The UK Benefits System: How generous is it?

The Universal Credit increase ended on 6" October. The government said that it was only
ever meant to be a temporary measure to help people through the Covid pandemic. The
increase of £20 a week had been introduced in April 2020 at a cost of £6bn as the UK went
into lockdown. Analysis suggests that the impact of the £20 a week cut could be severe with a
further 840,000 people being pushed into poverty including 290,000 children. 1 Instead the
government introduced a £500 million Household Support Fund. The money will go to
councils for distribution and will be used for small grants to meet the needs of struggling
families for things such as food, clothing and energy bills. 2

The first term of the Conservative/Lib-Dem coalition government from 2010 saw the
beginning of significant changes to the benefits system. 3 The raising of most working-age
benefits and tax credits was limited to 1% and child benefit was removed from families
which had a higher rate taxpayer. The benefit cap was introduced to limit total household
benefits and was set at £26,000 a year, the average family income at the time. In 2016 it was
reduced to £20,000 - average income in 2020 was £29,900. 4 The under-occupancy penalty
or ‘bedroom tax’ was also introduced and applied to council and social housing tenants with a
‘spare’ room — tenants face a reduction in their housing benefit as a consequence. In 2016 this
was extended to pensioners.

During their second term in office the Conservative government announced a series of further
cuts to social security, the main elements of which were the benefits freeze and the two-child
limit. The benefit freeze meant that most in-work benefits would not be increased in line with
inflation. The two-child limit was imposed on the child element of Universal Credit,
restricting benefits to only the first two children born. 5

The chart shows that since 2010 the poorest households in the UK, the bottom 10 per cent of
the income distribution have seen the average amount they receive in cash benefits fall from
60 per cent to 43 per cent of gross incomes. 6 By April 2021 the poorest 20% of households
were £750 a year or 6% worse off than they would have been back in 2010. Even with the
£20 increase, the poorest households were still £260 a year or 2% worse off than they would
have been under the 2010 system. 7 Surveys of benefit claimants during the pandemic found
that despite being in receipt of benefits, 27% were not able to keep up with bills and regular
debt payments, 23% were behind with housing costs, 19% had to skip meals in the previous
two weeks and 64% would not be able to replace or repair major electrical goods if needed. 8

In the light of this, it is not surprising to discover that the UK benefits system is much less
generous than that of many other advanced economies. For example unemployment benefits
are exceptionally low in the UK. However when family and housing benefits are included
differences in income are much less marked, although “the UK remains at the less generous
end of the scale.” 9 A single adult in the UK, who had previously earned two-thirds of the
average wage, would find that his or her income from unemployment benefit came to just
17% of his or her previous earnings. 10 The same person in Germany would receive a benefit
income of 59% of his or her previous earnings and 64% if they lived in France. The gap
narrows when other benefits are included, with the UK’s benefit rate rising to 46% of
previous earnings. However this is still significantly less than the 59% in Germany and 64%
in France.



Average cash benefits as a proportion of gross income, 1997-2019:
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Two recent and authoritative reports have recommended fundamental changes to the benefits
system. The cross-party House of Lords economic affairs committee, chaired by conservative
peer Lord Forsyth, says that benefit rates are not generous enough. For a start the committee
wanted the £20-a-week increase in the standard allowance made permanent. It was critical of
the five-week wait for a first universal credit payment, which it says pushes people into debt,
food bank use and rent arrears. It also calls for the removal of the unfair two-child limit on
benefits, and a review of the level of the benefit cap. It wants less emphasis placed on benefit
sanctions, saying they push people into extreme poverty and there is little evidence that they
encourage people to move into work. 11 The Social Mobility Commission wants the two-
child limit on benefits scrapped and recommends raising child benefit by £10 a week to cut
poverty. It too called for a reassessment of the benefit cap. 12

Sources

1. Impact of Universal Credit and WTC Changes on Poverty — Quarter 2, 2021, Legatum
Institute, September 2021 https://li.com/wp-content/uploads/2021/09/Impact-of-UC-
and-WTC-Changes-on-Poverty-Sept2021-L egatum-Institute.pdf

2. Rishi Sunak unveils £500m Household Support Fund amid cost-of-living crisis,
Evening Standard, 30 September 2021
https://www.standard.co.uk/news/politics/rishi-sunak-five-hundred-million-pounds-
household-support-fund-cost-of-living-crisis-universal-credit-b958038.html

3. Welfare Savings 2010-11 to 2020-21, House of Commons Library, July 2016
https://commonslibrary.parliament.uk/research-briefings/cbp-7667/

4. Average household income, UK: financial year 2020, Office for National Statistics,
January 2021
https://www.ons.gov.uk/peoplepopulationandcommunity/personalandhouseholdfinanc
es/incomeandwealth/bulletins/householddisposableincomeandinequality/financialyear
2020

5. Social (in)security: Reforming the UK’s social safety net Clare McNeil, Dean Hochlaf
and Harry Quilter-Pinner, Institute for Public Policy Research (IPPR), November
2019, pages 15 and 16 https://www.ippr.org/files/2019-11/social-insecurity-
novemberl19.pdf



https://li.com/wp-content/uploads/2021/09/Impact-of-UC-and-WTC-Changes-on-Poverty-Sept2021-Legatum-Institute.pdf
https://li.com/wp-content/uploads/2021/09/Impact-of-UC-and-WTC-Changes-on-Poverty-Sept2021-Legatum-Institute.pdf
https://www.standard.co.uk/news/politics/rishi-sunak-five-hundred-million-pounds-household-support-fund-cost-of-living-crisis-universal-credit-b958038.html
https://www.standard.co.uk/news/politics/rishi-sunak-five-hundred-million-pounds-household-support-fund-cost-of-living-crisis-universal-credit-b958038.html
https://commonslibrary.parliament.uk/research-briefings/cbp-7667/
https://www.ons.gov.uk/peoplepopulationandcommunity/personalandhouseholdfinances/incomeandwealth/bulletins/householddisposableincomeandinequality/financialyear2020
https://www.ons.gov.uk/peoplepopulationandcommunity/personalandhouseholdfinances/incomeandwealth/bulletins/householddisposableincomeandinequality/financialyear2020
https://www.ons.gov.uk/peoplepopulationandcommunity/personalandhouseholdfinances/incomeandwealth/bulletins/householddisposableincomeandinequality/financialyear2020
https://www.ippr.org/files/2019-11/social-insecurity-november19.pdf
https://www.ippr.org/files/2019-11/social-insecurity-november19.pdf

6. The impact of ending the COVID-19 £20 uprating of Universal Credit and Working
Tax Credit: Written evidence from the Welfare at a (Social) Distance research team to
the All Party Parliamentary Group on Poverty, January 2021
http://hub.salford.ac.uk/welfare-at-a-social-distance/wp-
content/uploads/sites/120/2021/01/WASD-APPG-submission_Final.pdf

7. How our benefits system was hollowed out over 10 years, Sarah Arnold, Dominick
Caddick and Lukasz Krebel, New Economics Foundation February 2021
https://neweconomics.org/2021/02/social-security-2010-comparison

8. Our social security lifeline: Is it strong enough? Joseph Rowntree Foundation, July
2021, pages 6 and 13 file:///C:/Users/Mike/Downloads/our_social_security lifeline_-

is_it_strong_enough.pdf

9. Welfare States: How generous are British benefits compared with other nations?
Declan Gaffney, Touchstone Extras, TUC 2015 page 6; pages 20 and 21
https://www.tuc.org.uk/research-analysis/reports/welfare-states-how-generous-are-
british-benefits-compared-other-rich

10. After shocks - financial resilience before and during the Covid-19 crisis, Maja
Gustafson, Kathleen Henehan, Fahmida Rahman and Daniel Tomlinson, Resolution
Foundation, April 2021, Sections 2 and 3
https://www.resolutionfoundation.org/app/uploads/2021/04/After-shocks.pdf

11. ‘Universal Credit isn’t Working: Proposals for reform’, House of Lords Economic
Affairs Committee, July 2020
https://committees.parliament.uk/publications/2224/documents/20325/default/

12. State of the Nation 2021: Social Mobility Commission, July 2021
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attach
ment_data/file/1003977/State_of the nation_2021 -

Social_mobility and_the_pandemic.pdf

Additional notes:

Universal credit had been introduced by the Coalition government in 2013 and replaced six
means-tested benefits for working-age households: jobsecker’s allowance, income support,
housing benefit, employment support allowance, working tax credit and child tax credit.
Anyone who moves onto it must wait at least 42 days before receiving their first payment.
This results in about 45% of claimants receiving less than they are supposed to because they
have to pay back the loan needed to cover the 42 days.

Benefit sanctions were suspended for three months during the pandemic but have since been
re-imposed. Claimants can be docked at least 4 weeks benefit income if they break their
agreement to attend the job centre for interview or are judged to have not spent enough time
looking for jobs.
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