who are on low-
incomes or are in receipt of state benefits. Belgium and Germany are two countries 
where social tariffs exist in the market for public transport.  

In Belgium, measures are taken to improve access to train, bus and tram services for 
people who benefit from enhanced reimbursement status for healthcare (defined by 
being low-income or in receipt of benefits).12 They can be granted a ‘Preferential 
Reimbursement Discount Card’ which provides a reduced tariff, for use on both trains 
(with a nationwide 50% discount) and buses (where discounts vary by region).13  

In Germany, several federal states have some form of social tariff in place for urban and 
regional public transport networks.14 These ‘social tickets’ provide discounted time 
travel cards, usually for one month, eligible to those on a range of state benefits. Social 
tickets are administered by regional transport authorities, and the size of discounts on 
public transport use varies between cities.  

In the UK, there are a number of transport discount schemes already in place that can 
be seen as forms of social tariffs. Most, unlike the above examples in Europe these 
schemes are not explicitly designed to enable low-income people to afford access to 
public transport. An example of one that does is the Jobcentre Plus Travel Discount for 
fares on London’s transport services.15 Principally available for unemployed people on 
Jobseeker’s allowance or Universal Credit, it provides a discount of 50% pay as you go 
fares on all of TfL’s transport types, and enables beneficiaries to buy discounted 
national rail tickets too.  

However, most transport discount schemes in the UK are targeted by age group. The 
16-25 and 26-30 railcards provide a third off rail fares for people in those age groups, 
though eligible individuals need to apply and pay for the railcard to receive the 
benefits.16 There are also discount schemes for travel in place for people who reach 
the State Pension age, who can apply for a bus pass that allows them free travel on 
local buses.17 Pensioners in London are able to get a ‘freedom pass’ which grants them 
free train, tube and bus travel around the capital (disabled people are also eligible for 
a freedom pass). Freedom passes are funded by London councils.18 We consider these 
schemes to be de facto social tariffs in transport, and whilst they are poorly targeted 
in terms of supporting those that struggle to afford transport, these schemes often 
have other aims besides ensuring access to transport (e.g. addressing social isolation 
amongst the elderly or encouraging domestic tourism).  
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Groceries 
In Spain, the Valencian Government recently launched a programme offering €90 food 
vouchers, to be spent in any supermarket or food store between April and July 2023, 
to low-income individuals whose household income amounts to less than €21,000 a 
year.19 Recipients must be residents of the Valencian Community (an autonomous 
region) and below pension age. The scheme was granted individually, so multiple 
members of a household unit could claim the voucher as long as their household 
income fell below the €21,000 threshold.  

The closest equivalent to this scheme in the UK is the Healthy Start vouchers initiative. 
This scheme provides food vouchers to certain low-income households. Families in 
receipt of Universal Credit or legacy benefits can apply if mothers are more than 10 
weeks pregnant or have children under four years old, and who have monthly earned 
income from work under £408.20 The voucher provides £4.25 each week for pregnancy 
from the 10th week or for children between one and four years old, and £8.50 each 
week for children from birth to age one. It can only be used for certain fruits and 
vegetables, plain cow’s milk and infant formula.21  

Broadband 
In 2022, the Department of Culture, Media and Sport and Ofcom encouraged all 
broadband providers in the UK to voluntarily introduce a social tariff for low-income 
customers.22 Over 20 providers now supply social tariffs to customers, although prices 
and internet speeds vary from package to package. Some providers offer deals from as 
little as £15 per month. This could represent a saving of more than £180 per year, which 
is around 50% compared to the average cost of broadband.23 

Eligibility for broadband social tariffs is based on being in receipt of universal credit, 
meaning roughly 4.2 million households across the United Kingdom are able to access 
a social tariff for broadband. While eligibility criteria for broadband social tariff 
schemes are quite uniform across companies, there is some variation in the price and 
average speeds offered, as Figure 2 below shows. 
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Figure 2: UK Social Tariff schemes in broadband by monthly price and average speed 

 

Source: Ofcom, “Social tariffs: Cheaper broadband and phone packages”. SMF calculations. “Superfast 
speed” is defined here as 30 Mbit/s, in line with the Ofcom definition.  

Water 
The Flood and Water Management Act 2009 introduced social tariffs in the UK water 
market.24 Every water company in the UK offers a social tariff, although water 
companies have considerable discretion in how they deliver them, including flexibility 
when it comes to the level of discount provided and specifying who is eligible. In 
addition to these social tariffs, there is also the WaterSure scheme, which provides 
support to households on benefits who have high needs for water (e.g. have lots of 
school-aged children). 

Table 1 highlights some existing social tariff schemes in water and gives examples of 
some of the different design criteria – both in eligibility and generosity – that regional 
schemes provide.  
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Table 1: Examples of water social tariffs in the UK 

Source: CCW: “Help with bills, Social Tariffs” 

Energy 
Energy (gas and electricity) is another common target for social tariff interventions. 
Indeed, a social tariff in energy has existed in Belgium since 2002.25 Eligibility is 
typically based on household income and/or receipt of state benefits. The discount the 
social tariff offers can be generous: in September 2021, households on the social tariff 
paid 67% less for gas and 29% less for electricity than the average.26 The Belgian 
social tariff is an example of a well-integrated system for social tariff: households are 
auto-enrolled onto the scheme, with the federal government notifying energy 
suppliers which of their consumers qualify for a social tariff, based on the 
administrative data they hold. In 2020, roughly 10% of Belgian households were on the 
social tariff schemes in electricity and gas.27 During the pandemic, the social tariff 
scheme was temporarily expanded to also include anyone with a gross income below 
€20,000, which significantly increased the number of households covered by the 
scheme.28 

A form of social tariff scheme in the UK energy market is the Warm Homes Discount 
(WHD), a rebate on energy bills given to certain eligible households.  The WHD started 
off as a patchwork of voluntary social tariffs, with different tariffs and different types of 
support from various companies. By 2010, there were ten different social tariffs, 
including those run by each of the ‘Big Six’ energy providers.29 However, the voluntary 
nature of the schemes, and the lottery of support that entailed, meant the programmes 
failed to have an impact on fuel poverty, which doubled between 2001 and 2009.30 The 
government decided to move from a tapestry of voluntary commitments to a statutory 
scheme in 2009, with a single, regulated Warm Home Discount coming into effect in 
2011. Moving from voluntary social tariffs to a mandated scheme meant that firms no 
longer seek to maintain a competitive advantage by choosing not to offer support to 
at-risk customers. 

  

Provider Price/Discount Eligibility 

Affinity Water Annual bills capped at £115.10. 
Household income less than 
£17,005, or being in receipt 
of a range of benefits.  

Bristol Water 
Discounts of up to 88% on the 
average annual household bill. 

Low income households 
who are assessed as being 
in financial difficulty. 

Severn Trent 
Water 

Annual bills reduced by up to 
90% depending on 
circumstances. 

Household income below 
£20,048. 

Yorkshire Water 
Annual bills are capped at 
£350. 

Low income households 
with an annual water bill of 
more than £350. 
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Eligibility for the WHD is split into three groups. The first assists less well-off 
pensioners, whilst the second prioritises rebates to low-income households that are 
more likely to have high energy costs. The third element is Industry Initiatives, which 
provides wider support to customers who are in or at risk of fuel poverty through a 
variety of activities, such as energy advice and energy debt write off. Through data 
matching with DWP to identify customers on pension credit and other benefits, the 
WHD automatically reduces recipients’ bills. 

The value of this scheme to eligible households in 2022 has been estimated to be £506 
million.31 The scheme is funded through energy bills, with suppliers recouping the total 
value of their obligation, plus any administrative costs they incur, through higher 
prices (adding around £19 to a typical energy bill in 2022/23).32 While rebates under 
the WHD are funded by cross-subsidy, there is a reconciliation process to fairly 
distribute the costs of running the scheme across providers in the sector. For a 
comparatively low cost for bill payers, the scheme effectively and automatically 
supports over two million financially vulnerable people.33 

The WHD is one of a number of schemes to help people afford the cost of household 
gas and electricity. Another is the Winter Fuel Payment, consisting of an automatic 
payment to those in receipt of the state pension (or certain other social security 
benefits). This scheme is estimated to cost the taxpayer around £2 billion annually.34 

Assessing current social tariff schemes  
Whilst our fieldwork found that peoples’ experiences of the social tariffs in the water 
and broadband markets are broadly positive, our research has also identified a number 
of key issues with their current operation. 

Take-up 
One of these issues is to do with the take-up of social tariff schemes. Ofcom research 
has found that in April 2023, only 220,000 (5.1%) of the 4.2 million households eligible 
for broadband social tariff deals have claimed them. Social tariff schemes will have a 
limited impact on families’ finances if most people eligible do not claim them. 

There are several factors behind observed low take-up. Low levels of consumer 
awareness of social tariffs may be in partly responsible for the low rates of take up. 
Indeed, previous SMF research showed that a third of Universal Credit recipients have 
not heard of social tariffs for broadband.35 The most common reason given for not 
claiming a social tariff by those in our survey by those who believed they were eligible 
is that they did not know how to do so.36  

However, informational barriers – i.e. low awareness – cannot entirely explain low 
take-up rates. Indeed, our interim report on social tariffs found that a majority (58%) 
of people have heard of social tariffs in broadband, while 44% know about existing 
social tariffs in water.37 Our focus groups indicated that there are some attitudinal 
barriers to take-up of social tariffs, with some respondents feeling that social tariff 
schemes deliver a lower level of service than ‘normal’ schemes and therefore being 
reluctant to take them up, even if they know that they are eligible for them.  
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A lack of regulatory underpinning may also be limiting the take-up of social tariffs. 
Providers make little or no profit on social tariffs, which means there’s little or no 
economic incentive to compete for social tariff customers by providing high-quality, 
well-promoted deals. 

Postcode lotteries 
A further issue is with current social tariffs is the variation in what’s offered by 
providers. This is a problematic aspect of social tariffs in the water industry, where the 
regionally monopolised nature of water companies and considerable freedom they 
have in designing social tariffs means there is essentially a ‘postcode lottery’ of 
support available.  

Different companies impose different forms eligibility criteria for their social tariffs, and 
the discounts vary between providers too, partly because firms have different 
customer bases with different economic characteristics. A roundtable participant with 
expert knowledge of social tariffs in the water industry highlighted how there are 
“some companies which have less than £5 to spend on cross-subsidy annually from 
each contributing customer, and there are other companies which have more than £20 
to spend per contributing customer”.  

These differences mean that two similar households in a similar financial situation may 
receive different levels of support by virtue of their place of residence. Take the 
example of two different households, each earning a total household income of 
£17,500 per year and neither being in receipt of benefits. Both may have a similar family 
composition and similar water needs. However, consider that one family lives in 
Reading (Thames Water customer), a short distance away from the other living in 
Basingstoke (South East Water customer). Due to the different eligibility criteria 
imposed by these different companies, the family living in Basingstoke qualifies for 
social tariff support, having their bills capped at around £140 per year. Meanwhile, the 
family living in Reading earns more than Thames Water’s eligibility threshold, meaning 
they do not receive support. This case study illustrates how the monopolised nature of 
the water industry, combined with water companies’ flexibility in administering social 
tariffs, can lead to a postcode lottery between areas.  

Targeting 
Perhaps most pressingly, the eligibility criteria of some existing social tariffs have 
given rise to concerns that those in need may be ‘falling through the cracks’ and 
missing out on support they deserve. A report by National Energy Action highlighted 
the experience of a household with three children in receipt of tax credits, making 
them eligible for WaterSure but live in a block of flats which cannot be metered, and 
also earning too much as a household to qualify for their company’s social tariff 
scheme.38 As such they have no support available despite their outgoings placing them 
into a negative budget. This example elucidates the issues of eligibility and how basing 
eligibility on proxies for deprivation, such as benefits, can entail that people miss out 
on support when they might be in need of it. 
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A further aspect of targeting relates to the question of who should receive public 
support to access essentials. Most would agree that support should be targeted 
towards those who need it most, or in other words, the poorest and most vulnerable in 
society, and that those who can pay, should pay. This issue of fairness is complimented 
by the more practical problem of minimising the cost of these schemes.  

The differences between the WHD and the Winter Fuel Payment, although not a social 
tariff scheme in the strict sense, nicely illustrates this issue of directing support. 
Eligibility for the WHD is based on being a low-income household, or one under some 
form of financial distress/ vulnerability. As such, the WHD can be considered a 
reasonably well targeted support measure. The Winter Fuel Payment, on the other 
hand, automatically provides support to all those over the state pension age. The 
Resolution Foundation has pointed out that 3.7 million pensioner households (~45%) 
are in the top half of the income distribution for the whole population – meaning the 
WFP is a poorly targeted support scheme.39 That makes it very expensive, costing the 
taxpayer around £2 billion over the 2022-23 winter. Subsidising better-off households’ 
energy bills is not just an unfair use of public money, but also costs the government 
significant sums of money that could likely be better spent elsewhere.  
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CHAPTER THREE – CONSIDERATIONS FOR DESIGNING A NEW 
SOCIAL TARIFF FRAMEWORK 

The previous chapter outlined the main social tariffs schemes currently in operation 
and discussed some of the limitations in current approaches, mainly around take-up, 
postcode lotteries and targeting issues. To improve the effectiveness of social tariffs, 
it is important to consider the shortcomings of existing schemes and identify the main 
trade-offs that face social tariff interventions. Doing so is the purpose of this chapter. 

The scope of social tariffs 
The first consideration is how widely a social tariff should be applied; in other words, 
which goods warrant intervention with social tariff policies.i This is important not only 
to clearly delineate the objectives of a social tariff scheme, but also to ensure that any 
social tariff intervention – particularly if it is supported by taxpayer money – is well-
targeted and proportionate.  

The primary objective of social tariffs is to ensure that essentials can be accessed 
affordably across society; to ensure that no one is going without basic items they need. 
Admittedly, in practice, the objectives of social tariffs need to co-exist with other 
important policy goals, such as fiscal realism and facilitating the transition to net zero.  

Defining ‘essential’ 
First, it must be concluded that a certain good is indeed essential. Our polling on this 
matter has found that the public view a wide range of goods and services as essential, 
either to everyone or at least to some people, and these findings were backed up in 
our focus group discussions. Some items, such as energy, food and water, are 
universally classed as essential. It should also be noted that there are many items that 
are absolutely essential to some people but are completely irrelevant to others (e.g. 
glasses for the visually impaired). For the purposes of this report, we focus on widely 
used goods that can be considered essential for large numbers of people across 
society. Figure 3 summarises the results from our interim report on social tariffs around 
what goods and services the public views as essential. 

  

 
i This is not to say that goods that do not fall into this category cannot have social tariffs; 
businesses frequently provide offers to certain groups of customers, for example a student 
discount on a haircut or a restaurant meal. By ‘warrants intervention with social tariff policy’ we 
mean items that, given their importance to broad sections of society, require a fiscal and/or 
regulatory intervention to ensure affordable access to them.  
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Figure 3: Polling results for the question: ‘‘Which of the following goods and services do you 
consider to be essential for a typical person living in the UK?’ 

Source: SMF, “Social tariffs and the cost of living”. 

Affordability 
Being essential is a necessary but not sufficient condition for there to be a good case 
for social tariff intervention on a particular good or service. If free market competition 
succeeds in providing essentials to customers at reasonably affordable prices, 
intervention might bring limited benefits to consumers or, at worst, bring unintended 
consequences for markets. As such, there should be evidence that markets are failing 
to provide an essential good or service at reasonably affordable prices. If a particular 
essential good or service has met these criteria, social tariff policies could be an 
effective measure to ensure those struggling financially can access and enjoy it.  

To assess affordability challenges with particular goods, we primarily used data from 
the Living Costs and Food Survey to explore the proportion of household income being 
spent on each product or service.  
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Figure 4 below displays summary statistics from the LCFS on the proportion of 
disposable AHC incomeii spent among users of those goods (omitting zero values).iii 
Specifically, it presents the median, 75th percentile and 90th percentile of proportional 
spending. The chart shows that food is by far and away the biggest expenditure, 
accounting for nearly a quarter of the incomes of the highest spenders, and around a 
tenth of the typical household. The second biggest category of spending is fuel: 10% 
of drivers spend over 11.8% of their income on fuel (though it is worth noting that many 
disadvantaged households don't run a car). Energy, gas and internet access each 
account for a similar proportion of income for the typical household. 

Figure 4: Proportion of AHC relative spend by good, by income percentile 

 

Source: SMF analysis of 2019-2020 Living Costs and Food Survey. 

 
ii This income figure has not been equivalised, in order to give more accurate pre-policy 
spending proportions for households. Data is unweighted. 
iii We decided to omit zero values to give a more accurate representation of what the burden of 
these goods on household goods actually is. For example, public transport – bus and rail travel 
– is only used by approximately a quarter of households in the LCFS dataset. Without taking this 
into account, this would suggest that the median spend on public transport is zero. Presenting 
the data in this way makes little sense for assessing the impact for households that rely on the 
essential item in question.  
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Additionally, previous SMF research looked at the proportion of people in our polling 
who both said that they tend to ‘shop around’ for a good, and also that they find that 
particular good difficult to afford to assess the extent to which market competition is 
able to ease affordability concerns.40 This showed that in several important markets, 
in particular in food, energy, broadband, fuel and household appliances, a significant 
proportion of people on low incomes struggle to afford those items, despite shopping 
around for them.  

Additional considerations  
There are several important additional considerations that have to be taken into 
account in conjunction with quantitative evidence around affordability.  

The first of these is market structure and competition. Some goods we have analysed 
are natural monopolies, where the ability of people to shop around is significantly 
limited or non-existent. Water is the most salient example of this, as people are 
covered by a regional water provider and cannot shop around for water at all. Public 
transport also shares some of these characteristics: though there is some competition 
among bus providers, typically a household will only have access to a limited number 
(or indeed just one) bus provider serving them. Rail travel is also covered by regional 
franchises, meaning households typically do not have a choice of rail company to use 
for everyday purposes.   

Affordability challenges represent the immediate economic impact of a good on a 
household. But it is also worth considering the economic knock-on effects on 
households that not having access to something brings. Access to transport – whether 
by car, bus or rail – brings with it significantly expanded employment, health and social 
opportunities. Ensuring access to such essentials can be costly for whoever is funding 
them, yet there can be considerable unseen costs of not intervening.  

To illustrate this point, consider broadband. An estimated 6% of households do not 
have internet access.41 There are clear knock-on effects from not having broadband: a 
wide range of employment opportunities, services, information are hosted online. In 
more concrete terms, research has found that, compared with the least digitally 
engaged people, the most digitally engaged people pay £228 less on their bills per 
year, and manual workers with high digital engagement can earn £421 a month more 
than their less digitally engaged peers.42 The consequences of a lack of access to 
broadband also came into sharp relief during the COVID-19 pandemic, when schools 
went online: many children in low-income households, which were unable to afford 
broadband, fell behind in learning as a result of being unable to access or complete 
educational materials.43 

A third issue relates to how differentiated or commoditised a good or service is – i.e.  
whether there is substantial meaningful variation between the options on the market. 
To take an example, water and sewerage provision is very similar across the country; 
there are few, if any, relevant differences between the product received by one 
household compared to the product received by another elsewhere. In contrast, the 
category of ‘food and groceries’ encompasses a vast range of products, while 
individuals themselves have an equally vast range of dietary preferences and needs. 
In this category of food and groceries, consumers are likely to attach considerable 
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value to consumer choice, whereas they are likely to attach less value to consumer 
choice in the market for household water services, for example. That said, this doesn’t 
undermine the case for food social tariffs entirely. The case study from Valencia cited 
earlier provides evidence that social tariffs can be applied to markets where products 
exhibit a large degree of heterogeneity. 

There are more practical questions around the heterogeneity of goods in a market, 
beyond the degree of choice desired by consumers. If a good varies widely, then it is 
potentially more complex and difficult to administer a social tariff scheme. Besides 
such operational issues, the variety of a product poses more substantive questions. 
Taking the example of food and groceries further, there is a tension between providing 
a blanket discount on any foods, as in the case of the Valencian case study – which 
would make a scheme simpler and more comprehensive – versus restricting what is 
covered by the scheme, as is the case with initiatives such as Healthy Start Vouchers. 
This issue has relevance to other markets too. Consider the notion of social tariffs in 
the broadband market. Heterogeneity exists in terms of internet speeds afforded by 
different broadband providers. Should a social tariff provide access to one singular 
scheme, or give discounts to recipients across any broadband product available? 
Implementing a basic scheme could restrict consumer choice, and potentially give rise 
to concerns of inferiority that already plague the take-up of existing social tariff 
schemes. But giving discounts across a range of products may have implications for 
the feasibility of administering such a scheme. In sum, there is a risk in markets where 
products vary widely that social tariffs could be extremely complex to implement or 
overly paternalistic if they have to distinguish between different versions of the 
product.   

A final consideration for deciding the scope of social tariffs relates to the interaction 
of such schemes with other policy agendas. In isolation, it might seem desirable to 
improve the affordability of certain products widely deemed as essential. However, 
doing so might rub up against other objectives, and in particular efforts to discourage 
the use of such goods.  

The obvious example here is car fuel (petrol/diesel). Fuel represents a critical essential 
for many people’s mobility, especially those in rural areas less served by public 
transport, and one where we have found spending to account for significant 
proportions of AHC income. However, subsidising the use of polluting fuels the UK 
Government is explicitly attempting to transition away from would be at odds with the 
net zero agenda, and as such, social tariffs for this essential product would be in clear 
tension with the objectives of environmental policy. On the other hand, social tariffs 
for public transport services would complement, rather than conflict with, existing 
policy agendas. Under the same logic, implementing a blanket discount on all 
foodstuffs from supermarkets might conflict with health policy goals of reducing 
access to certain products damaging to peoples’ health (sugary drinks, fatty foods, 
etc).  

Table 2, below, summarises the findings of this chapter. A fuller circle represents a 
stronger economic case for social tariff intervention based on our interpretation of the 
evidence presented.  



BARE NECESSITIES 

25 
 

Table 2: The case for social tariff intervention in different markets 

Source: SMF analysis.  

 
iv This column refers to both qualitative observations on the market structure in this good – for 
example, whether it is a natural monopoly – and quantitative evidence collected from our 
polling on the extent and effectiveness of ‘shopping around’ in that particular market. 
v Unlike most of the other goods we have reviewed, household appliances are not a regular 
outgoing for households. Appliances such as fridges, freezers or microwaves break down 
infrequently, and it cannot be predicted when they will do so. Additionally, in the case of renters 
it is typical that the landlord bears responsibility for sourcing new appliances and replacing 
broken down ones. Both of these factors make implementing a social tariff for household 
appliances difficult, if not administratively unfeasible.  

Good/Service Affordability 
Market 

structure & 
competitioniv 

Homogeneity 
of products 

Additional notes 

Food ⬤ ◔ ◔ Potential operational complexity 

Fuel ⬤ ◔ ⬤ Tension with environmental policy 

Energy 
(Electricity 
and Gas) 

⬤ ◑ ◕ - 

Internet ⬤ ◑ ◑ - 

Vehicle 
Insurance ◕ ◔ ◕ 

Tension with environmental policy. 
Legally mandatory for car 

ownership. 

Rail ◕ ⬤ ⬤ - 

Phone ◑ ◑ ◕ - 

Water ◑ ⬤ ⬤ -  

Bus ◑ ⬤ ⬤ - 

Contents 
Insurance ◔ ◔ ◕ - 

Banking ◔ ◔ ◕ - 

Household 
appliances ◔ ◔ ◔ 

Purchases are ‘lumpy’ rather than 
regular, leading to significant 

operational complexity.v 



SOCIAL MARKET FOUNDATION 

26 
 

Defining eligibility  
A further consideration for policymakers is eligibility criteria for social tariffs. There are 
three broad approaches to answering this question that are currently employed in 
social tariff schemes in water and broadband.  

Three strategies for deciding eligibility 
The first approach relates to the burden essential items have on a household’s income. 
This approach prioritises delivering support to people having to spend an 
unreasonable proportion of their income on bills for essentials or because they have 
characteristics that make them more vulnerable, such as a disability. Indeed, some 
water providers use this approach to target support specifically at households deemed 
to be in water poverty. In 2019, the water sector in England made a Public Interest 
Commitment to make bills affordable as possible for all households with water and 
sewerage bills more than 5% of their disposable income by 2030.44 Providers such as 
Thames Water – who provide support to low-income households through their 
WaterHelp scheme – have been trialling social tariff schemes using this 5% metric.45  

A second approach revolves around household income thresholds. Several existing 
social tariff schemes, again often in water, use household income thresholds to 
determine eligibility. The thresholds set under these water social tariff schemes in 
water vary, but they typically fall between £17,005 and £21,000.  

The third main approach to deciding eligibility, which is the standard model in 
broadband social tariff schemes, uses benefits receipt as a flag for eligibility. Claimants 
typically have to be in receipt of one of Universal Credit, Employment and Support 
Allowance, Jobseeker’s Allowance, Income Support or Pension Credit to qualify for a 
social tariff.  

Each of these strategies for deciding eligibility come with important trade-offs. These 
can be summarised as:  

• Targeting need. In an ideal scenario, social tariffs would reach every household 
that genuinely needs support with their bills and exclude any households that 
do not. In practice, this is difficult to achieve, both conceptually and practically. 
An eligibility strategy based solely on a bills-to-income ratio, for example, could 
encompass households that are financially well-off yet exhibit a high bills to 
income ratio because of high or inefficient consumption.   
Benefits can be a useful proxy for financial hardship, but there are a significant 
number of households in the bottom income quintile who do not receive income 
from benefits and therefore would not be in scope of a social tariff designed in 
this way. 
Relying on income is a good overall method of targeting support. However, it 
may not fully take into account additional needs such as disabilities. 
Furthermore, using ‘hard’ income thresholds risks creating cliff edges, where 
households earning even £1 over the threshold are disqualified from support, 
even though their income is very similar to households receiving support.  
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• Administrative burden. Another consideration is the practicality of 
implementing different eligibility approaches. Benefits receipt provides a 
relatively straightforward yes/no flag that can be easily integrated into social 
tariff schemes, even though as discussed above this comes at the expense of 
effective targeting.  
On the other hand, using income or a bills-to-income ratio as an eligibility 
criterion requires more detailed household-level data. The most obvious 
solution is to use near-real time information (RTI) on household incomes held 
by HMRC and share it with providers. But even then, there are logistical issues 
and privacy concerns around data sharing between HMRC and providers of 
essential items. To add to the challenge, this RTI data exists on an individual 
and not a household level. Furthermore, HMRC data should in most cases be up 
to date, but may have gaps and limitations – for example for people listed at the 
wrong address. In the absence of data sharing, existing schemes that use 
income as the main criterion tend to require households to manually upload 
documents showing proof of their income. This places a high informational 
burden on households who, if they are accessing multiple social tariffs, may 
have to upload the same documents multiple times to different providers.  

• The breadth/generosity/cost trade-off. Social tariff policies have to strike a 
balance between targeting support towards as many people as deserve to be 
receiving discounts on essentials, providing a level of support that will make a 
significant difference to household budgets, and the cost to the government, 
companies and/ or consumers of providing those discounts. This trilemma 
poses the question of whether a social tariff should aim to concentrate 
extensive support on a narrow group of extremely vulnerable households, or 
provide more broad-based, but less comprehensive, support. This trade-off is 
illustrated below in Figure 5. 

Figure 5: The cost/generosity/coverage trilemma 

 

 

 

 

 

 

 

 

 

 

Source: SMF analysis 
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Given the limitations of each of these models for deciding eligibility, some social tariff 
schemes use a combination of criteria. Proposed schemes in water, for example, 
sometimes use a bills-to-income ratio to decide eligibility, but caps support at a certain 
level of income.  

Public attitudes to eligibility 
In our focus groups, we found that there was relatively more enthusiasm for a system 
which primarily used income (rather than benefits, largely for the reasons discussed 
above) to decide eligibility, but with additional criteria such as receipt of disability 
benefits to allow social tariffs to account for additional needs that households may 
have.   

Our polling suggested that the public see a wide range of groups as being deserving 
of support on the cost of essentials, as shown below in Figure 6.  

Figure 6: Polling results for the question ‘Who do you think should qualify for support with 
the cost of essentials?' 

 

Source: Opinium survey. Base: 4,000 respondents. 
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As the previous chart illustrates, there is broad public agreement that social tariff 
support should be directed towards those who are in some way financially worse off 
and those with extra needs. The polling found that most agreed with the idea that 
income should be the criteria for eligibility rather than benefits, and this view was 
reinforced by our focus group findings. Interestingly, there was relatively weaker 
support for social tariff eligibility being granted to students or older people, as existing 
‘de-facto’ social tariffs such as the Freedom Pass do.  

Participants expressed the view that support should be targeted at those in poverty 
and eligibility based on income, acknowledging that not everyone in financially difficult 
circumstances claims benefits, agreeing that basing eligibility on receiving benefits 
would mean people ‘fall through the cracks’ and go without support. “It would be a 
better idea if it was based on your income, rather than whether people are on certain 
benefits or not”, one participant argued. “It would make it fairer for everyone”. 

Focus group participants also broadly agreed with the idea that those with greater 
needs should qualify for social tariff support. Those with disabilities were identified as 
key targets for support, as in many cases, it is necessary for disabled people to spend 
much larger proportions of their income on essentials than non-disabled people. One 
participant argued that social tariff schemes should “make allowances for if someone 
is very unwell or has a disability”. Participants also suggested that those suffering from 
mental health problems should be eligible for social tariff support. Having children was 
considered to be another criteria on which social tariff support should be based, with 
participants citing the extra financial burden households with children face and the 
dire long-term impact of children going without certain essentials. One expressed their 
sadness at the thought of “parents who rely on school meals for their kids’ main meals, 
because they can’t go shopping and find the yellow labels”. 

Another issue explored in the focus groups was data sharing. A number of participants 
raised worries around the security of personal data and the risk of fraud. Yet they also 
acknowledged that a degree of data sharing is necessary in order for administrators to 
ensure people are or are not eligible for social tariff support. One recognised that “you 
have to give a certain level of information so they can base it on peoples’ needs”. 
Overall, the consensus was that data sharing is a necessary evil: inevitable to ensure 
support is targeted effectively, but to be kept to a minimum to safeguard privacy and 
security.    

How to design discounts 
A further concern relating to the setting up social tariffs is how to design discounts on 
goods and services. One aspect of this is the extent of the discount itself. Again, a 
trade-off between impact on the affordability of items and the cost of schemes exists; 
the greater the discounts, the more people can afford essentials and the likelier the 
social tariff is to have a material impact on household finances, yet the more it costs 
whoever is funding them.  
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Public attitudes to discount design 
Public attitudes do not offer an especially clear guide to how large social tariff 
discounts should be, as Figure 7 below shows. In addition, a significant number of 
people did not know what amount a social tariff discount should be.  

Figure 7: Polling results for the question 'What % discount should social tariffs provide to 
make essentials affordable for people on low incomes?' 

 

Source: Opinium survey. Base: 4,000 respondents 
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given the discount offered.  
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Interactions and the poverty trap 
A further concern around designing discounts relates to the possibility of creating ‘cliff 
edges’ for individuals as they climb the income ladder. For people on means-tested 
benefits, qualifying for discounts on essential goods could serve to reinforce the ‘cliff 
edges’ that already disincentivise benefit claimants to work and earn more. Not only 
do those who start earning more lose their benefit payments, but they will get the 
‘double whammy’ of having to pay more for essential goods and services (which 
typically make up significant chunks of their household spending).  

This is a criticism that has been made of other recent interventions to support 
households with the cost of living, notably packages of ‘Cost of Living Payments’ 
including the Energy Bill Support Scheme and the £150 council tax rebate for bands A–
D. The Work and Pensions Committee launched an inquiry into the Cost of Living 
Payments in April 2023, noting that “[Cost of Living Payment eligibility criteria] can also 
act as a ‘cliff edge’ where… those earning £1 above the qualifying threshold lose out 
on hundreds of pounds of support”.46 

This risk of reinforcing the poverty trap should be taken seriously, given the enormous 
potential costs to individuals and society at large. One potential answer to this issue is 
‘tapering’ or ‘staggering’ discounts in order to mitigate the risk of ‘cliff edges’ faced 
by individuals, although this comes at the cost of potentially significant operational 
complexity.  

How to fund social tariffs 
Another aspect of social tariff design involves the funding of the schemes. As we have 
discussed, a number of factors such as the extent of the discounts and broadness of 
eligibility criteria have a bearing on the cost of social tariffs. But how they are funded 
has implications for both the political feasibility and underlying fairness of social tariff 
policies.    

To fund social tariff discounts for low-income individuals/households, one (or a mix) 
of three things can happen. Either the government funds them through general 
taxation, companies fund them out of their profits, or other customers fund them 
through cross-subsidy (i.e. better off consumers pay more for their bills to cover the 
discounts for social tariff recipients). 

Weighing the options 
When considering arguments of fairness, funding social tariff policies through general 
taxation is arguably the most appealing option due to the ‘progressiveness’ baked into 
the policy. In other words, due to the broadly progressive nature of how the 
government raises money through taxation, social tariffs are inherently funded 
progressively (i.e. the better off contribute more than those less so). In our roundtable 
discussion, funding through general taxation was widely seen as a good ‘ideal 
scenario’ and the best available funding model for social tariffs that is both plausible 
and progressive.  
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That said, using taxes as an approach to funding social tariffs has its downsides. The 
biggest challenge among these is political feasibility. As can be seen in Figure 8 below, 
a plurality of people would not be willing to personally pay more in tax in order to fund 
social tariffs. As we will discuss later, there is broad support for funding social tariffs 
through general taxation, but there is limited willingness from individuals themselves 
to pay higher taxes. This finding demonstrates the potential political challenge of 
persuading people to fund social tariffs through their tax bills.  

Figure 8: Polling results for the question 'Would you be willing to pay more tax if this went 
towards supporting people on low incomes to afford essential goods and services?’ 

 

Source: Opinium survey. Base: 4,000 respondents. 

If social tariffs are funded through cross subsidy, a progressive ‘tax-style’ funding 
approach is theoretically possible. But it is only possible if the prices paid by those not 
eligible for social tariffs vary with the income of said consumers. Doing so would be 
administratively complex, as companies may know relatively few details about 
households outside the scope of social tariffs. Typically, companies that fund their 
social tariffs through cross-subsidies (in the UK, mainly water companies) do so on the 
basis of consultation with their customer base to assess how much consumers are 
willing to contribute in cross subsidy to support social tariffs. Guidance on water social 
tariffs states that there should be broad acceptability for a proposed cross-subsidy 
among customers, evidenced through engagement.47  

A sophisticated, progressive cross subsidy regime could be more politically difficult for 
companies to establish than a flat-rate cross subsidy. A flat rate cross-subsidy, which 
is the likeliest outcome of using this funding approach, is a less progressive approach, 
as the cross-subsidy amount would account for a lower proportion of income for 
higher-income households than lower-and-middle-income households. 

6% 29% 48% 16%

Yes, I would pay a lot more in tax Yes, I would pay a little more in tax

No, I would not be willing to pay more in tax Don’t know
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We also observe a similar political challenge for cross subsidies as with taxes, shown 
in the chart below. Here, a majority of respondents in our polling said that they would 
not be willing to pay more on their bills to support a social tariff scheme. Again, this 
finding should be taken in context: as will be discussed below, there is stronger 
opposition to the idea of personally paying more in bills than there is to the general 
principle. And willingness-to-contribute research among water providers 
demonstrates that, in practice, people are already willing to an extent to financially 
support a cross-subsidy scheme. Market research carried out on behalf of Wessex 
Water, Bristol Water and Bournemouth Water found that 38% of their customers are 
willing to contribute at least £2.00 per month to fund social tariff schemes for less 
well-off customers.48 

Figure 9: Polling results for the question ‘Would you be willing to pay more on your bills for an 
essential good or service if this went towards supporting people on low incomes to afford 
that particular good or service? 

 

Source: Opinium survey. Base: 4,000 respondents. 

Our polling has found that funding social tariff discounts out of companies’ profits is 
the most popular approach, shown in Figure 10 below, and focus group participants 
generally supported this approach. This suggests that such an approach could be 
politically feasible with voters.  
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Figure 10: Polling results for the question 'Below is a range of different options for how social 
tariffs could be funded. To what extent do you support or oppose each of these options?' 

 

Source: Opinium survey. Base: 4,000 respondents. 

Since Russia’s invasion of Ukraine in February 2022, there has been significant media 
scrutiny of the record profits of companies across a number of industries. Particular 
attention has been drawn to the utility sector, and especially electricity and gas 
suppliers. In July 2023, as consumers faced some of the highest energy bills on record, 
it was reported that Centrica, the parent company of British Gas, saw a nearly ten-fold 
increase in its annual profits.49 According to some estimates, Britain’s energy suppliers 
are set to take in £1.7 billion in profits over the next 12 months.50 Meanwhile, 
companies in the water industry paid £1.4 billion in dividends in 2022, up from £540 
million the previous year.51  

The public response has been understandably angry. In focus group sessions we ran, 
a number of participants made accusations of corporate greed, arguing that the high 
costs of living they were facing were in part down to companies heavily inflating prices. 
These feelings of injustice go some way to explaining the broad public support for 
funding social tariffs out of company profits.  

  

14%

21%

27%

41%

26%

25%

25%

28%

25%

21%

20%

15%

15%

13%

11%

6%

12%

12%

10%

9%

8%

8%

7%

The Government should pay for social tariffs with slightly
higher taxes on a broad range of people

People on a high income should pay for social tariffs by
paying slightly more on their bills to help provide that
good/service at a cheaper price for people on lower

incomes

The Government should pay for social tariffs with
significantly higher taxes targeted at people on a high

income

Companies should pay for social tariffs by reducing their
profits

Strongly support Somewhat support Neither support nor oppose

Somewhat oppose Strongly oppose Don’t know



BARE NECESSITIES 

35 
 

Such an approach could be pursued: at least some companies are making sufficient 
profits just now to fund reasonably generous social tariffs. Many of the sectors we 
discuss are also price regulated, which means there are regulatory instruments which 
could be used to ensure company profits are redirected to fund social tariff provision. 
Work by Citizens Advice has found that in several sectors, regulators have 
overestimated the cost of capital, based in part on the way cost of capital is calculated 
and partly through ‘aiming up’, i.e. choosing a value towards the top end of their range 
of estimates. This has led to consumers paying unnecessarily high bills.52 Citizens 
Advice has suggested a number of ways to lower bills for consumers, such as using 
more conservative estimates for the cost of capital. The gains from this approach could 
be used to fund social tariff provision.  

There are other ways of using regulatory price setting to channel funds from company 
finances towards social tariffs. For example, the ‘totex’ (‘total expenditure’) 
mechanism sets an allowance for companies to cover forecast necessary costs. If a 
company underspends its allowance, the efficiency gains are shared between the 
company and customers.53 Conversely, if the company overspends to deliver 
necessary services, it can recover part of the costs from customers.54 Such 
approaches are used in a number of sectors such as energy.55 The intention of this is 
to drive efficiencies by providing incentives to companies to spend below totex 
allowances. But the existence of the totex cost-sharing mechanism provides one 
potential regulatory lever for funding social tariffs: the proportion of totex underspends 
companies are allowed to keep could be reduced, while funding for social tariff support 
is increased. 

However, there are some practical problems that arise from the approach of funding 
social tariffs out of company profits. One is that comprehensively funding social tariffs 
would likely be very costly for firms. Some providers have already voiced concerns over 
using company profits as a primary basis for expanded social tariffs. For example, BT 
estimates that existing social tariffs, if taken up by all eligible recipients, could cost 
the broadband industry up to £2 billion, and has argued that “the model in its current 
form is unsustainable”.56  

Whilst some sectors could conceivably burden the costs of social tariffs through 
accepting lower profits (consider that BT alone reported before-tax profits of £1.7 
billion in the last financial year)57, doing so may give rise to some unintended 
consequences arising from the potential behavioural response of firms. There is a risk 
that firms could raise prices on all non-social tariff consumers, which in the case of a 
single ‘flat’ price rise for all consumers not eligible for social tariffs, would not be as 
progressive as general taxation because the cross-subsidy amount would account for 
a lower proportion of income for higher-income households than lower-and-middle-
income households. Firms could be incentivised to reduce the generosity or narrow 
the eligibility of existing social tariff schemes they provide, or simply exit the market 
as a result. There is also the question of whether reducing profits may affect other 
activities that benefit consumers in the long run, such as capital expenditure or greater 
efficiency, in some industries. Returning to the example of totex cost sharing 
mentioned above, it is possible that reducing the proportion of totex underspends 
companies get to keep weakens incentives for companies to pursue efficiency; it is an 
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open question whether the longer-term effects of this outweigh expanded provision 
of social tariffs through profits. All of these outcomes are hard to predict, but should 
not be discounted entirely when pursuing an approach for funding social tariffs based 
on company profits.  

Another challenge to the company profits approach is how to ensure consistent and 
long-lasting social tariff provision, particularly in the context of fluctuating company 
profits and varying profit margins across companies in a sector. A key advantage of 
tax-funded provision or risk-pooled cross subsidy frameworks is that they are to a 
considerable extent insulated from market volatility, although that is not to say that 
they are immune from all volatility (as with all forms of public spending, electoral 
pressures may influence a tax-funded social tariffs model). In the absence of extensive 
co-ordination, relying heavily on company profits presents a potential risk that social 
tariff support may fluctuate over time as companies respond to downturns in their 
markets or wider economic conditions.  

A second issue centres on deciding where and how much using company profits to 
fund social tariffs is appropriate. The goods and services we have discussed above 
cover a wide range of different industry dynamics, different pricing models and 
different margins. While in certain sectors there may be a strong case for reducing 
company profits to fund social tariffs, particularly where there have been unearned 
‘windfall’ profits, in other markets such a case may be weaker.  

While it is possible to use company profits to fund social tariffs, then, there are 
important practical challenges to acknowledge around how to differentiate the 
approach between different industries, mitigating against the possibility of unintended 
consequences, and ensuring such a model is stable and co-ordinated. Furthermore, 
the political feasibility of this funding approach may be more limited than the public 
attitudes our research has uncovered might suggest. With both main parties focusing 
on economic growth as a policy priority, curtailing firm profitability in this way may not 
be seen as unambiguously politically attractive.  

To summarise, no funding model for social tariff is without its drawbacks. The table 
below shows graphically our interpretation of the evidence around different funding 
models and how they perform on the metrics of progressivity, financial feasibility (by 
which we mean how likely this funding model is to be financially sustainable) and 
political feasibility. Fuller circles represent a stronger case.  
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Table 3: Assessing different funding models for social tariffs 

Model Progressivity Financial feasibility Political feasibility 

General 
taxation ⬤ ⬤ ◑ 

Cross-subsidy ◑ ◕ ◑ 

Company 
profits ◑ ◑ ◕ 

Source: SMF analysis. 

Harmonisation of social tariff schemes 
Besides considerations around how to design social tariffs within different markets, it 
is also important to consider the interactions between different social tariff schemes. 
Put another way, there is a question around the extent to which it is desirable and 
feasible to consolidate distinct social tariff schemes in various markets into a unified 
framework.  

The status quo: varied support 
As discussed in the previous chapter, at present there is a wide variety of social tariff 
schemes operating in different markets. There are arguments in favour of this 
arrangement. Typically, social tariffs in the UK are funded via cross subsidy, meaning 
they are funded through company finances. If companies have to fund social tariffs via 
cross subsidy (or, in some rare cases, through their own profits), then there is a 
pragmatic argument for differing social tariff schemes: social tariffs are by necessity 
constrained by the financial situation of the companies providing them.  

Different social tariff schemes may also reflect different customer bases. In water, 
social tariff cross subsidies are decided based on willingness-to-pay research and 
consultation with customers. In practice, the agreed cross subsidy amounts seen in 
water are the maximum amount companies can apply without seeking additional 
approval from their customer base.58 But there are observed variations in willingness 
to pay for cross subsidies between different water providers and different socio-
demographic groups of customers. For example, in the market research cited earlier, 
the average (mean) ‘willingness to contribute’ to social tariff schemes was found to be 
£1.50 per month among Wessex Water customers, £1.79 among Bristol Water 
customers and £1.83 among Bournemouth Water customers.59 

However, having a variety of different social tariff schemes carries significant 
disadvantages. First, and most importantly, the existence of multiple design schemes 
for social tariffs entails a ‘postcode lottery’ of support, in which households in similar 
financial circumstances can miss out on support simply because of where they live, as 
noted in the previous chapter.  
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Second, a variety of social tariff schemes with differing eligibility criteria and designs 
presents an informational barrier to households who might apply. Put another way, it 
makes the process of working out one’s eligibility status, and how to apply, for a social 
tariff more involved and time-consuming than it would be if social tariffs were broadly 
similar across the country.  

Single social tariffs 
The other end of the scale is a ‘single social tariff’. There are two basic versions of this. 
One is a sector-wide single social tariff, which would harmonise different social tariff 
schemes in order to ensure that eligibility criteria and generosity were uniform across 
the providers in a given sector. Such a framework has already been proposed for the 
water sector, and was one of the key recommendations arising from an independent 
review of the water sector conducted by the Consumer Council for Water (CCW).60  

A sector-wide single social tariff could be accompanied by a central funding pot for 
cross subsidies in order to promote risk-sharing between providers. The CCW 
recommended setting up a single social tariff in water which would entail creating one 
central funding pot across England and Wales, which uses a customer cross-subsidy 
at a level which allows the eradication of water poverty at the 5% level.61 

A more ambitious version of this idea is to further consolidate social tariffs in different 
sectors to establish a suite of social tariffs. Such a ‘single unified social tariff’ would 
see a system in which social tariffs across multiple sectors have the same design 
features (eligibility and generosity), with any household meeting the eligibility 
threshold for such a scheme receiving social tariffs in all the goods and services 
covered by the scheme.  

A middle way? Regulatory frameworks for social tariffs 
A third option is to set up a system that lies somewhere in between the current 
‘patchwork’, voluntary approach to social tariffs and a unified, single social tariff. This 
would entail allowing companies a degree of discretion in how they design and 
implement social tariffs, but accompanying this with regulation to stipulate minimum 
standards in eligibility, generosity and quality of provision.  

Our fieldwork has shed light on public attitudes to the question of harmonisation. In 
our polling, we asked respondents to indicate their preferences on how similar social 
tariff schemes should be across the country, in terms of both eligibility criteria and 
generosity. The options included: 

• The same for all companies (“Same”) 
• Similar, but there should be some degree of flexibility (“Similar”) 
• There should be some broad rules, but companies should be able to design their 

own schemes within these rules (“Broad rules”) 
• Companies should be free to design their own rules that reflect their customer 

base (“Status quo”) 
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Figure 11 below shows the response to this question. The public are clearly divided on 
the question of how far harmonisation of social tariffs should go – a similar proportion 
think social tariff schemes should be the same (23%) as those that think that there 
should simply be some broad rules (24%) – but these results indicate that there is 
agreement that a purely voluntary approach is not desirable, with only one in ten 
respondents saying that companies should be free to design their own social tariff 
schemes.  

Figure 11: Polling results for the question 'Which comes closest to your view on how similar 
social tariff schemes should be around the country?' 

 

Source: Opinium survey. Base: 4,000 respondents.  

These findings from our polling suggest that some degree of action to deliver more 
convergence among social tariff scheme designs would be popular with the public.  
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CHAPTER FOUR – DISCUSSION 

The previous chapter discussed the key design parameters and debates that need to 
be resolved when developing a new social tariff intervention. This chapter turns to 
providing some answers to these questions, by identifying which goods should be 
prioritised for a social tariff, before setting out what an ‘ideal’ scenario for social tariffs 
would look like as a long-term objective as well as outlining some credible shorter term 
steps that can be taken to improve social tariffs in the UK.  

Introduction: defining the scope of social tariffs 
The first consideration is the scope of social tariffs, or in other words, which markets 
warrant intervention. As we have seen, a range of goods and services can be 
considered essential in nature, and for many of those, affordability is a pressing 
challenge for many households. Looking at affordability and public attitudes on what 
constitutes ‘essential’ alone, we might conclude that virtually all the markets assessed 
should have social tariffs. However, once we have looked at a range of additional 
considerations, certain markets can be ruled out, or at least deprioritised, for 
intervention of this kind.  

Lower priority markets 
Take food and groceries, where there is the greatest pressure on household budgets 
after housing costs. Through the lens of affordability alone, this market arguably has 
the greatest case for social tariffs. However, when we consider the additional criteria 
for social tariff schemes, most notably the degree of heterogeneity seen in this market, 
it is not clear that social tariffs would be an optimal solution to problems in this sector. 
Due to the vast range of products sold in supermarkets, varying hugely in type, quality 
and price, implementing a social tariff would entail great administrative complexity if a 
scheme was to be selective about what specific products are covered by social tariffs. 
Additionally, the state risks making paternalistic interventions that go against the 
personal choices of individuals, who have a large variety of dietary preferences and 
needs. On the other hand, if there was a blanket social tariff on all grocery products, 
then such a policy might conflict with other policy aims such as reducing access to 
certain harmful food products. 

Furthermore, whilst the Valencian case study of social tariffs for food from 
supermarkets illustrates that such a policy is possible, this was (and was intended to 
be) a short-term (three month) solution to an immediate cost of living problem. Due to 
the large costs involved in running such a scheme, it is unlikely that a government 
would be willing to make it a permanent solution to the problems of unaffordability in 
this market. Given the considerable level of household spending on food and 
groceries, meaningful social tariffs in this market are likely to prove extremely costly. 
As an example, we estimate that a 33% discount on food and groceries for any 
households claiming benefits (UC, ESA, PIP or DLA) would cost around £5.5 billion.62 
For these reasons, we can conclude that there is a comparatively weak case for social 
tariff intervention in the market for food and groceries. 
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Fuel for car travel is another essential good with considerable concerns around 
affordability. However, here there is significant tension with another key policy agenda 
of encouraging people to switch to more environmentally friendly forms of transport. 
Subsidising the use of a polluting fuel would encourage greater use of that fuel, 
consequently inflicting negative effects on air quality and efforts to reduce carbon 
emissions. As such, we are minded to eliminate motor fuel from the list of markets 
where there is a good case for social tariff intervention.  

For contents insurance and banking services, whilst widely considered essential 
services, these goods do not rank highly when it comes to affordability concerns: 
spending on these goods represents the lowest proportion of spending of AHC income 
of all the goods we assessed. The absence of affordability concerns mean there is a 
relatively weak case for social tariff interventions in these markets based on current 
spending, with alternative market interventions likely to be more effective.63 That said, 
there is a possibility that some people are unable to access these items due to financial 
barriers, although alternative reasons, such as a lack of product awareness and limited 
consumer demand, seem to be more significant factors.64 65 Further efforts to promote 
financial inclusion could be valuable in ensuring access to them.   

Markets for household appliances, whilst making up a greater proportion of 
household’s spending, are not appropriate targets for social tariff intervention either. 
This is because appliances like fridges and washing machines, tend to be infrequently 
brought. Administering a social tariff on purchases of these products would bring 
significant operational complexity because purchases of appliances cannot typically 
be predicted as they are not regular in the same way that, for example, a water tariff 
would be. 

Having eliminated the essential goods for which social tariffs are not suitable, we can 
now turn to the markets where there is the strongest case for social tariff intervention.  

The highest priority markets for intervention 
On balance, we conclude that the strongest case for social tariff intervention lies in the 
markets for energy (electricity and gas), broadband, water, and public transport (rail 
and bus travel).  

Household energy is perhaps the market with the greatest case for intervention of all 
those assessed. An absolutely essential product, and one with a significant degree of 
homogeneity, energy accounts for amongst the greatest AHC income household 
proportional spend of all the goods we assess. With many households at risk of fuel 
poverty, social tariffs could be an effective way to ensure access to essential 
household energy.  

Household water and broadband services, markets where voluntary social tariffs 
already exist, are also markets where the case for social tariff intervention is strong. 
Water is a highly homogenous product and one where the monopolised nature of the 
water industry means consumers cannot ‘shop around’ to find better prices. Social 
tariffs are warranted in the market for broadband due to the problems of affordability 
affecting households in this market, and in large part because of the potential 
consequences of going without digital connectivity in modern society.  
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The same is true for public transport. Given its role in providing access to educational 
and employment opportunities, ensuring poorer households’ access to public 
transport is critically important to efforts seeking to improve the ability of poorer 
households to get richer. Subsidising public transport use for eligible groups also 
encourages people to shift to more environmentally friendly forms of transport, 
assisting government efforts to decarbonise the economy and improve air quality.  

Vehicle insurance is somewhat more complicated as it accounts for a notable chunk of 
household expenditure, and is legally mandatory in order to travel by car. However, 
whilst a social tariff for car insurance would serve to decrease the cost of driving for 
recipients and would therefore conflict with the policy aim of discouraging car travel, 
unlike fuel it does not scale proportionately with use. Whereas cheaper fuel might 
encourage people to drive more, cheaper motor insurance only makes a difference to 
people’s decision over whether to get or keep a car in the first place – and so has less 
impact on the margin. Given the prevalence of the poverty premium in the car 
insurance market66, and the importance having a car to some people’s access to 
employment and educational opportunities (especially those in rural areas), we 
conclude that there is a relatively strong case for social tariffs in car insurance.  

This is not to say that social tariff intervention categorically should not happen in the 
other markets we have examined, rather that intervention in the markets we have 
identified has a stronger overall case and is more actionable. For the markets that we 
have identified as being fit for social tariff intervention, the government should move 
to implement these policies to ensure access to these essentials for households 
struggling to access them. However, there are a number of further aspects to social 
tariff design that need to be addressed prior to implementation.  

Having identified the strongest candidates for what goods should be covered by a 
social tariff scheme, we now turn to the substantive questions around what a good 
policy design for social tariffs would look like.  

Long term ambitions: towards an ideal social tariff framework 

Outlining an ‘ideal’ social tariff scenario 
As Chapter Three established, the main problems with social tariffs centre on poor 
take-up, inconsistent eligibility, and poor targeting. From this, we conclude that a new 
framework for social tariffs – in other words, an ‘ideal scenario’ for social tariffs needs 
to exhibit the following features: 

• Well-targeted. By this we mean that a social tariff scheme needs to target 
households most in need of support, whilst at the same time minimising the 
fiscal cost and the extent to which the scheme supports households who do 
not need it.  

• Consistent. An ideal social tariff scheme needs to limit the extent to which 
eligibility varies for different goods in order to limit complexity. A natural 
consequence of this objective is that there will need to be some degree of 
harmonisation between social tariffs in different markets. 
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• Accessible. A well-performing social tariff scheme should limit barriers to 
accessing social tariffs and ensure high take-up to maximise its impact. We 
argue that the best way of doing this is auto-enrolment. 

Weighing the case for different eligibility systems 
No eligibility system is perfect. However, our research – in terms of our focus groups, 
polling, and insights from the public policy roundtable we held in September 2023 – is 
clear that, while using the benefits system is simple and administratively 
straightforward, a system that both takes into account need and targets support more 
efficiently at the most vulnerable households would represent a significant 
improvement.  

Basing social tariff eligibility on benefits, as existing social tariffs in broadband do, 
does target social tariff support towards less well-off households. However, it does so 
in a crude way. There are many households who do not claim benefits despite being 
on low incomes and being eligible for support. The Joseph Rowntree Foundation has 
estimated that 4 in 10 households in the poorest fifth of the population do not receive 
benefits, for reasons such as being unaware of entitlement, the stigma attached to 
claiming benefits, bad experiences of assessment processes, and a complex benefit 
administration putting people off.67 Our own estimates from the LCFS suggest that as 
many as around 938,000 households in the bottom quintile of equivalised income are 
not in receipt of benefits.68 By basing the eligibility for social tariff support on whether 
individuals/households receive benefits payments will mean some households will 
inevitably ‘fall through the cracks’ and be deprived of support when they are in need 
of it.  

Basing eligibility on income is a better way to target support. It will mean that being 
able to receive social tariff discounts on essentials is not impacted by arbitrary factors 
(such as not claiming benefits due to the challenges of navigating a complex welfare 
system). Household income more accurately describes the ability of a household to 
purchase essential goods, and therefore income, not receipt of benefits, should be a 
key element social tariff schemes consider in determining eligibility.  

However, whilst income accurately reflects the resources a household can devote to 
purchasing essential goods and services, it still doesn’t explicitly take into account 
households’ essential needs. Consider the example of two households with the same 
income, the first being composed of an adult with three young children, and the 
second being a single individual in their twenties. It is evident that the first household 
will require considerably more provision of essential goods than the second (e.g. more 
water to keep children clean, greater broadband use to ensure their digital 
connectivity). Basing eligibility on income alone would disregard the differing needs 
of households.  
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Using equivalised income as an eligibility criterion would therefore better approximate 
household need than using raw household income to decide eligibility. But to truly 
target need, the amount households spend on essential products relative to their 
income must also be considered. Doing so will ensure that households who have to 
spend significant proportions of their low incomes on essential goods get support. It 
will also mean that support does not go to those households who might well be on a 
low income, but due to lower essential needs, do not struggle to access essential 
goods and services.  

Effectively targeting support in this way could lower the cost of social tariff support, 
and thus allows for greater discounts to have a meaningful impact on the household 
finances of those who are in the most need of support. Furthermore, by imposing an 
absolute maximum income threshold for which households can access social tariff 
support, the small proportion of households on higher incomes that spend 
considerable proportions of their income on essentials can be excluded from social 
tariff schemes, ensuring that support is not provided to those who do not absolutely 
need it.  

To illustrate this point, Table 4 below shows our estimates, using LCFS data, of the 
fiscal cost in billions of a range of approaches to social tariffs covering water, gas, 
electricity, broadband, rail and bus travel and vehicle insurance. These include: using 
benefits (including Universal Credit and disability benefits); using equivalised 
household income thresholds at different levels; and, using a bills-to-income ratio. 
These ratios take into account the proportion of equivalised income that the ‘core’ 
household goods of water, gas, electricity and broadband account for; for example, if 
a household has an equivalised income of less than £20,000 (which encompasses the 
bottom half of the equivalised income distribution) and spends above the specified 
proportion of this on the core household goods, they would qualify for social tariffs. 
Ratios of 15%, 17.5% and 20% have been included for illustrative purposes only, 
though are intended to reflect high thresholds of spending that would capture the top 
10-25% proportions of spending.vi  

  

 
vi The 90th percentile proportional spend (meaning only 10% of households spend more on these 
essential goods as a proportion of income) is 21.8%, while the 75th percentile is 14.3%. 
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The reason we use ‘core household goods’ to calculate the bills/income ratio is 
because of the distinction between goods, such as water or broadband, which are 
almost always shared between members of a household, and individual level goods 
which are purchased instead by individuals. For example, people buy bus tickets for 
themselves individually, whereas they purchase broadband to be used as one 
household. An additional reason is that bills for household-level goods are more likely 
to be stable. In contrast, spending on transport could vary significantly, for instance if 
people have to make unexpected trips or are using public transport to get to job 
interviews one month. As such, eligibility for a bills-to-income ratio would be assessed 
by means of the household goods we outline above, and automatically administered, 
while social tariffs for individual goods – public transport and car insurance - would be 
conditional on being part of a household eligible for social tariffs for energy, water and 
broadband. As opposed to the automatically administered household good social 
tariffs, individuals would need to manually apply for social tariffs for individual goods, 
providing evidence that they are eligible. This could, however, be implemented 
through existing architecture such as railcards. 

Table 4: Modelling different scenarios for social tariffs covering water, energy, broadband, 
public transport and car insurance 

 Benefits Equivalised income thresholds Bills-to income ratios (before housing costs) 

Column 1 

UC + 
PIP/DLA/ESA 

Income threshold 
up to £20k 

Income 
threshold 
up to 
£15k 

Bills-to 
income ratio: 
20% up to 
£20k 

Bills-to 
income 
ratio: 
17.5% 
up to 
£20k 

Bills-to 
income 
ratio: 15% 
up to £20k 

Discount Fiscal costs (£ billion) 

20% £2.9 £6.7 £3.8 £1.8 £2.1 £2.4 

33% £4.8 £11.1 £6.2 £2.9 £3.4 £4.0 

50% £7.3 £16.8 £9.4 £4.4 £5.2 £6.1 

 Coverage (millions of households) 

HHs 
benefitting 

5.3 13.2 8.0 3.4 4.3 5.6 

It is worth emphasising that these figures are indicative estimates and there are 
caveats that need to be taken into account. But they illustrate the point that using a 
bills-to-income ratio could help to keep down the fiscal costs of social tariff provision 
relative to other options for deciding eligibility, especially at higher discount levels.  

Furthermore, such an approach could be more targeted than the status quo. Consider 
Figure 12 below, which shows the average relative savings (the average savings from 
social tariffs divided by the average income) by equivalised income decile. The chart 
shows what average relative savings could look like under different eligibility criteria, 
with a social tariff covering water, broadband, energy and rail/bus travel at a 33% 
discount. 
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Figure 12: Comparing the distributional impact of different eligibility systems, Relative 
impact of combined social tariffs with 33% discount under different eligibility criteria 

 

As the chart shows, both an income threshold and a bills-to-income ratio with income 
cap represent a better approach than benefits receipt for targeting support at 
households with the very lowest income. As Table 4 shows, though, using an income 
threshold on its own could quickly become fiscally expensive, meaning there is a case 
for incorporating a bills-to-income ratio on affordability grounds.  

From first principles, then, a bills-to-income ratio with an income cap would be an ideal 
approach to resolving the issues and trade-offs outlined in chapter three. Such a 
system would achieve the key objectives of reaching wider than the benefits system, 
whilst also having a better proxy for financial need. An eligibility criteria of this kind will 
ensure that support is generous but well-targeted, ensuring that the financial cost of 
social tariff schemes are minimised.  

Having explored what an ideal approach to social tariffs could look like, we turn to 
practical concerns: namely, how a new system could be implemented, how it could be 
funded, and the extent to which harmonisation can and should occur.  
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Implementing a bills-to-income ratio 
While the idea of a bills-to-income ratio is appealing, it is worth noting that 
implementing a bills-to-income ratio effectively has several challenges that make it 
more of an ‘ideal scenario’ and a long-term project than a plausible way of improving 
social tariffs in the short term. These challenges are substantial and should be 
acknowledged.  

One aspect of the challenge is ensuring a significant improvement in data sharing. A 
consequence of using a combined bills-to-income ratio to assess eligibility is that 
doing so will require knowing both household income and outgoings on essentials. 
This would mean that data from suppliers and households would need to be 
consolidated into one place. In principle, this could be done if government brought 
together income data from DWP and HMRC. The Digital Economy Act 2017 allows HMRC 
‘Real Time Information’ data to be shared with other bodies in the public interest.69 For 
example, one trial of the framework saw HMRC share information about individuals’ 
earnings with the Department for Education and three local authorities as part of a 
social impact bond scheme.70  

It is worth acknowledging that HMRC data does have limitations insofar as it is largely 
based on individuals, not households. Therefore, it will require some data matching to 
effectively target social tariffs. Currently, there is only a legal duty for firms to tell HMRC 
about addresses for new employees, with no requirement for firms to provide up-to-
date information on where their employees live. This would have to be amended for 
effective data sharing to take place.    

 It is also worth noting that this approach of using HMRC incomes data is deemed to be 
sufficient for the WHD scheme, which makes use of income data to consider eligibility 
based on tax receipts.71 This process, though, also has scope for improvement, given 
the reliance of WHD eligibility on the tax credits legacy scheme. To ensure better 
targeting, HMRC would have to go beyond the current eligibility approach taken in the 
WHD and base eligibility directly off income. 

A further issue with this approach is that Houses in Multiple Occupation, or ‘house 
shares’, will be considered as single households under this system, with the incomes 
of constituent members combining to form ‘household income’. This is somewhat 
problematic, as one working individual could push the household income above the 
eligibility threshold, whilst the other individual in a flat may have no income, but would 
be ineligible for support. That said, house shares would in most cases share the costs 
for household-level goods such as energy or water. 

To summarise, the key issues around data sharing from the government side centre on 
ensuring up to date addresses and ensuring HMRC data reflects household income.  

On the other side of the equation, suppliers – water companies, energy companies, 
broadband companies and so on – hold data on customer bills. To maintain public trust, 
we do not recommend that HMRC household income data is shared with suppliers; a 
better approach would be for suppliers to share data on household bills with 
government, which can then inform suppliers of who should be eligible for social 
tariffs. 
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A more significant challenge is properly taking into account housing costs. This is an 
important issue when it comes to properly reflecting a household’s financial situation. 
To illustrate this point, an outright owner and a renter may both have a moderate bills-
to-income ratio when a before housing costs (BHC) approach is taken. But the renter’s 
AHC bills-to-income ratio may be significantly higher as a result of their monthly 
outgoings.  

Furthermore, due to variation in housing costs around the country, there is likely to be 
corresponding variation in peoples’ bills-to-income ratios, by virtue of where they live.  
So by setting a countrywide BHC bills-to-income eligibility criteria, it is likely that many 
people will go without support despite being in similar financial situations with 
recipients in different parts of the country.  

One way to get around this would be to ask applicants to provide evidence of their 
housing costs (i.e. rent/ mortgage payments), so that AHC bills-to-income ratios could 
be calculated. This is the approach taken in certain social tariffs such as Bournemouth 
Water’s ‘WaterCare’ scheme, which assesses eligibility based on information given by 
households.72 However, doing so adds additional layers of complexity to a system 
which is likely to have the most impact when it is easy and simple to use. It would also 
eliminate the possibility of automatically administered social tariffs, which given 
problems with take-up of existing schemes, we find to be an ideal scenario. As such, 
requiring people to submit evidence of their housing costs, while ensuring a more 
accurately targeted system, would come with some significant disadvantages and 
miss an opportunity to improve on the present system for social tariffs in terms of 
complexity.   

On the other hand, completely omitting the single greatest essential cost on peoples’ 
budgets – housing – would be an equally misguided approach. In what can be 
considered a compromise between simplicity and effective targeting, the bills-to-
income eligibility criteria, and the income cap, could vary by location to reflect 
geographic variance in housing costs.  To do this in the most targeted way possible, 
specific bill-to-income ratios and caps could be set for all households within specific 
Lower-layer Super Output Areas, the most granular administrative geographical level 
at which housing cost data is available. There is still variance in housing costs at this 
neighbourhood level, and this system will be unable to accurately distinguish between 
the different circumstances faced by a renter and neighbouring mortgage free 
homeowner. However, such variance in housing costs will be considerably less than 
setting ratios and caps at larger geographic areas. Moreover, there is scope for 
organisations such as the Valuations Office Agency to work with the Government to 
provide more accurate estimations of the housing costs faced by households in local 
areas. Doing this is undoubtedly a complex task for the government to undertake, and 
should be considered a long-term objective.   

Defining the funding model 
A second question around implementation is how to fund new social tariffs. As the 
discussion in chapter three made clear, each potential funding model for social tariffs 
has some drawbacks.  
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Overall, funding social tariffs from general taxation is the ideal approach. It is the most 
progressive option for funding social tariffs. And given that it would not need to rely on 
company finances, it is arguably the most workable option as well: it would be more 
insulated from market downturns and financial turbulence among providers, and avoid 
any unintended consequences that limiting company profits may bring. There is also 
the secondary benefit that using taxes to fund social tariffs makes the emergence of a 
‘postcode lottery’ of support much less likely because companies, in the absence of a 
national risk-pooling scheme, would not need to set up social tariff schemes in line 
with their financial situation.  

We therefore conclude that general taxation would be the ideal funding model for 
social tariffs and is our preferred solution. However, as noted in chapter three, using 
general taxation does come with its own challenges – notably, political feasibility given 
our evidence on public attitudes and the UK’s current fiscal position.  

The risk of cliff edges 
As discussed in chapter three, implementing social tariffs on essential goods carries 
the risk of creating ‘cliff edges’ for individuals as they climb the income ladder, thus 
disincentivising those individuals from working and earning more. Basing eligibility on 
income rather than benefits has the advantage of avoiding the case of the 'double 
whammy' of simultaneously losing benefits and social tariff discounts as individuals 
move above the means-tested threshold for benefits receipt.  

However, cliff edges will still be present under a system based on bills-to-income 
eligibility. As we have seen, a social tariff scheme could ‘taper’ or ‘stagger’ discounts 
to mitigate the effect of cliff edges. Here, social tariff recipients will be categorised 
further into different groups – or ‘bands’ – based on their household income. The 
poorest social tariff recipients receiving the largest discount, and that discount 
decreasing the closer households get to the income eligibility threshold cap. Doing 
this will smooth the ‘cliff edges’ faced by households as their income grow, but will 
add a degree of operational complexity to the process (although under an 
automatically administered social tariff scheme, it is certainly not an impossible task).  

There is a trade-off between reducing the operational complexity of schemes and 
mitigating the impact of cliff edges on individuals. A flat discount on all social tariff 
recipients entails greater simplicity for those charged with setting up a social tariff 
scheme, whereas banded discounts could effectively smooth cliff edges faced by 
households and better incentivise poorer households to work more in order to increase 
what’s left for households at the end of the month, after taxes, benefits and bills have 
been paid. Policymakers should explore the potential for social tariff discounts to be 
banded, or ‘tapered’, to reduce the risk of social tariffs creating or at least reinforcing 
cliff edges for households.  

Harmonisation 
As discussed in chapter three, there are a variety of approaches to harmonising social 
tariffs. A single unified social tariff model brings several advantages. Such a model 
directly addresses one of the key problems of social tariff schemes as they exist at 
present, which is inconsistent support.  
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However, setting up a single unified social tariff would be a complex endeavour and 
require extensive co-ordination and would represent a long-term project.  

Short-term priorities for social tariffs 
The discussion above set out broad parameters for an ideal framework for social tariffs. 
Admittedly, this ideal scenario is difficult to implement and doing so would take time 
and resources. As discussed, there are several significant logistical challenges that 
would have to be overcome to ensure good quality data sharing and targeting. This 
begs the question of what can be done to improve social tariffs in the UK in the more 
immediate term. This is important to consider, especially in order to respond to the 
current economic situation and the likely challenges over the course of 2023 and 2024.  

Much of the work to build an ideal social tariffs framework will require new levels of 
data sharing and integration; these new frameworks may admittedly take years to fully 
materialise. But there is still scope to improve social tariffs in the UK with existing tools. 
In the shorter term, there is a good case to drive greater convergence between social 
tariff schemes. It is important to do this in order to reduce postcode lotteries and 
simplify social tariffs.  

This could be done through a regulatory framework setting parameters for social tariff 
designs. Currently, social tariff designs are largely voluntary and left to the discretion 
of providers. However, to ensure greater consistency between social tariff schemes 
across the country, sectoral regulators such as Ofwat and Ofcom could set minimum 
standards for eligibility and generosity in social tariffs. In the immediate term, this 
could involve regulators setting out what they consider to be appropriate or model 
social tariff designs in their sector. That said, this approach is still limited if social tariffs 
remain voluntary: without sufficient economic incentives, there will still be a risk that 
social tariff support in competitive markets is diluted or phased out.  

To complement this work, regulators in competitive markets (that is, markets that are 
not characterised by natural monopolies such as energy and broadband) can also focus 
on lowering barriers to applying for social tariffs. Specific steps that could be taken in 
this regard include encouraging better promotion of existing social tariff schemes and 
taking action to remove exit fees for switching to a social tariff scheme. Admittedly, 
some of these immediate steps are being taken by regulators such as Ofcom, which 
has recently written to broadband providers setting out ways in which social tariffs in 
broadband could be more prominently signposted and emphasising the need to waive 
early termination charges for moving to a social tariff scheme with a rival provider.73 
Given the sluggish take-up of broadband social tariff schemes, however, there is 
evidently a limit to which better promotion encourages take-up of existing social tariff 
schemes.  

There is also a need for intervention in markets where there currently are no social 
tariff schemes in operation. Insurance markets stand out in this regard. Previous work 
by the Social Market Foundation has found that insurance is becoming increasingly 
unaffordable for those on low incomes as they are charged “a poverty premium” – with 
the research finding car insurance firms discriminating on price against low-income 
consumers on the basis of where they live.74 As there currently are no social tariff 
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schemes in these markets, there is a strong case for alternative forms of immediate 
intervention to help low-income households access the essentials they provide, prior 
to the implementation of full social tariff schemes. Interventions such as state-backed 
insurance products for people on low incomes, stricter regulations on pricing and 
insurance vouchers could be effective measures over the short term. In these markets, 
preparatory work among regulators and companies will be needed to introduce social 
tariffs.  

A stronger step, achievable in the medium term, would be to set out mandatory, 
enforceable requirements that specify minimum standards for social tariff provision. In 
practice, this could mean requiring each provider in a sector to have consistent 
eligibility criteria, for example a formula-based approach to deciding household 
income thresholds for social tariffs. Doing so would also ensure a level playing field in 
markets, as no provider would be able to gain a relative advantage by not providing 
social tariffs.  

However, it is important that a move to fully regulated social tariffs is accompanied by 
a better defined funding framework for their provision in order to avoid unintended 
consequences for businesses and markets. It is likely that a compromise approach that 
relies on different forms of funding may be necessary to achieve a politically feasible 
solution. Relying solely on company profits comes with significant challenges for the 
reasons discussed in chapter three. In the absence of funding from general taxation, 
this will require a more formal reconciliation scheme for cross subsidies to ensure that 
costs can be equitably shared across industries, as is the case with the Warm Homes 
Discount.      

Finally, although our preference is for a suite of social tariffs based on a combined bills-
to-income ratio, there is no reason that steps to ensure better data sharing between 
government and suppliers, with a view to enabling auto-enrolment, should not take 
place. As examples of social tariffs in other countries such as Belgium (discussed in 
chapter two) show, auto-enrolment on the basis of benefits receipt is feasible.75 And 
closer to home, schemes such as the Warm Homes Discount set a precedent for auto-
enrolled support. Even if auto-enrolment on the basis of a combined bills-to-income 
ratio is not feasible in the short or medium term, a form of auto-enrolment based on 
proxies of low income is more achievable. Given the importance of auto-enrolment to 
guaranteeing high take-up and therefore the effectiveness of social tariffs, work to 
facilitate auto-enrolment for social tariffs should be a priority. 

Conclusion: setting out a roadmap for social tariffs 
This chapter has set out an overarching objective for social tariffs: a unified suite of 
social tariffs in key household goods and public transport, using a combined bills-to-
income ratio to assess eligibility. As the discussion above has made clear, there are 
very significant challenges that need to be overcome to reach this ideal stage. But 
along the way, there are key steps that can be taken in the short and medium term to 
strengthen existing social tariffs. Figure 13 below summarises the measures discussed 
in this chapter. 
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Figure 13: A roadmap for social tariffs in the UK 

 

 

 

  

Short term

•  Regulators should 
set out 'model social 
tariff designs' to 
encourage best 
practice.

• Mandate better 
promotion of existing 
social tariff schemes.

• Take action on 
barriers to accessing 
social tariffs such as 
exit fees.

Medium 
term

•  Set minimum 
standards for social 
tariff provision to 
drive convergence 
between schemes.

• Develop a better 
defined reconciliation 
scheme for cross 
subsidies in sectors 
such as water and 
broadband, modelled 
on the WHD.

• Work with industry 
to improve data 
sharing with an aim to 
facilitate auto-
enrolment in sectoral 
social tariffs.

Long term

•  Consolidate social 
tariff schemes into a 
co-ordinated suite of 
social tariffs across 
energy, water, 
broadband,  public 
transport and vehicle 
insurance.

• Combine HMRC, DWP 
and supplier data to 
facilitate a 'combined 
bills to income ratio'
eligibility system.

• Ensure funding from 
general taxation to 
support social tariffs 
as progressively as 
possible. 
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APPENDIX – METHODOLOGY  

During this project, we made use of both qualitative and quantitative research 
methods, which are listed below.  

Focus groups 
Over the course of this project we held three online focus groups hosted on Zoom, held 
exclusively with participants from low-income backgrounds across the UK. The three 
focus groups each looked at different elements of the debate around implementing 
social tariff policies. The first, held on 31st May 2023, tried to elicit participants’ views 
on existing cost of living support and the current operation of markets for essential 
goods and services. The second, held on 20th June 2023, attempted to better 
understand views on existing social tariffs in markets for household water and 
broadband, and on the idea of them applying in a greater range of markets. The third 
focus group, held on 4th September 2023, sought to gain an insight into attitudes 
towards more detailed aspects of social tariff design, discussing features such as 
eligibility criteria, the extent of discounts and on data sharing between providers and 
government departments.   

Public polling 
We conducted public polling with a nationally representative sample of 4,000 people 
in partnership with Opinium. The poll was conducted online, with the fieldwork taking 
place between 30th June and 3rd July 2023.  

The polling used the following cross-breaks: 

• Gender 
• Single year age 
• Region 
• Working status 
• Ethnicity 
• Urban/rural area 
• Parent/ Childless 
• Disability 
• Financial (in)security (comfortable, coping, struggling) 
• Job type 
• 2019 past vote 
• Household income (equivalised) 
• Benefits receiving 
• Housing tenure
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Data analysis and modelling 
To make estimates on the impact of social tariffs, and compare possible policy designs, 
we have drawn on modelling from the LCFS. This allows us to roughly estimate the 
fiscal impact of social tariffs, as well as their distributional impact on household 
finances. With that said, there are several caveats that should be noted.  

First, the data we have used comes from the 2019-2020 Living Costs and Food Survey. 
More recent editions of the dataset exist but given the extent to which COVID-19 
influenced household spending patterns we decided not to use these more recent 
editions to ensure that the data provided a more accurate reflection of household 
spending behaviour. It must be acknowledged that household spending patterns are 
likely to have changed considerably since 2019-2020. A more recent analysis that 
more accurately captures current patterns of spending would be a welcome 
contribution to this research area.   

Second, we have used a static modelling approach which does not take into account 
behavioural changes resulting from price reductions following the introduction of 
social tariffs. Doing so is complicated: not only is it difficult in principle to estimate 
accurately the scale of behavioural change, but the scale of behavioural change varies 
for each good we analyse. For example, even a market such as transport has a wide 
range of estimates for price elasticities, not only varying between different economic 
studies but also the mode, purpose and distance of transport.76  

We compare different potential social tariff schemes on several metrics. These 
include: 

• The fiscal cost. This is calculated as the aggregate household savings a scheme 
would deliver and therefore the overall cost that providing the social tariff 
scheme is likely to entail, be that through general taxation, cross-subsidy or 
company finances.  

• Distributional household impacts. We examine the impacts of policy scenarios 
by equivalised income decile, both in absolute terms and relative terms.  

• Number and distribution of gainers. To assess how broadly a social tariff 
scheme would apply, we also look at the number of households who would gain 
from the policy, as well as the proportion within each decile that would gain.  

Public policy roundtable 
On 5th September 2023 we held an online public policy roundtable over Zoom. This 
discussion, which was held under the Chatham House rule, covered questions around 
which markets are appropriate for social tariff intervention, how to target social tariffs, 
how (and whether) to link social tariffs together, and how social tariffs compare with 
other possible cost of living interventions. Attendees at the roundtable included 
consumer groups, public policy experts, business representatives and third sector 
organisations. 

  



BARE NECESSITIES 

55 
 

ENDNOTES 

 
1 Social Market Foundation. (2023). “Social tariffs and the cost of living: Assessing the case 
for social tariffs as a mechanism to ensure access to essentials”. 
https://www.smf.co.uk/publications/social-tariffs-and-cost-of-living/  
2 Low Pay Commission. (2022). “Low Pay Commission summary of findings 2022: Section 14“.  
https://www.gov.uk/government/publications/minimum-wage-rates-for-2023/low-pay-
commission-summary-of-findings-2022#there-is-little-evidence-that-recent-nlw-rises-
harmed-employment   
3 House of Commons Library. (2023). “National Minimum Wage statistics”, page 13. 
https://researchbriefings.files.parliament.uk/documents/CBP-7735/CBP-7735.pdf#page=13   
4 Office for National Statistics. (2023). “X09: Real average weekly earnings using consumer 
price inflation (seasonally adjusted)”. 
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/earningsandworkingho
urs/datasets/x09realaverageweeklyearningsusingconsumerpriceinflationseasonallyadjusted  
5 Office for National Statistics. (2023). “Productivity overview, UK: January to March 2023”. 
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/labourproductivity/arti
cles/ukproductivityintroduction/januarytomarch2023  
6 ONS, Living Costs and Food Survey 2019-2020. SMF calculations.  
7 Social Market Foundation. (2023). “Fairer, Warmer, Cheaper:  New energy bill support 
policies to support British households in an age of high prices”. 
https://www.smf.co.uk/publications/fairer-warmer-cheaper/  
8 Office for Budget Responsibility. (2023). “Welfare spending: universal credit”. 
https://obr.uk/forecasts-in-depth/tax-by-tax-spend-by-spend/welfare-spending-universal-
credit/    
9 House of Commons Library. (2022). “The impact of high inflation on benefit claimants”. 
https://commonslibrary.parliament.uk/the-impact-of-high-inflation-on-benefit-claimants/  
10 British Social Attitudes.  “Attitudes towards Taxation and Spending on Health, Education 
and Social Benefits, 1983-2021.” Accessed September 21, 2023. 
https://bsa.natcen.ac.uk/latest-report/british-social-attitudes-39/taxation-welfare-and-
inequality.aspx     
11 Office for Budget Responsibility. (2023). “Fiscal Risks and Sustainability”. 
https://obr.uk/docs/dlm_uploads/Fiscal_risks_and_sustainability_report_July_2023.pdf  
12 European Social Policy Network. (2020). “Access to essential services for low-income 
people: Belgium”. https://ec.europa.eu/social/BlobServlet?docId=22959&langId=en  
13 “Discount Card: Preferential Reimbursement Discount Card | SNCB.” Accessed September 
21, 2023. https://www.belgiantrain.be:443/en/tickets-and-railcards/overview-
discount/preferential-reimbursement-ticket. 
14 GVH. “Our Range of Tickets in the Social Tariff.” Accessed September 21, 2023. 
https://www.gvh.de/en/fahrkarten-preise/fahrkartensortiment/social-tariff/. 
15 Matters, Transport for London | Every Journey. “Jobcentre Plus Travel Discount.” Transport 
for London. Accessed September 21, 2023. https://www.tfl.gov.uk/fares/free-and-
discounted-travel/jobcentre-plus-travel-discount. 
16  16-25 Railcard. “16-25 Railcard | Only £30 | National Rail.” Accessed September 21, 2023. 
https://www.16-25railcard.co.uk/. 
17 GOV.UK. “Apply for an Older Person’s Bus Pass.” Accessed September 21, 2023. 
https://www.gov.uk/apply-for-elderly-person-bus-pass. 

 

https://www.smf.co.uk/publications/social-tariffs-and-cost-of-living/
https://www.gov.uk/government/publications/minimum-wage-rates-for-2023/low-pay-commission-summary-of-findings-2022#there-is-little-evidence-that-recent-nlw-rises-harmed-employment
https://www.gov.uk/government/publications/minimum-wage-rates-for-2023/low-pay-commission-summary-of-findings-2022#there-is-little-evidence-that-recent-nlw-rises-harmed-employment
https://www.gov.uk/government/publications/minimum-wage-rates-for-2023/low-pay-commission-summary-of-findings-2022#there-is-little-evidence-that-recent-nlw-rises-harmed-employment
https://researchbriefings.files.parliament.uk/documents/CBP-7735/CBP-7735.pdf#page=13
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/earningsandworkinghours/datasets/x09realaverageweeklyearningsusingconsumerpriceinflationseasonallyadjusted
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/earningsandworkinghours/datasets/x09realaverageweeklyearningsusingconsumerpriceinflationseasonallyadjusted
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/labourproductivity/articles/ukproductivityintroduction/januarytomarch2023
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/labourproductivity/articles/ukproductivityintroduction/januarytomarch2023
https://www.smf.co.uk/publications/fairer-warmer-cheaper/
https://obr.uk/forecasts-in-depth/tax-by-tax-spend-by-spend/welfare-spending-universal-credit/
https://obr.uk/forecasts-in-depth/tax-by-tax-spend-by-spend/welfare-spending-universal-credit/
https://commonslibrary.parliament.uk/the-impact-of-high-inflation-on-benefit-claimants/
https://bsa.natcen.ac.uk/latest-report/british-social-attitudes-39/taxation-welfare-and-inequality.aspx
https://bsa.natcen.ac.uk/latest-report/british-social-attitudes-39/taxation-welfare-and-inequality.aspx
https://obr.uk/docs/dlm_uploads/Fiscal_risks_and_sustainability_report_July_2023.pdf
https://ec.europa.eu/social/BlobServlet?docId=22959&langId=en
https://www.belgiantrain.be/en/tickets-and-railcards/overview-discount/preferential-reimbursement-ticket
https://www.belgiantrain.be/en/tickets-and-railcards/overview-discount/preferential-reimbursement-ticket
https://www.gvh.de/en/fahrkarten-preise/fahrkartensortiment/social-tariff/
https://www.tfl.gov.uk/fares/free-and-discounted-travel/jobcentre-plus-travel-discount
https://www.tfl.gov.uk/fares/free-and-discounted-travel/jobcentre-plus-travel-discount
https://www.16-25railcard.co.uk/
https://www.gov.uk/apply-for-elderly-person-bus-pass


SOCIAL MARKET FOUNDATION 

56 
 

 
18 “Freedom Pass | London Councils.” Accessed September 21, 2023. 
https://www.londoncouncils.gov.uk/services/freedom-pass. 
19 Cuenca, Jordi. “El bono de la Generalitat para comprar alimentos será de 90 euros a gastar 
en 4 meses.” Levante-EMV, March 28, 2023. https://www.levante-
emv.com/economia/2023/03/28/bono-comprar-alimentos-sera-90-85277696.html. 
20 “How to Apply – Get Help to Buy Food and Milk (Healthy Start).” Accessed September 21, 
2023. https://www.healthystart.nhs.uk/how-to-apply/. 
21 “What You’ll Get and How to Shop – Get Help to Buy Food and Milk (Healthy Start).” 
Accessed September 21, 2023. https://www.healthystart.nhs.uk/what-youll-get-and-how-
to-shop/. 
22 Ofcom. “Social Tariffs: Cheaper Broadband and Phone Packages,” September 20, 2023. 
https://www.ofcom.org.uk/phones-telecoms-and-internet/advice-for-consumers/costs-
and-billing/social-tariffs. 
23 GOV.UK. “Low Cost Broadband and Mobile Phone Tariffs.” Accessed September 21, 2023. 
https://www.gov.uk/government/news/low-cost-broadband-and-mobile-phone-tariffs. 
24 DEFRA (2012). “Company Social Tariffs: Guidance to water and sewerage undertakers and 
the Water Services Regulation Authority under Section 44 of the Flood and Water 
Management Act 2010”. 
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_
data/file/69564/pb13787-social-tariffs-guidance.pdf  
25 Fair By Design (2023). “Briefing for officials in the Department of Energy – February 2023”. 
26 Ibid. 
27 International Energy Agency. (2022). “Belgium 2022: Energy Policy Review”. 
https://www.iea.org/reports/belgium-2022   
28 Ibid. 
29 Ofgem, Monitoring suppliers' social programmes 2009-10, 23 September 2010, p13 
30 House of Commons Hansard, Oral Answers to Questions, 23 November 2011: Column 301  
31 Department for Business, Energy and Industrial Strategy (2022). “Warm Home Discount - 
Final Stage Impact Assessment”. Warm Home Discount: better targeted support from 2022 - 
GOV.UK (www.gov.uk) 
32 Department for Business, Energy and Industrial Strategy (2022). “Warm Home Discount - 
Final Stage Impact Assessment”. Warm Home Discount: better targeted support from 2022 - 
GOV.UK (www.gov.uk) 
33 Citizens Advice (2022). “Current impact and future potential of broadband social tariffs: a 
discussion paper from Citizens Advice.” https://www.citizensadvice.org.uk/about-us/our-
work/policy/policy-research-topics/consumer-policy-research/consumer-policy-
research/broadband-social-tariffs-discussion-paper1/    
34 Hansard, 15 February 2022, UIN 120834 - https://questions-
statements.parliament.uk/written-questions/detail/2022-02-08/120834/  
35 Social Market Foundation. (2023). “Social tariffs and the cost of living”. 
https://www.smf.co.uk/publications/social-tariffs-and-cost-of-living/  
36 Ibid. 
37 Ibid. 
38 National Energy Action. (2020). “Water Poverty: Consistency of Social Tariffs”. 
https://www.nea.org.uk/water-poverty/social-tariffs/  

 

https://www.londoncouncils.gov.uk/services/freedom-pass
https://www.levante-emv.com/economia/2023/03/28/bono-comprar-alimentos-sera-90-85277696.html
https://www.levante-emv.com/economia/2023/03/28/bono-comprar-alimentos-sera-90-85277696.html
https://www.healthystart.nhs.uk/how-to-apply/
https://www.healthystart.nhs.uk/what-youll-get-and-how-to-shop/
https://www.healthystart.nhs.uk/what-youll-get-and-how-to-shop/
https://www.ofcom.org.uk/phones-telecoms-and-internet/advice-for-consumers/costs-and-billing/social-tariffs
https://www.ofcom.org.uk/phones-telecoms-and-internet/advice-for-consumers/costs-and-billing/social-tariffs
https://www.gov.uk/government/news/low-cost-broadband-and-mobile-phone-tariffs
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/69564/pb13787-social-tariffs-guidance.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/69564/pb13787-social-tariffs-guidance.pdf
https://www.iea.org/reports/belgium-2022
https://www.gov.uk/government/consultations/warm-home-discount-better-targeted-support-from-2022
https://www.gov.uk/government/consultations/warm-home-discount-better-targeted-support-from-2022
https://www.gov.uk/government/consultations/warm-home-discount-better-targeted-support-from-2022
https://www.gov.uk/government/consultations/warm-home-discount-better-targeted-support-from-2022
https://www.citizensadvice.org.uk/about-us/our-work/policy/policy-research-topics/consumer-policy-research/consumer-policy-research/broadband-social-tariffs-discussion-paper1/
https://www.citizensadvice.org.uk/about-us/our-work/policy/policy-research-topics/consumer-policy-research/consumer-policy-research/broadband-social-tariffs-discussion-paper1/
https://www.citizensadvice.org.uk/about-us/our-work/policy/policy-research-topics/consumer-policy-research/consumer-policy-research/broadband-social-tariffs-discussion-paper1/
https://questions-statements.parliament.uk/written-questions/detail/2022-02-08/120834/
https://questions-statements.parliament.uk/written-questions/detail/2022-02-08/120834/
https://www.smf.co.uk/publications/social-tariffs-and-cost-of-living/
https://www.nea.org.uk/water-poverty/social-tariffs/


BARE NECESSITIES 

57 
 

 
39 Resolution Foundation (2022). “Back on Target: Analysis of the Government’s additional 
cost of living support”.  
40 Social Market Foundation. (2023). “Social tariffs and the cost of living”. 
https://www.smf.co.uk/publications/social-tariffs-and-cost-of-living/  
41 Ofcom (2022). “Digital exclusion: A review of Ofcom’s research on digital exclusion among 
adults in the UK”. 
42 Good Things Foundation. “The Digital Divide.” Accessed September 21, 2023. 
https://www.goodthingsfoundation.org/the-digital-divide/. 
43 University of Cambridge. “Opinion: Coronavirus Has Intensified the UK’s Digital Divide,” May 
6, 2020. https://www.cam.ac.uk/stories/digitaldivide. 
44 Water UK (2019). “Public Interest Commitment”. https://www.water.org.uk/wp-
content/uploads/2019/04/Public-Interest-Commitment.pdf  
45 Thames Water. “Cost of Living Financial Support for Thames Water Customers | Newsroom.” 
Accessed September 21, 2023. https://www.thameswater.co.uk/about-us/newsroom/latest-
news/2023/jan/cost-of-living-financial-support-for-thames-water-customers. 
46 UK Parliament (2023). “New Inquiry: Are Cost of Living Support Payments Reaching 
Everyone in Need of Help?” https://committees.parliament.uk/committee/164/work-and-
pensions-committee/news/194615/new-inquiry-are-cost-of-living-support-payments-
reaching-everyone-in-need-of-help/    
47 Defra (2012). “Company Social Tariffs: Guidance to water and sewerage undertakers and the 
Water Services Regulation Authority under Section 44 of the Flood and Water Management 
Act 2010”. 
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_
data/file/69564/pb13787-social-tariffs-guidance.pdf  
48 DJS Research (2023). “Social tariff Research: Wessex Water, Bristol Water, Bournemouth 
Water”. wessex-water-social-tariff-research-report-2023.pdf (wessexwater.co.uk) 
49 Millard, Rachel. “British Gas First-Half Profits Jump Almost 10-Fold.” Financial Times, July 
27, 2023. British Gas first-half profits jump almost 10-fold | Financial Times (ft.com)  
50 The Independent. “‘Broken’ Energy System Revealed as Firms Set to Make £1.7bn Profit,” 
August 8, 2023. https://www.independent.co.uk/news/business/energy-bills-profits-british-
gas-b2388968.html. 
51 Plimmer, Gill. “UK Water Company Dividends Jump to £1.4bn despite Criticism over Sewage 
Outflows.” Financial Times, May 8, 2023. UK water company dividends jump to £1.4bn despite 
criticism over sewage outflows | Financial Times (ft.com)   
52 Wild, Morgan. (2019). “ Monopoly Money - how consumers overpaid by billions”. Citizens 
Avice. 
https://www.citizensadvice.org.uk/Global/CitizensAdvice/Consumer%20publications/Mono
poly%20Money%20-%20How%20consumers%20overpaid%20by%20billions.pdf  
53 Competition and Markets Authority. (2021). “Anglian Water Services Limited, Bristol Water 
plc, Northumbrian Water Limited and Yorkshire Water Services Limited Price Determinations: 
Summary of Final Determinations”. CMA water redeterminations - summary 
(publishing.service.gov.uk) 
54 Ibid. 
55 Ofgem. (2022). “RII0-GT1 Annual Report 2020-21”. RIIO-GT1 (ofgem.gov.uk) 
56 Sweney, Mark. (2022). “BT Asks Ministers to Help Pay for Low-Cost Broadband for Poorest 
Customers.” The Guardian.  https://www.theguardian.com/business/2022/nov/27/bt-asks-
ministers-to-help-pay-for-low-cost-broadband-for-poorest-customers. 

 

https://www.smf.co.uk/publications/social-tariffs-and-cost-of-living/
https://www.goodthingsfoundation.org/the-digital-divide/
https://www.cam.ac.uk/stories/digitaldivide
https://www.water.org.uk/wp-content/uploads/2019/04/Public-Interest-Commitment.pdf
https://www.water.org.uk/wp-content/uploads/2019/04/Public-Interest-Commitment.pdf
https://www.thameswater.co.uk/about-us/newsroom/latest-news/2023/jan/cost-of-living-financial-support-for-thames-water-customers
https://www.thameswater.co.uk/about-us/newsroom/latest-news/2023/jan/cost-of-living-financial-support-for-thames-water-customers
https://committees.parliament.uk/committee/164/work-and-pensions-committee/news/194615/new-inquiry-are-cost-of-living-support-payments-reaching-everyone-in-need-of-help/
https://committees.parliament.uk/committee/164/work-and-pensions-committee/news/194615/new-inquiry-are-cost-of-living-support-payments-reaching-everyone-in-need-of-help/
https://committees.parliament.uk/committee/164/work-and-pensions-committee/news/194615/new-inquiry-are-cost-of-living-support-payments-reaching-everyone-in-need-of-help/
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/69564/pb13787-social-tariffs-guidance.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/69564/pb13787-social-tariffs-guidance.pdf
https://corporate.wessexwater.co.uk/media/peahxn3r/wessex-water-social-tariff-research-report-2023.pdf
https://www.ft.com/content/07175b12-b376-4019-8107-a219428847dc
https://www.independent.co.uk/news/business/energy-bills-profits-british-gas-b2388968.html
https://www.independent.co.uk/news/business/energy-bills-profits-british-gas-b2388968.html
https://www.ft.com/content/ee03d551-8eee-4136-9eeb-7c8b51169a99
https://www.ft.com/content/ee03d551-8eee-4136-9eeb-7c8b51169a99
https://www.citizensadvice.org.uk/Global/CitizensAdvice/Consumer%20publications/Monopoly%20Money%20-%20How%20consumers%20overpaid%20by%20billions.pdf
https://www.citizensadvice.org.uk/Global/CitizensAdvice/Consumer%20publications/Monopoly%20Money%20-%20How%20consumers%20overpaid%20by%20billions.pdf
https://assets.publishing.service.gov.uk/media/604fa141e90e077fe7a5f45a/-_CMA_water_redeterminations_-_summary_-_online_version_---_-.pdf
https://assets.publishing.service.gov.uk/media/604fa141e90e077fe7a5f45a/-_CMA_water_redeterminations_-_summary_-_online_version_---_-.pdf
https://www.ofgem.gov.uk/sites/default/files/2022-09/RIIO-GT1%20Annual_Report%202020-21.pdf
https://www.theguardian.com/business/2022/nov/27/bt-asks-ministers-to-help-pay-for-low-cost-broadband-for-poorest-customers
https://www.theguardian.com/business/2022/nov/27/bt-asks-ministers-to-help-pay-for-low-cost-broadband-for-poorest-customers


SOCIAL MARKET FOUNDATION 

58 
 

 
57 BT Group. (2023). “We connect for good: BT Group plc Annual Report 2023”. BT Group plc - 
Annual Report 2023  
58 National Energy Action (2020). “Water Poverty: The Consistency of Social Tariffs”.  Water-
Poverty-The-Consistency-of-Social-Tariffs.pdf (nea.org.uk)  
59 DJS Research (2023). “Social tariff Research: Wessex Water, Bristol Water, Bournemouth 
Water”. wessex-water-social-tariff-research-report-2023.pdf (wessexwater.co.uk) 
60 CCW. (2021). “Independent Water Affordability Review.” https://www.ccw.org.uk/our-
work/affordability-and-vulnerability/affordability-review/.  
61 Ibid. 
62 ONS, Living Costs and Food Survey 2019-2020. SMF calculations.  
63 Social Market Foundation. (2023). “Insurance and the poverty premium”. 
https://www.smf.co.uk/publications/insurance-and-poverty-premium/  
64 Financial Inclusion Commission. (2017). “The missing piece in the Financial Inclusion 
Debate? Improving access to household insurance”. 
https://financialinclusioncommission.org.uk/strategy-and-research/  
65 Social Market Foundation. (2023). “Squeezed out or opting out?  Understanding ethnic 
differences in use of financial products and services”.  
https://www.smf.co.uk/publications/squeezed-out-or-opting-out/  
66 Social Market Foundation. (2023). “Priced out – Poor People Giving up Insurance Due to 
‘Poverty Premium”. https://www.smf.co.uk/priced-out-poor-people-giving-up-insurance-
due-to-poverty-premium/. 
67 Joesph Roundtree Foundation. (2023). “On a Low Income, but Not Claiming Means-Tested 
Benefits | JRF”. https://www.jrf.org.uk/report/low-income-not-claiming-means-tested-
benefits. 
68 ONS, Living Costs and Food Survey 2019-2020. SMF calculations. 
69 Information Commissioner’s Office (2023). “The ICO’s review into data sharing under the 
Digital Economy Act 2017”. https://ico.org.uk/media/about-the-
ico/documents/4024606/ico-review-dea-20230314.pdf     
70 GOV.UK. “Mid-Point Report on Use of the DEA Powers.” Accessed September 21, 2023. 
https://www.gov.uk/government/publications/digital-economy-act-2017-part-5-codes-of-
practice/mid-point-report-on-use-of-the-dea-powers. 
71 Department for Energy Security and Net Zero. (2023). “Warm Home Discount: Eligibility 
Statement England and Wales from 2023/24”. Warm Home Discount eligibility statement 2023 
to 2024 onward (publishing.service.gov.uk) 
72 Bournemouth. “Bournemouth Water.” Accessed September 21, 2023.  
73 Ofcom. (2023). “Availability and awareness of social tariffs”. Availability and awareness of 
social tariffs (ofcom.org.uk)  
74 Social Market Foundation. (2023). “Priced out – Poor People Giving up Insurance Due to 
‘Poverty Premium”. https://www.smf.co.uk/priced-out-poor-people-giving-up-insurance-
due-to-poverty-premium/. 
75 Fair By Design. (2023). “Briefing for officials in the Department of Energy – February 2023”. 
76 Wardman, Mark. (2022). “Meta-Analysis of Price Elasticities of Travel Demand in Great 
Britain: Update and Extension.” Transportation Research Part A: Policy and Practice 158: 1–18. 
https://doi.org/10.1016/j.tra.2022.01.020. 

https://www.bt.com/bt-plc/assets/documents/investors/financial-reporting-and-news/annual-reports/2023/2023-bt-group-plc-annual-report.pdf
https://www.bt.com/bt-plc/assets/documents/investors/financial-reporting-and-news/annual-reports/2023/2023-bt-group-plc-annual-report.pdf
https://www.nea.org.uk/wp-content/uploads/2020/10/Water-Poverty-The-Consistency-of-Social-Tariffs.pdf
https://www.nea.org.uk/wp-content/uploads/2020/10/Water-Poverty-The-Consistency-of-Social-Tariffs.pdf
https://corporate.wessexwater.co.uk/media/peahxn3r/wessex-water-social-tariff-research-report-2023.pdf
https://www.ccw.org.uk/our-work/affordability-and-vulnerability/affordability-review/
https://www.ccw.org.uk/our-work/affordability-and-vulnerability/affordability-review/
https://www.smf.co.uk/publications/insurance-and-poverty-premium/
https://financialinclusioncommission.org.uk/strategy-and-research/
https://www.smf.co.uk/publications/squeezed-out-or-opting-out/
https://www.smf.co.uk/priced-out-poor-people-giving-up-insurance-due-to-poverty-premium/
https://www.smf.co.uk/priced-out-poor-people-giving-up-insurance-due-to-poverty-premium/
https://www.jrf.org.uk/report/low-income-not-claiming-means-tested-benefits
https://www.jrf.org.uk/report/low-income-not-claiming-means-tested-benefits
https://ico.org.uk/media/about-the-ico/documents/4024606/ico-review-dea-20230314.pdf
https://ico.org.uk/media/about-the-ico/documents/4024606/ico-review-dea-20230314.pdf
https://www.gov.uk/government/publications/digital-economy-act-2017-part-5-codes-of-practice/mid-point-report-on-use-of-the-dea-powers
https://www.gov.uk/government/publications/digital-economy-act-2017-part-5-codes-of-practice/mid-point-report-on-use-of-the-dea-powers
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1183969/warm-home-discount-eligibility-statement-2023.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1183969/warm-home-discount-eligibility-statement-2023.pdf
https://www.ofcom.org.uk/__data/assets/pdf_file/0026/264167/0723-letter-melanie-dawes-social-tariffs.pdf
https://www.ofcom.org.uk/__data/assets/pdf_file/0026/264167/0723-letter-melanie-dawes-social-tariffs.pdf
https://www.smf.co.uk/priced-out-poor-people-giving-up-insurance-due-to-poverty-premium/
https://www.smf.co.uk/priced-out-poor-people-giving-up-insurance-due-to-poverty-premium/
https://doi.org/10.1016/j.tra.2022.01.020

	Acknowledgements
	About the authors
	Sam Robinson
	John Asthana Gibson

	Executive Summary
	This report examines the case for social tariffs and how they can be improved.
	There is a good case for social tariff intervention in markets like water, energy, broadband, public transport and car insurance.
	Social tariffs need to be well-targeted, consistent and automatically applied to maximise their value.
	The ideal scenario: a single, unified social tariff in essentials
	The second-best scenario: short-term priorities for improving social tariffs

	Chapter One – Introduction
	The case for intervention on the cost of essentials
	The focus of this report – why social tariffs?
	Summary

	Chapter Two – Social tariffs so far
	Public transport
	Groceries
	Broadband
	Water
	Energy
	Assessing current social tariff schemes
	Take-up
	Postcode lotteries
	Targeting


	Chapter Three – Considerations for designing a new social tariff framework
	The scope of social tariffs
	Defining ‘essential’
	Affordability
	Additional considerations

	Defining eligibility
	Three strategies for deciding eligibility
	Public attitudes to eligibility

	How to design discounts
	Public attitudes to discount design
	Interactions and the poverty trap

	How to fund social tariffs
	Weighing the options

	Harmonisation of social tariff schemes
	The status quo: varied support
	Single social tariffs
	A middle way? Regulatory frameworks for social tariffs


	Chapter Four – Discussion
	Introduction: defining the scope of social tariffs
	Lower priority markets
	The highest priority markets for intervention

	Long term ambitions: towards an ideal social tariff framework
	Outlining an ‘ideal’ social tariff scenario
	Weighing the case for different eligibility systems
	Implementing a bills-to-income ratio
	Defining the funding model
	The risk of cliff edges
	Harmonisation

	Short-term priorities for social tariffs
	Conclusion: setting out a roadmap for social tariffs

	Appendix – Methodology
	Focus groups
	Public polling
	Data analysis and modelling
	Public policy roundtable

	Endnotes

