OFFICIAL SENSITIVE

Paper 2: Policy options that support low income households

There are essentially two ways to support low income households — increase income or
reduce the cost of living.

On increasing income, this can be via employment (and for more hours and/or at a higher
salary), cash transfers through maximising benefit entitlement and rates, and other
measures like compliance with child maintenance (increasing for the receiving parent).

On reducing costs, the principal cost will be housing-related but there are other areas,
including energy (utility costs), childcare and transport to consider. Some options in these
areas, as well as options to strengthen financial resilience, are considered in Paper 3 as
they mainly require cross-government approach which may be more complex and require
structural change.

These will be further supported by a focus on unstable households, leading to being
resilient rather than reliant, and independent rather than dependent.

In this paper we outline options under five broad categories to consider for helping millions
of people currently defined as poor:

¢ Permanent increases in income transfers to low income households (options 1-4,
below);

o Further temporary increases in income transfers to low income households, linked
directly to the ongoing pandemic (options 5-7 below);

+ Transitional support to households if the current £20 per week uplift is removed this
April (options 8, 9 below);

o Support for households still on legacy benefits (including WTC) (option 10 below);
and

o Options which sit outside of direct DWP or HMRC welfare provision (options 11-13
below).

These options are set out in a summary scorecard on pages 2 and 3, and could all be
delivered to have an impact from April 2021. This is approximately the time when the
current uplift to Universal Credit and Working Tax Credit is due to end, the CJRS/SEISS
are due to end, the funding provided by the Covid Winter Grant Scheme expires and when
unemployment is expected by the OBR to be high and still growing'. It should also be
considered that OBR’s central forecast is that pre-Covid employment levels will not be
reached till 2025-26.

In considering these options, we should also consider the issue of fairness/discrimination
for/against those on UC versus those on legacy benefits through the prism of the high
court, the court of public opinion and Parliament, particularly regarding people with
disabilities or ill health. On public opinion, we can point out that for most claimants, they
would be better off on UC and for those we require to move (managed migration), we will
protect them (temporarily) in cash terms. On Parliament, several options require primary
legislation and while we may be able to invoke financial privilege regarding the Lords, there
will be political challenge. Finally, legal advice from First Treasury Counsel (James Eadie
QC) | LPP 5

LPP

" The OBR forecast, in their November 2020 central scenario, that unemployment will peak at 7.5%
(2.6 million) in Q2 of 2021-22. Their upside forecast also has the peak at this time (but at around
5%), and their downside scenario forecasts unemployment to keep rising to around 11% in 2022.
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2 Without Primary Legislation to exclude it from the uprating review (as the Coronavirus Act did this year), a temporary rate that is in place when the Secretary of State

conducts her uprating review in November 2021 will be baked in for 2022-23 as the uprating review can only maintain and increase rates, not reduce them
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Further options which sit outside of DWP or HMRC welfare provision are also discussed on pages 9 and 10. These include discretionary
support provided by Local Authorities and further help for people to find and access existing provision.

3The costs for this options could be significantly higher, depending on the timing of any announcements in relation to the eligibility period. Increased costs
would arise from legitimate behavioural responses, and from fraud.

INQO00654461_0003



OFFICIAL SENSITIVE

Increasing the level of income transfers permanently
Option 1: Make the £20 uplift in UC permanent.

This option is the most direct way to increase benefit levels for all on UC and therefore has
the strongest impact on poverty of the UC options. This includes those who have become
unemployed or lost significant work since the pandemic, younger people who have been
particularly hard hit, and the many households without children who have come onto UC in
2020.

Impact: This option would help with the manifesto commitment to complete the roll out of
UC as well as the manifesto commitment on tackling poverty, supporting 800,000
individuals (including 300,000 children) out of poverty* in 2021-22, compared to doing
nothing. By 2025-26, this permanent measure would support 950,000 individuals (including
400,000 children) out of poverty compared to doing nothing. This UC increase could help
accelerate the movement of WTC claimants onto UC, but would initially create around 1.2m
cash losers on WTC.

Deliverability: This option would be operationally simple to deliver.

Legal risk ) LPP

LPP

A further consideration on making the £20 uplift non-consolidated and excluded from
uprating: This would require primary legislation, but the cost of this option could be reduced
if, after 2021-22, the Standard Allowance were not uprated for several years, eroding the
£20 increase over time. This would reduce costs slightly at first and by 30-40% in the final
year of the scorecard, with corresponding impacts on poverty.

Just as government legislated to freeze benefits in 2015, similar legislation would be
required to freeze UC on an ongoing basis. To meaningfully erode the £20 increase,
Government would need to freeze this core UC rate for at least this scorecard period, and
beyond that to entirely erode it, which is likely to be politically challenging.

Option 2: Increase the Child Element in UC by £20pw

A child element is paid for up to two children born on or after 6 April 2017, and it is also
payable for any child born before 6 April 2017 or to whom an exception applies. Therefore,
increasing the UC Child Element by £20pw would (with the above exceptions) provide
£20pw in additional support for those with one eligible child and £40pw for those with two
or more eligible children. This would provide no additional support to those without children,
or those in receipt of WTC or legacy benefits.

Impact: This option would support 850,000 individuals (including 500,000 children) out of
poverty® in 2021-22, compared to doing nothing. By 2025-26, this permanent measure
would support 1.1m individuals (including 600,000 children) out of poverty compared to
doing nothing. This options would create c. 2.8m cash losers in UC and 1.2m cash losers in
WTC.

Deliverability: Delivery of this option would be relatively simple, as part of regular uprating
activity (if a decision is made by 28 February).

Leqgal risk:i LPP
i LPP

* Absolute Poverty Before Housing Costs — the measure used throughout this paper
3 Absolute Poverty Before Housing Costs — the measure used throughout this paper
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Option 3: Increase to the UC Work Allowance

Work Allowances are currently only available for those with children or those with a
disability or health condition which affects your ability to work. The UC Work Allowance is
the amount of income which can be earned from work before earnings start to reduce the
amount of UC a claimant receives. This option would provide an instant income boost to
people in these groups who are in work. For example, a £140pm increase in Work
Allowances would increase incomes for this group by approximately £20pw. This options
would not support those who are not in work, those who do not have children, those who
do not have a disability or health condition which affects their ability to work, or those who
receive WTC or legacy benefits.

Impact: This option would support 150,000 individuals (including 100,000 children) out of
poverty® in 2021-22, compared to doing nothing. By 2025-26, this permanent measure
would support 250,000 individuals (including 150,000 children) out of poverty compared to
doing nothing. This option could improve incentives to move into work, where people are
able to find work, for those who are eligible for a work allowance. Compared to the current
uplift, this would create around 3.5m cash losers in UC and 1.2m cash losers in WTC.

Deliverability: This change could be delivered via business-as-usual uprating work before
April (provided a decision was provided by 28 February).

Legal risk: LPP

Option 4: Reducing the UC Taper Rate

The UC Taper Rate (currently 63%) is the rate at which a UC award is reduced as earnings
increase, i.e. for every £1 earned above your work allowance your UC award currently
reduces by 63p. Once Income Tax rates and NICs are taken into account, UC claimants
face very high marginal deduction rates, of up to 75%, on their earnings.

A reduction in the taper rate would provide a cash boost to anyone on UC with any
earnings above their Work Allowance (which, as above, is zero work allowance for most
households currently on UC). A reduction of 8pp, to 55%, would allow claimants to keep an
additional 8p for every £1 of earnings. This option would not support those who are not in
work.

Impact: This option would support 100,000 individuals (including 50,000 children) out of
poverty” in 2021-22, compared to doing nothing. By 2025-26, this permanent measure
would support 200,000 individuals (including 100,000 children) out of poverty compared to
doing nothing. Many of those on UC (particularly those hit by unemployment following the
pandemic) are not currently in work and may struggle to find work in the coming months,
and this would also provide no support for those on WTC. Compared to the current uplift,
this would create around 2.8m cash losers in UC and 1.2m cash losers in WTC.

Deliverability This change could be delivered in parallel to business-as-usual uprating work
before April (provided a decision was provided by 28 February).

Legal risk: T LPP .

o

¢ Absolute Poverty Before Housing Costs — the measure used throughout this paper
7 Absolute Poverty Before Housing Costs — the measure used throughout this paper
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Increasing the level of income transfers temporarily due to Covid-19
Option 5: Maintain the £20 UC uplift for a further year (to April 2022)

This option would provide continued support for UC claimants for a further year. This would
be justified as temporary support to help with the ongoing financial impacts from Covid-19.

Impact: This option would support 800,000 individuals (including 300,000 children) out of
poverty® in 2021-22, compared to doing nothing. This would create around 1.2m cash
losers in WTC.

Deliverability: This option would be operationally simple to deliver.

Legislation: There would need to be Primary legislation before November 2021 to exclude
this uplift from the uprating review for 2022. This is because the review will otherwise be by
reference to the temporary rate and we cannot use the uprating Order to reduce the rate for
the following year.

Legal risk: } LPP

L

=7 rs

Option 6: Maintain the £20 UC uplift for a shorter time period (e.q. for 3 or 6 months)

As above, this would provide continued support for UC claimants to help with the ongoing
financial impacts from Covid-19, if it was felt that the labour market will have recovered
much sooner. A 3-month extension would end in July, as schools break-up, and a 6-month
extension would end in October.

Impact: These options are likely to appear weak regarding poverty statistics, which are
averaged from samples taken throughout the full year. In 2021-22, compared to doing
nothing, a 3-month extension could support 200,000 individuals (including 100,000
children) out of poverty and a 6-month extension could support 400,000 individuals
(including 150,000 children) out of poverty®. These options would create around 1.2m cash
losers in WTC.

Deliverability: The operational impacts of a temporary extension to the uplift in UC are
largely the same regardless of length; changes in rate part way through the year will require
6 weeks lead in time, changes to coincide with annual uprating could be achieved with
minimal impact.

Legislation: Should the extension still be in place in November, there would need to be
Primary legislation to exclude it from the uprating review. This is because the review will
otherwise be by reference to the temporary rate and we cannot use the uprating Order to
reduce the rate for the following year

_Legal risk: LPP
i LPP

§ Absolute Poverty Before Housing Costs — the measure used throughout this paper
? Absolute Poverty Before Housing Costs — the measure used throughout this paper
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Option 7: A phased reduction of the £20 UC uplift over the year (e.g. reducing by £5 at
the end of each quarter)

This option would gradually see the UC uplift reduced as the year progresses, reducing to
zero by April 2022.

Impact: This option is likely to appear weak in the poverty statistics, which are averaged
from samples taken throughout the full year. In 2021-22, compared to doing nothing, this
option would support 550,000 individuals (including 200,000 children) out of poverty'®. This
would create around 1.2m cash losers in WTC.

Deliverability: Reducing the rate multiple times requires dedicated build time for the UC
system at each event.

Legislation: Primary legislation before November would be required to guarantee rates
weren’t baked in for the future at the uprating review. This is because the review will
otherwise be by reference to the temporary rate and we cannot use the uprating Order to
reduce the rate for the following year.

Legal risk: 1 LPP
i . _LpP

Support for households who would be affected by the removal of the
current £20 uplift

Option 8: Provide a one-off payment in the region of £1,000

This could be paid to those eligible for UC and Working Tax Credits at a certain point in
time e.g. as the current uplift expires in March 2021. To deliver this for WTC claimants
DWP would need to create a data sharing and payment mechanism with HMRC.

To avoid the risk of perverse behaviour to gain from the large payment, eligibility could be
based on entitlement at a point prior to an announcement. Annex A contains further detail
on this option, including the legal and delivery issues which mean DWP cannot recommend
it.

Other/Impact: While recognising the nature of the perceived simplicity and lack of
permanency, there are a number of additional considerations:

- There would be some serious welfare concerns for vulnerable customers, such as
those with addictions. We could also not realistically portray this as an alleviating
poverty measure (despite recognising the issue of withdrawing the extra financial
support) as it would rely on recipients to manage that substantial payment
throughout the year.

- This option could bring a serious risk of increased fraud and adverse claimant
behaviour (who could be incentivised to remain on UC rather than move into work).

- Steep cliff-edges mean that some individuals will miss out, and this could include
those who only temporarily have a nil award. We know that a significant proportion
of public sector workers are in receipt of UC, for example a key worker who picked
up some extra shifts in March and temporarily reduced their UC award to nil would
miss out on this payment. Unlike with other programmes such as the CJRS/SEISS
which have similar cliff-edges, there is no further safety net beneath UC in the way
UC provides this safety net for those who miss out on the SEISS or CJRS.

19 Absolute Poverty Before Housing Costs — the measure used throughout this paper
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- Since the published poverty statistics take samples of income levels throughout the
year, it is likely that such a one-off payment would not impact these statistics
strongly since most samples would miss the single payment. Claimant behaviour
and poor targeting of funding is also likely to mean that the real-world impact on
poverty is much lower than a regular monthly payment.

Deliverability: This would require primary legislation. It would be complex to deliver and
would require at least 6 weeks of lead in time, if eligibility is determined on a point in time
that follows the announcement. If eligibility was to be for a point in time prior to the
announcement then work to implement, including primary legislation, would need to take
place following an announcement, meaning a delay of around 12-14 weeks before
payments were received.

DWP has explored the option of also paying Tax Credit recipients via the Seasonal
Payments system we administer, however this would be difficult to achieve. If HMRC were
to deliver it for WTC claimants it would likely require a new payment mechanism, which
they could deliver only with serious disruption to other essential work.

| eqal risk:_E LPP

Option 9: Maintain the £20 uplift in WTC for a further year, to April 2022

As neither HMRC nor DWP would be able to provide a one off payment to Tax Credit
claimants, the only way to ensure they are not cash losers in 2021 would be to extend the
weekly WTC uplift in combination with UC options above.

Impact: In addition to option 5 on UC, this option would support 150,000 individuals
(including 50,000 children) out of poverty'! in 2021-22, compared to doing nothing.

Deliverability: Implementation of this option would require minimal IT and operational
change in WTC.

Legislation: This would require primary legislation before November 2021 (as with other
time-limited options above).

Legal risk: LPP
’ LPP

11 Absolute Poverty Before Housing Costs — the measure used throughout this paper
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Support for claimants on legacy benefits

Option 10: Make the £20 uplift permanent in WTC from April 2021 in addition to UC,
and also in other legacy benefits from April 2022

As well as options to permanently increase Universal Credit, a similar approach could be
taken to legacy benefits if it was felt that support was needed for these groups before then
move to UC.

Impact: This option would support 950,000 individuals (including 350,000 children) out of
poverty'? in 2021-22, compared to doing nothing. By 2025-26, this permanent measure
would support 1.05m individuals (including 400,000 children) out of poverty compared to
doing nothing.

Deliverability: Delivery would be as per the WTC temporary option for WTC, with legacy
increased delivered via BAU uprating from April 2022. It is now too late to increase legacy
benefits from April 2021.

Legislation: This would require secondary legislation before April to deliver in UC and WTC,
with routine uprating legislation to follow in 2022 to deliver the legacy increase.

Legal risk:| LPP 5k

LPP

Benefit Cap: The benefit cap limits the total amount of welfare benefits that a household
can receive, unless they earn at least £604 per month or are otherwise exempt. This may
erode the gains seen by some families who fall within scope of the cap. This issue should
be a consideration for all options above but is currently deemed manageable.

Locally delivered provision and support to access existing provision

Option 11: Increased Local Authority Provision

Local Authority (LA) provision is intended to provide flexible, responsive support for rapidly
changing circumstances or unforeseen emergencies. Regardless of the level of funding or
the conditions attached, it is not therefore an alternative to general welfare provision which
seeks to provide a more consistent, standard level of support across all areas and
circumstances.

DWP is already delivering additional support for vulnerable households in England through
the Covid Winter Grant Scheme (CWGS) administered by local authorities (LAs) under their
existing legal powers to make provision for local welfare. The additional funding of £170m
lasts until the end of March and it would be relatively straightforward and quick to use the
same powers to make further temporary provision available if the Government wished to do
this.

The position is, however, more complex if Government wished to introduce more generous
provision in the longer-term. The Welfare Reform Act (2012) transferred responsibility from
Government to local authorities in the creation of local welfare assistance but there is no
statutory duty on LAs to offer local welfare provision and the existing notional funding
allocation for this (£131.7 million in 2020-21), unlike the CWGS funding, is not ring-fenced.
This has meant that many LAs have scaled back funding in recent years with around 1in 7
LAs not offering any local provision at all (pre-Covid).

If HMG wanted to ensure that LAs allocate funding for local welfare provision, new primary
legislation to place a statutory duty on LAs to make local welfare provision would be

12 Absolute Poverty Before Housing Costs — the measure used throughout this paper
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needed or an agreement with MHCLG/LAs would need to be introduced ensuring a
permanent ring-fence and related conditions/reporting requirements. Reinstating a ring-
fence would likely lead to pressure from LAs for additional funding to avoid adverse
impacts on other services that are currently being funded through Revenue Support Grant
allocations. The UKIM Act provides further powers we could use across the UK, but
practically this will require cooperation of LAs, and probably at least the tacit consent of the
Devolved Administrations.

Option 12: Greater support to access existing provision

It is also important to ensure that the support which is already available is accessed by
those who need it. The Help to Claim service (currently delivered by Citizens Advice)
provides practical support to claimants making a Universal Credit claim up to their first full
correct payment. Around 15% of Help to Claim clients need advice on non-benefit issues
(e.g. employment, housing, debt) which Citizens Advice will either provide as part of their
wider service or signpost to other agencies. Spending Review 2020 allocated £37.5m to
DWP for Help to Claim in 2021-22, from a bid of £44.9m for wider wrap-around support.
Further options to support financial inclusion and resilience were not funded.

Government also already funds (via MHCLG) the Troubled Families Programme (which
DWP supports with 300 Troubled Families Employment Advisors) and the new Changing
Futures pilot programme for adults, both of which help families or individuals to access
existing support (financial or otherwise). This offer could be expanded to ensure more
people in serious hardship have access to a specialist work coach to support, with debt
advice and help to access to other relevant services such as mental health support.

Option 13: Action to reduce housing costs by rehousing in empty homes

As housing costs can be a significant contributor to income shortfalls among benefit
claimants, Government could pursue options to increase the stock of housing available for
those with low incomes from the stock of currently empty homes. Government estimates
that there are nearly 650,000 empty homes in the UK, between the public, third and private
sectors.’® At the same time, there are almost 100,000 households in temporary
accommodation, 60,000 of which are families with children and MHCLG estimate that there
has been a 20 per cent increase in households in temporary accommodation in the past
two years.' And there are 930,000" households where we estimate there is a housing
shortfall. Whilst recognising it will not be possible to bring all homes back to use, progress
in this area could make a meaningful difference to those on low incomes.

This could build on steps Government has already taken, including homelessness
prevention grants and a new Housing First pilot. In addition, a DWP housing task force is
currently considering how the Department can support low income households to access
affordable housing, which, in turn, could help to tackle poverty, improve financial resilience
and the standard of living. If successful, this would also alleviate pressure on temporary
and supported accommodation as well as reduce the Housing Benefit bill. Local authorities
already have some powers, including to increase council tax and purchase empty homes.
The task force, working with departments and Homes England, is considering whether
more can be done, either through new or strengthened powers or greater incentives, to
bring empty homes back into occupation. As part of its research, the task force could
consider whether it can build on MHCLG’s work in this space, including considering how the
geographic distribution of empty homes might meet demand around the country.

13 MHCLG Dwelling Stock Estimates: 31 March 2019, England

" MHCLG Statutory homelessness live tables (updated 29 October 2020)

15 August 2020 data for UC and housing benefit combined. Breakdown is 640,000 households in UC and
290,000 on housing benefit.
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Annex A: Further details on the one-off payment option (Option 8)

Behavioural effects (including work incentives and fraud):

¢ Any fore-knowledge of these payments would drive up claimant numbers (which
increases cost and puts additional pressure on our operations). These could be
legitimate claims and changes of behaviour: e.g. fewer off-flows due to reduced
work incentives, those delaying earnings, more on-flows from natural migrations or
eligible people who have not so far claimed UC due to low entitlement. They could
also be fraudulent.

It would be very difficult for DWP to identify fraudulent claims, especially in the first
month, so payments would be made and would be unlikely to be recovered at a
later date.

Some of these impacts could be mitigated by delaying an announcement and
basing entitlement on an earlier period. Work to implement (which would now be
more complex and likely require more than 6 weeks’ lead in), including any primary
legislation, would then take place following an announcement, meaning a delay of
around 12-14 weeks before payments were received.

This could still create perverse incentives for claimants not to flow off UC until they
had received a payment (and beyond if a large payment reduces work incentives in
the short term as expected), which in turn increases costs and reduces economic
returns. If we permit people to flow off UC before payment, we could be paying
people who had secured a job or other income/capital based on a period of UC
entitlement earlier in the year, while simultaneously not paying those who are by
that point eligible.

Such a delay would also increase handling and legal difficulties since there will be a
number of legitimate new claims made after the announcement of the one off
payment but before it is paid (perhaps iffwhen CJRS/SEISS ends) who will not
receive the payment.

Other:

o From DWP’s experience, where we have paid large lump sums to vulnerable
claimants there can be a risk this drives perverse behaviour or aggravates
addictions.

o The impact of such a payment will vary. The most similar example DWP can
draw upon is the experience of claimants receiving large new-claim
advances. Based upon research of those receiving advances, this may
especially cause problems for the vulnerable and/or those less financially
disciplined. This tends to include those who are younger, have highly
pressured family households, or have a history of problematic debt, among
other factors

¢ The impact of such a one-off payment upon poverty will greatly depend upon
claimant behaviour. It would also have a negligible one-month impact upon poverty
measures such as relative/absolute poverty; but could have an impact upon material
deprivation measures depending on how it is spent/used.

¢ Those that have a nil entitlement at the point in time of the one-off payment will not
be in scope and this could include those receiving annual bonuses around year end,
including key-workers. There will be a sequencing consideration if we want to
capture those coming to UC when the SEISS/CJRS schemes end. There is also

11
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consideration of surplus earnings — if someone has received a SEISS/CJRS
payment, it may not just nil them for one month, but could do for successive months,
especially if we do not get agreement to keep the de minimis at £2,500. Therefore, if
we want to capture this group, it wouldn’t simply be a question of delaying the
payments for e.g. 1 month.

o The payment could have a positive effect to the economy in the short term
(depending on the restrictions in place at the time of the payment); particularly as
recipients have a high marginal propensity to consume — causing an immediate,
short-term boost to consumption. Similarly, a large payment may allow for the
provision of an expensive good e.g. fridge/freezer, and/or larger money-saving
purchases e.g. higher quality goods or clearing expensive debt. Though a
significant sum on money, as a purely economic intervention this would be small
and so this could be seen more as a positive side-effect.

LPP
LPP

LPP

6 ‘In CC of 23 October 2020, Swift J considered it unarguable that the SoS had residual Common
Law powers given the statutory scheme for Carer’s Allowance in the Social Security Contributions
and Benefits Act 1992 (the ‘1992 Act’). He said ‘The proposed amended claim [against the
Government] comes to this: that persons who meet the criteria {in the 1992 Act for Carer’'s
Allowance] should receive an additional payment above and beyond the Carer's Allowance paid to
them [using Common Law powers]. The purpose of that payment is to reflect the cost to them of
providing care to those in respect of whom the Carer's Allowance is payable. What is fatal to the
[claim against the Government] is that the amount to be paid to persons that meet the criteria [in the
1992 Act] for the purpose of providing care is expressly set [that] Act. The only power that the
Secretary of State has to change the amount payable is the uprating power at section 150 of the
Social Security Administration Act 1992. Any other increase must be a matter for Parliament.
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