Annex H: Uplift to Universal Credit

Background

1. Alongside the introduction of bespoke economic support schemes to protect businesses
and jobs, the government increased welfare support for those most vulnerable to help
manage the economic impacts of the pandemic. | was not directly involved in the detailed
policy or delivery work related to the uplift to Universal Credit ("UC”), but the team

leading on it worked for me.

2.  The Department for Work and Pensions (“DWP”) has overall responsibility for welfare
including Universal Credit. HM Treasury and DWP have a longstanding relationship in
delivering welfare, labour market and pensions policies. During the pandemic, DWP led
policy development and delivery, and appropriate legislation where necessary, while
working closely with HM Treasury. Because of their significant fiscal and economic
impact, HM Treasury take a close interest in welfare policy and changes are often
announced at fiscal events. HM Treasury also provide funding approval for any

additional spending as a result of changes to welfare policy.

3. UC provides financial support for individuals on low incomes living in the United
Kingdom. It is a reserved policy area in Great Britain (“GB”) and devolved/transferred in
Northern Ireland (“NI”). Application of the parity principle in this area means that as
citizens of NI pay the same rate of income tax and National Insurance contributions, they
are entitled to receive the same rights and benefits as those in GB. Therefore, many
decisions made in regard to welfare in GB (including on the rates of benefits) are

mirrored in NI.

4. Decision making on UC was, and remains, the responsibility of the Secretary of State
for Work and Pensions working closely with Treasury ministers given the economic and
spending implications. UC policy changes were developed by DWP and HM Treasury
officials, following No.10, HM Treasury and DWP ministerial decisions on approach and

objectives.

5. UC was first introduced in 2013 as a means tested benefit. It replaces six existing
benefits, known as ‘legacy benefits’, to simplify the welfare system, with the transition of
claimants from legacy benefits to UC still underway today. As such during the pandemic

period there were two co-existing benefit systems and therefore any policy development
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had to consider both. UC is a single monthly payment to support households on low
incomes (either in or out of work) to assist with living costs. Working Tax Credit (“WTC")
was also being paid to some working households on low incomes for the same purpose;
households could not claim both benefits at the same time given the overlap. Before the
pandemic, there were 2.5 million households claiming UC and 1.6 million claiming WTC.
During the pandemic, DWP and HMRC were in the process of migrating all WTC

claimants onto UC, but this was not yet completed.

6. HM Revenue and Customs ("HMRC”) are responsible for and administer WTC. Whilst
DWP is the policy owner for UC, HM Treasury is the policy owner for WTC working with
HMRC through their policy partnership. As with UC, all decisions on WTC were made
by ministers and then implemented by officials. Unlike UC, the WTC policy is reserved
throughout the United Kingdom (including Northern Ireland).

7. Prior to the work to respond to Covid, the Chancellor had previously (3 February 2020)
considered advice in relation to suspending the Minimum Income Floor for self-
employed UC claimants as part of the government’'s manifesto commitment for a self-
employment review [BR/H/01 - INQ000609065] [BR/H/02 — INQ000609066).

Initial Scheme Design

8.  On 26 February 2020, the Chancellor commissioned HM Treasury officials to develop a
budget package to respond to the economic impacts of the Covid-19 pandemic on
businesses and households [BR/H/03 - INQ000585908]. Officials responded the
following day with advice and a grid with potential policy options [BR/H/04 -
INQO000609068]. To support the economy most effectively and credibly, it was
recognised that policies introduced during this period needed to be timely, targeted and
temporary. Initial policies focused on economic support and direct support for working
individuals who were likely to be absent as a result of infection. UC was initially
considered as a mean of paying self-employed individuals’ sick pay, given they were not
eligible for Statutory Sick Pay (“SSP”).

g. However, as understanding of the pandemic developed, the focus switched to the wider

support UC could provide as a broader societal safety net if people lost their jobs or took

a hit to their incomes. Throughout March 2020, HM Treasury officials — working closely
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10.

1.

12.

with DWP and HMRC officials - continued to investigate at pace various financial

interventions in response to the escalating pandemic and economic crisis.

On 11 March 2020 at the Spring Budget, the Chancellor announced the following

changes in relation to welfare:

a) Confirmation that SSP would be available from day 1.

b) An extension of SSP to those advised to self-isolate, and those caring for others
who self-isolate because of Covid-19.

c) Removal of the condition of the GP fit note to certify Covid-19 related absence and
replaced it with the isolation note from NHS 111.

d) Introduction of a rebate provision for SMEs with fewer than 250 employees, to
reclaim SSP paid for sickness absence due to Covid-19, capped at two weeks per
employee.

e) Removal of the 7 day wait for the new style Employment and Support Allowance
(“ESA”) for those advised to self-isolate — a contributory benefit paid to those out
of work due to iliness or disability.

f}  Suspension of the Minimum Income Floor in UC for self-employed people directly
affected by Covid-19.

g) A £500 million pot to support vulnerable people to be distributed via Local

Authorities.

On 19 March 2020, HM Treasury officials provided advice to the Chancellor and Chief
Secretary to the Treasury in relation to a further ‘welfare package’ that included various
temporary measures that would provide additional financial support for those on the
lowest incomes losing their jobs or suffering from a reduction in earnings if their hours
were reduced [BR/H/05 - INQ000585998]. It was anticipated, given the potential gravity
of the economic situation, that many could lose their jobs or face a reduction in hours
(or — for the self-employed — lose work) through no fault of their own and ultimately
require support from the government. Many of those individuals may have had no
previous interaction with the welfare system. The pandemic might also lead to people
being out of work on benefits for a longer period, if businesses were not taking on new
workers. Hence there was a question as to the generosity of existing levels of benefit

support.

The advice noted that DWP and HMRC were facing significant operational delivery

pressures, there was a four-fold increase in UC claims and DWP staff absences were

3
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13.

14.

15.

elevated due to direct Covid absences. Therefore, it was paramount that any additional
support was straightforward to deliver, as well as able to be rapidly

implemented/operationalised by a government department.

As existing and familiar financial support payments in the UK, an increase to UC and
WTC was able to be implemented quickly and have an immediate effect. Increases to
other welfare and benefit payments provided by the government were considered by
DWP and HM Treasury officials. However, the government’s objective was to support
those most financially exposed or disadvantaged, as a direct result of the pandemic. It
was determined that this was best achieved through the two benefits which were both
means-tested benefits and available where an individual suffered a reduction to their
income as a result of reduced hours or unemployment which created or further

exacerbated low income.

There are several different components to UC, any of which might have been increased.
The Standard Allowance is provided to all UC claimants whether they are employed or
unemployed, so the uplift was applied to this element of the benefit because it was able
to support both those losing their jobs and those seeing a reduction in income from fewer
hours worked. Before any uplift, the UC Standard Allowance rates in March 2020 were
£251.77 for single claimants under 25, £317.82 for single claimants aged 25 and over,
£395.20 for joint claimants who are both under 25 and £498.89 for joint claimants where
one or both are aged 25 or over. HM Treasury Officials considered a range of Standard
Allowance uplift options with varying costs noting all the options were scalable. This
included the Trade Union Congress (“TUC”) proposal of reverse the benefits freeze
costing £1.7bn, a £20 per week increase to the Standard Allowance costing £3.5bn and
the Resolution Foundation proposal to increase the value of the Standard Allowance by
around a third to £100 per week (for a single claimant aged 25 or over), costing £7bn.
Alternatives considered also included changes to the taper rate or work allowances,
which would not have provided any additional support to existing or newly unemployed

claimants.

HM Treasury Officials considered whether to increase just UC or to also increase WTC.
Only increasing UC would have been operationally simpler and potentially more flexible
to future changes (given the relative modernity and responsiveness of the UC system).

Claimants already on WTC could have applied for UC so as not to miss out on the
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relative uplift in benefits. However, it was felt that this would exacerbate UC volume

handling pressures, so officials recommended an increase to both.

16. There were also other DWP legacy benefits being provided to existing claimants who
might experience a drop in incomes or unemployment. Primarily, income-based
Jobseeker’s Allowance and Employment and Support Allowance. As with tax credits,
these are being replaced with the UC system and so were closed to new claimants (who
would apply for UC). It was the case that people the policy was intended to target may
have been in receipt of these benefits instead of UC. However, changes fo rates for
these benefits could not have been operationalised as quickly as for UC and WTC (not
by 6 April), compromising the aim to provide support at speed. As with WTC claimants,
those on these legacy benefits could make a claim to UC instead to benefit from the
higher payment. The numbers of affected claimants were lower than those on WTC,
with around 5m households receiving UC and WTCs in April 2020 and 1.6m people
receiving income-related Employment and Support Allowance and Jobseekers
Allowance, and so where they might move into UC to benefit from the uplift this had
lower risks to UC volume handling. It was therefore decided not to apply increases to

these benefits but instead point these claimants to making a claim to UC instead.

17. On the same date (19 March 2020), the Chancellor, PM and Secretary of State for Work
and Pensions agreed to the following measures [BR/H/06 — INQ000609247] [BR/H/07
—INQ000593385]:

a) A temporary increase of £20 per week to the UC Standard Allowance (the base
component of UC that all claimants receive).

b) Atemporary increase of £20 per week to WTC.

c) Local housing allowance rates (used to calculate the level of support towards
housing costs provided via UC and Housing Benefit claims made by individuals
renting from private landlords) would be increased to the 30" percentile of local
rents. The rationale for this was that it could be delivered quickly and benefit

private rental sector renters on UC or Housing Benefit.

18. The policy was in line with HM Treasury’s overall principles for support in that it was:
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a) Timely - decisions to provide support through existing benefit systems and the
chosen scope of which benefits to apply the increases to allowed for something
that could be operationalised by April 6.

b) Temporary - the increases could be temporary rather than permanent and it was
initially decided the policy would be in place for a 12-month period.

c) Targeted - decisions on which benefits/elements of individual benefits the increase

applied to targeted those who were unemployed or on low incomes.

19. Specifically in the context of the UC policy, these principles and their application
balanced the desire to mitigate the abrupt impact of the pandemic and Non-
Pharmaceutical Interventions (*NPIs”) on living standards with the fiscal and economic
costs of this sort of support which would increase and worsen the longer it were to be in
place (including potential labour market scarring risks if more generous welfare

payments disincentivised people from returning to work).

20. On 20 March 2020, the Chancellor publicly announced the increase to UC and WTCs,
as part of a suite of measures to protect jobs and incomes [BR/H/08 — INQ000593134].
The increase to both benefits came into effect on 6 April 2020 and was to be in place for

12 months.

21. During the early stages of the pandemic, there was a sharp increase in UC claims. Data
held by DWP set out that:

a) The daily volume of new claims peaked at 135,900 on Friday 27 March 2020
(approximately 18 times higher than the typical number for Friday).

b) In the four-week period ending on 9 April 2020, 1.2 million people in Great Britain
had started a UC claim — around one million more than the usual volume of
monthly claim starts — and a further 1.1 million had started in the five weeks ending
on 14 May 2020.

¢) The total number of people on UC increased from 3 million people in March 2020,
to 5.2 million in May 2020 and continued to increase to 5.8 million by November
2020.

22. Requirements to attend in person assessments and Jobcentre appointments were

removed allowing DWP to process claims faster, reduce delays and maintain the

health/safety of both its staff and claimants.
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Extension Of the Schemes

23. In December 2020, HM Treasury officials investigated whether the UC and WTC uplift,
due to end in April 2021, should be extended, preparing a PowerPoint [BR/H/09 -
INQO000609770] for internal use. It noted that the uplifts had disproportionately benefited
those in the bottom of the income distribution. The £20 increase had made the UC
standard allowance more generous in real terms than at any other point since its

introduction.

24. HM Treasury listed six options to consider for UC and WTC — including moving from
ongoing higher levels of benefit to one-off payments. DWP were commissioned by No.10
and HM Treasury to develop a worked-up delivery plan for each option by January 2021.
The key issue that both departments faced was achieving the right balance between the
need to continue supporting people out of work (whilst the NPls were in place) whilst
also recognising the high fiscal cost of that support and potential economic
disadvantages of keeping it in place too long (given the disbenefits to growth,
productivity and potential labour market scarring effects of keeping in place higher

incentives to be out of work when the economy was ready to reopen).

25. In early January 2021 and in advance of a trilateral meeting between the Chancellor,
PM and Secretary of State for Work and Pensions, HM Treasury officials undertook
further analysis of welfare and poverty in the UK for the Chancellor's consideration
[BR/H/10 - INQ000609580]. The submission raised various points including:

a) Working-age welfare spending for the year was at the highest it had ever been,
being £110 billion (5.7% of GDP).

b) Even with an extension to the UC uplift, many claimants would fall or remain below
poverty thresholds.

c) DWP had formulated an option to deliver a one-off payment via the UC system
(i.e. temporary support rather than an ongoing change in the rates of the benefit
that would later need to be withdrawn), however flagged serious delivery and
policy concerns.

d) Other government spending had targeted other underlying causes of poverty (the
Pupil Premium received funding of £2.4 billion a year).

e) The best poverty strategy was to focus on jobs and improving workforce rates.
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26.

27.

28.

29.

On 15 January 2021, a trilateral meeting with the Prime Minister, Chancellor and the
Secretary of State for Work and Pensions was held to discuss welfare and poverty. As
part of this meeting, the future approach to UC and WTC was considered in light of the
ongoing pandemic. DWP officials provided papers setting out various options for
extending support [BR/H/11 — INQ000609577] [BR/H/12 — INQ000609578] [BR/H/13 —~
INQO000611615]. Of note, the papers included the following figures:

a) In February 2020, 2.9 million adults were on UC. By November 2020, that had
increased fo 5.9 million.

b} In April 2021, it was expected that around 5 million households would be on UC —
2 million more than might have been expected due to the economic implications
of Covid-19.

Ten options actionable by DWP or HMRC, with varying costs and durations, were set

out for consideration.

On 22 January 2021, HM Treasury officials met with the Chancellor, considering the
various options available in detail [BR/H/14 — INQ000609772]. Following the meeting,
the Chancellor provided the steer that he was close to approving a six-month temporary
extension to the uplift in the UC Standard Allowance and a one-off equivalent payment
to WTC recipients of £500.

On 8 February 2021 [BR/H/15 — INQ000236598], the Chancellor met with the Prime
Minister in a bilateral meeting. As noted in the Chancellor’s briefing note [BR/H/16 —
INQO000609149], a six-month extension to the UC uplift and £500 one-off payment fo

WTCs was considered suitable as:

a) It would continue the primary objective of providing extra support (albeit
temporary) to those on low incomes, whilst the most disruptive NPIs were in place.
b) It provided a clear exit strategy, in line with HM Government’s objective of
transitioning away from Covid-19 financial support and towards a job-focused
recovery phase, incentivising people fo return to work as the restrictions eased.
c)} A 12-month extension would be less flexible.

d) If required and appropriate, further extensions could be considered.
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30.

31.

32.

33.

34.

Due to the design of the tax credits system, which operated annually, it was not possible
to increase the WTC payment for a duration of six months. Therefore, the lump sum
payment was a suitable alternative and represented a similar benefit amount as the UC
uplift. A one-off payment would also be more clearly temporary as there was no action

or timeline for its ‘removal’.

On 12 February 2021, HM Treasury officials provided a submission to the Chancellor
which sought confirmation of the short-term extension of the UC uplift [BR/H/17 —
INQO000609180]. The extension’s primary objectives were to continue to provide
temporary extra support to those on low incomes, who may have become unemployed,
or their income unexpectedly reduced, as a result of the pandemic. As a means tested
benefit, the measures were again able to target those most financially vulnerable.
Individuals on other benefits, who experienced an adverse change in circumstances,

could ultimately become eligible and apply for UC for improved support.

The submission highlighted that the six-month time frame would provide ongoing
support in a period where Covid-19 vaccinations could continue to be rolled out and
simultaneously, NPIs could hopefully begin to lift. This time frame also aligned with the
continuation and eventual winding down of other economic schemes such as the
Coronavirus Job Retention Scheme (“CJRS”) and the Self-Employment Income Support
Scheme (“SEISS”). The submission included an equalities impact assessment in annex
B, with an analysis of the protected characteristics of the UC caseload. It set out that
51.7% of the UC caseload benefitting from the uplift were women and 47% were
disabled. It also noted a slightly higher proportion of UC claimants benefiting from the

policy were of an ethnic minority background than of the whole population.

On 17 February 2021, the Chancellor, PM and Secretary of State for Work and Pensions
agreed to the recommendation to extend the uplift [BR/H/18 — INQO00609154].
Following the decision, a briefing was created [BR/H/19 — INQ000609178] which

summarised the extension’s rationale.

On 3 March 2021, the Chancellor presented the 2021 Spring Budget to Parliament and
publicly announced a six-month extension to the UC uplift and £500 payment for

recipients of WTC.
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35. The Chancellor also announced that over the course of 2021, as the economy
recovered, the government would shift its resources and focus towards getting people

into decent and well-paid jobs as the economy reopened.

Cessation of the Universal Credit Uplift

36. By May 2021, 5.9 million people were claiming UC. On 21 May 2021, HM Treasury
officials provided the Chancellor with a briefing on anticipated risks and the economic
outlook ahead of the planned removal of the UC uplift in October 2021 [BR/H/20 —
INQO000609164]. The Office for Budget Responsibility had forecast that unemployment
would peak at 6.5% in 2021. The CJRS was scheduled to conclude in September 2021,
and it was projected that there could be 100,000 new UC claims and 200,000 existing
claimants would lose their jobs at that point. There was interest from some Members of
Parliament and external stakeholders in further extending the uplift to UC beyond
October 2021.

37. HM Treasury carefully considered and analysed the consequences of not extending the
uplift [BR/H/21 - INQO000609177] [BR/H/22 - INQO00609179], informing the
Chancellor’'s ultimate decision that the uplift should end as planned on the 5 October
2021. Work conducted the previous year [Paragraphs 23-25] included detailed analysis
of the impact of removing the UC uplift. The new analysis conducted, still showed that
removing the UC uplift would disproportionately affect the poorest households. But for
many individuals the removal of the uplift would be largely offset by increased earnings
from returning to full time employment as the effects of the pandemic eased and

economic activity recovered.

38. Due to legislative challenges, it was assessed that the only plausible option to extend
the £20 uplift in Universal Credit beyond 5 October 2021 without interruption would be
to make the uplift permanent. This was because temporary extension would likely have
required primary legislation, to ensure that the uplift would be able to be disregarded for
the purpose of setting UC rates for 2022-23 (which the Secretary of State for Work and
Pensions has to do via a statutory review of benefits, which must be conducted before
the end of November for operational reasons). There was a concern that because of the
necessary parliamentary process it would be extremely difficult to extend the uplift
unless it was made permanent. A permanent uplift would have come with significant

long-term cost, particularly in the context of a predicted increase in new claimants. By

10

INQO000661270_0010



39.

40.

41.

permanently increasing the uplift, the government would also limit its ability to
temporarily increase support in future emergency situations like the pandemic, as to do
S0 requires a sustainable fiscal position. More fundamentally, a permanent extension to
the uplift was inconsistent with the government’'s assessment that the pandemic was
easing and there would shortly be a return to more normal economic activity,

undermining the policy rationale for the uplift continuing.

In the context of external pressure to maintain the uplift, the Chancellor was advised on
21 July, on alternative approaches to ending the uplift [BR/H/23 — INQ000609183].
These included tapering the uplift over time; however, this faced the same legislative
barriers as previously mentioned for a temporary extension of the uplift, and any options
that would significantly mitigate the impact of ending the uplift would, by definition,
represent a cost similar to the £6bn cost of making the uplift permanent. Similarly, low-
cost alternative measures that would still allow for exiting from the UC uplift were
predicted to insufficiently offset the loss of the £20 uplift for claimants. As a result, these
were ultimately not followed and the Chancellor decided to continue on the basis of

removing the uplift on 5 October as planned.

The advice included analysis on the impact of ending the uplift and information on the
claimant characteristics. It noted that around 37% of individuals receiving UC were in
work (made up of 31% employed and 6% self-employed). It also showed that for single
claimants with no children and not in receipt of the housing element, of whom there are
1.6m, the expiry of the £20 uplift represented a 23% fall relative to the average award.
For families with children the fall was lower although still significant — for example, for a
couple with children but no housing element (200k households) the expiry of the uplift
represented a 12% fall relative to the average award. It advised the impact of the ending
of the £20 uplift would vary depending on households’ circumstances (e.g. family

composition, where they lived and whether they had a disability).

HM Treasury considered the potential outcomes and risks for the poorest in society
should the £20 uplift be withdrawn, in the context of rising inflation. The removal of the
uplift was predicted to have a disproportionate effect on those households with the
lowest incomes [BR/H/24 — INQ000609167], and particularly those in the lowest three
income deciles, alongside seeing an increase in child poverty [BR/H/25 -
INQ000609181].

11
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42.

43.

44.

45.

46.

47.

DWP analysis at the time suggested that the removal of the £20 uplift would mean an
additional 800,000 individuals, including an additional 300,000 children, in poverty
(absolute, before housing costs). This analysis was released in response to an FOI
request in July 2024, and in a cover letter HM Treasury explained the degree of
uncertainty around the evidence. The caveats included the focus of the estimate being
the upper bound of the potential poverty impacts; the high degree of uncertainty in the
estimate; the static nature of the analysis; the limitation of the data underpinning the
models given pandemic-era changes; and the failure to take into account additional

welfare policies that were implemented, explored in paragraph 49.

Similarly, it was predicted that when the CJRS ended a single adult who was furloughed
at the national living wage — could see their net income fall by 32% as the furlough ended
if they moved into unemployment and by a further 6% if the UC uplift was removed.
However, at the same time there was evidence of a strong labour market, with greater
than usual opportunities for people to move into work. Additionally, while pressures of
inflation and living costs were considered, it was predicted that many of those claiming

UC who were in work would see an increase in their wages.

In addition, the Household Support Fund would be available to support households that

continued to struggle with the costs of essentials.

On the basis of the Chancellor’s steers, HM Treasury also continued to explore other
policy options to support the government’s next phase of Plan for Jobs, which included
measures to support young people and workers returning to the labour market. This was
in line with HM Government's objective of fransitioning away from Covid-19 financial

support and into economic growth/recovery.

HM Treasury were advised that from August 2021, DWP would communicate with
claimants (through their UC accounts) that the uplift would conclude on 5 October 2021,

and_the last _increased payment would be made on 12 October 2021 [BR/H/26 -~

INQO000609169 i The DWP Secretary of State had also requested that their department

plan for wider communications (such as utilising gov.uk) to ensure all claimants were

aware of changes to their award and could plan accordingly.

HM Treasury supported DWP with cessation plans. From the extension approval in early

2021, HM Treasury had ensured that DWP, other government departments and the
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public were aware that it would not be extended further. The policy changes were an

important temporary measure during an acute crisis.

Economic recovery and changes to the Universal Credit Taper Rate and Work

Allowances

48. In autumn 2021 a priority aim for the government was to support recovery from the
pandemic and the return of economic activity that had previously been limited by the
NPIs. This meant the government chose to pursue policies that would support recovery
in the labour market, with the aim to both improve economic performance and benefit
people’s living standards. Temporary financial support which had helped mitigate the
effects of unemployment or afall in hours worked but risked incentivising lower economic
activity, such as the CJRS, ended, and interventions instead focused on supporting

people into work.

49. In UC, this shift in objectives was reflected in the withdrawal of the £20 uplift as planned

and also two new policies announced at Autumn Budget 2021:

a) A reduction of the UC taper rate — the amount of a household’s UC that is
withdrawn as they increase their incomes through earnings — from 63p to 55p per
£1. This allowed working UC claimants to keep more of what they earned,
strengthening incentives to move into and progress in work.

b) An increase to UC work allowances — the amounts some UC claimants can earn
and keep in full before the taper rate is applied to their UC — of £500 a year. Again,

this increased the incentive to get a job.
50. DWP estimated at the time of announcement that 1.9 million households on UC would

benefit from these changes, by an average of £1000 a year — close to the maximum

benefit from the £20 uplift but now concentrated on and targeted towards those in work.

Operational easements for DWP and fraud and error

51. DWRP faced a range of operational pressures during the pandemic, including the influx

of new claims to process for UC, staff sickness and absence rates and the need to

13

INQO000661270_0013



52.

53.

54.

55.

56.

reduce face to face contact in the administration of benefits and support for work. These

needed to be managed while also delivering timely processing and payment of benefits.

As part of DWP’s plans for managing these pressures they sought approval from HM
Treasury to implement a series of easements — relaxations or changes to normal rules
or practices. HM Treasury approval was required, in line with usual spending controls
and governance, where these easements had cost implications. Examples of easements

include:

a) relaxing identity verification requirements.

b) DWP not asking for verification in processing some other areas of UC claims, e.g.
on housing costs.

¢) relaxation of the Minimum Income Floor for self-employed UC claimants (discussed
in detail in paragraphs 56 - 66 below).

d) suspension of face-to-face health assessments.

e) suspension of requirement to attend face-to-face interviews at JobCentre Plus.

DWP and HM Treasury were aware at the time that these easements increased risks of
fraud and error. DWP shared information with HM Treasury during the pandemic,
reflecting the higher rates of fraud that were resulting from the changes. Therefore,
decisions on the introduction of easements and how long they were in place (proposed
by DWP and approved by HM Treasury) reflected consideration of the balance between

operational benefits and fraud risks.

During the pandemic, UC overpayments increased from a rate of 8.7% in 2018/19 to
9.4% in 2019/20 and then 14.5% in 2020/21. This was mainly due to an increase in fraud
which rose 5.2 percentage points between 2019/20 and 2020/21.

The operational easements that were implemented were one of the reasons for this
increase as were changes in make-up of the caseload of people who were claiming UC

(e.g. more self-employed claimants).

DWP reintroduced the controls that were eased during the pandemic, such as the
removing the suspension of the Minimum Income Floor in August 2021, though once
fraud and error enters the system, detecting and removing it can be difficult. DWP have
therefore increased their fraud ‘detection’ capacity since the pandemic in order to

recover public money — including through the creation of the Targeted Case Review
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programme which will employ 5,900 staff and recover £13bn of overpayments over five
years between 24-25 and 29-30.

Minimum Income Floor Suspension for self-employed claimants

57. Prior to the pandemic, self-employed UC claimants were subject to a Minimum Income
Floor. This is a rule in UC which assumes a self-employed claimant will, after the first 12
months of their claim (the grace period), earn at least a certain level of income. If they
earn below this their UC award is not increased to reflect the lower earnings. Its purpose
is to ensure benefits only support self-employment where this is a realistic route for
claimants to become financially self-sufficient by incentivising them to grow their

business or seek employment rather than rely on benefit income.

58. A suspension of the Minimum Income Floor (‘the suspension’) was explored early in
2020. It would mean claimants would have their monthly earnings based on their actual
income, as opposed to their assumed income. Individuals earning under the Minimum
Income Floor would receive higher payments of UC, recognising that this might be a
result of a drop in earnings due to the impact of Covid-19 and not as likely to be a sign
that their self-employment would not be a route to financial self-sufficiency post-

pandemic.

59. On 3 February 2020, the Chancellor considered advice as part of the review into the
self-employed, as part of the then government’'s manifesto commitment to review
support for the self-employed. Therefore, this advice considered options on support for
the self-employed generally as part of this review and was not in response to Covid-19.
This advice included the option to increase the grace period of the Minimum Income
Floor for self-employed UC claimants from 12 months to 24 months and did not include
the option to suspend the Minimum Income Floor [BR/H/01 — INQ000609065] [BR/H/02
- INQO000609066]. This measure was not approved due to concerns as to its cost
[BR/H/27 - INQ000609067].

60. The final details of the Covid-19 Budget were developed on 10 March 2020 [BR/H/28 —
INQO000585911] [BR/H/29 - INQO000609222] and included the suspension of the

Minimum Income Floor for workers directly impacted by Covid-19 or self-isolating in

accordance with government advice. On 11 March 2020, the Chancellor announced this
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61.

62.

63.

64.

measure as part of the Budget and that this suspension would operate for the duration

of the outbreak.

On 19 March 2020, HM Treasury officials provided further advice on extending the

suspension to cover workers more generally affected by broader economic impacts, not

date [BR/H/31 — INQ000609246] and formally announced this wider suspension on 20
March 2020 [BR/H/08 — INQ000593134].

The suspension also helped to ease administrative pressures for DWP in managing the
UC system. DWP were dealing with a significant and unprecedented increase in UC
claimants in a short period of time. Having to process the Minimum Income Floor as well
would have invariably increased delivery pressures on DWP. Conversely, the
suspension also exposed DWP to a potential increase in fraud and error. There were
fewer checks e.g. self-employed claimants were no longer required to be in contact with
work coaches. Likewise, claimants could fraudulently claim they were earning less

income.

Later in the year, HM Treasury officials provided further advice to the Chancellor for

consideration in relation to extending the suspension:

a) On 2 October 2020, the Chancellor considered and agreed with advice
recommending a one-month extension to the suspension (until November 2020)
[BR/H/32 - INQ000609746] [BR/H/33 — INQ000609535].

b} On 3 November 2020, the Chancellor considered and agreed with advice in relation
to a further extension until the end of April 2021 [BR/H/34 — INQ000609534].

On 12 February 2021, HM Treasury officials advised the Chancellor on reintroducing the
Minimum Income Floor in May 2021 [BR/H/35 - INQO000609600] [BR/H/36 -
INQO000609599]. The Chancellor agreed with the recommendation; however, signalled
his preference was that it was reintroduced later, in July 2021 [BR/H/37 -
INQO000609153]. On 24 February 2021, the Chancellor was further advised having
previously said he was content with the Secretary of State for Work and Pensions’
preference to gradually reintroduce from May 2021. The advice noted labour market
scarring and fraud and error risks from keeping the suspension, but also the
presentational risks of reintroducing the Minimum Income Floor (and thereby reducing

support to the self-employed) while extending NPIs and other support schemes. It also
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65.

66.

67.

noted the possibility that the PM might want to continue with a suspension and the costs
if it were to be kept in place for a further 3 months. In response, the Chancellor decided
he would agree to continue the suspension for another 3 months until August 2021. A
summary was prepared confirming the course of action [BR/H/38 — INQO000609612]
[BR/H/39 - INQ000609157].

On 18 May 2021, the Secretary of State for Work and Pensions wrote to the Chancellor
[BR/H/40 — INQ000609630] confirming the department’s intention to reintroduce the

Minimum Income Floor from 1 August 2021.

On 2 June 2021, advice was provided to the Chancellor in relation to logistics of the
reintroduction of the Minimum Income Floor [BR/H/41 — INQO000609634]. On 7 June
2021, the Chief Secretary to the Treasury and Chancellor agreed with recommendations
to [BR/H/42 — INQ000609633]:

a) Approve additional Annually Managed Expenditure (*AME”) cover of £27 million for
DWP’s reintroduction plan, with attached HM Treasury conditions.

b) Agree DWP’s proposal to extending the period over which they gradually
reintroduced the Minimum Income Floor from nine months to 12 months. In this
transitional period the floor would not be applied to claimants where work coaches

assessed that their earnings continued to be affected by Covid-19 restrictions.

On 28 June 2021, the Chief Secretary to the Treasury approved additional AME cover
to provide a one month notice period to claimants before the Minimum Income Floor was
reapplied. The Minimum Income Floor would still be introduced from 1 August 2021 but
a one month notice period would mean the Minimum Income Floor wouldn’t reduce
anyone’s UC award before September 2021. The associated additional AME cost was
£9 million [BR/H/43 ~ INQ000609648].

Value for Money and Economic Impact

68.

The increase to UC and WTC was considered and implemented at pace during the initial
months of the pandemic - a time of extreme uncertainty. In March 2020, when initial
proposals were put forward, estimated forecasts of UC caseload and therefore costs
were highly uncertain. There was significant unpredictability in relation to the virus

spread and understanding the full economic impacts, both in the UK and globally.
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69.

70.

71.

72.

73.

An increase to UC was viewed as one measure that would be temporary, simple and
straightforward to expedite. The amount that UC could be increased by was scalable.
The amount of the increase had to be considered against value for money
considerations, with it expected to benefit up to 3 million households. Increasing WTC
was also a scalable measure. The £20 increase to WTCs was estimated to benefit 1.6
million households. Both were considered economically valuable by strengthening the
safety net for individuals who would otherwise experience a decrease in their income.
As discussed above, the increase to the UC standard allowance made it more generous

in real terms than at any other point in time.

When considering whether to extend both schemes, the key issue was balancing the
need to continue supporting people out of work or working less — especially whilst the
pandemic continued when it was more difficult to work - whilst also recognising the
economic disadvantages of keeping the uplifts in place for too long, resulting in reduced
growth, productivity and potential labour market scarring as incentives to work were

reduced. The high fiscal cost of the uplift was also a consideration.

In December 2020, HM Treasury officials recognised that extending the uplifts could
help support macroeconomic demand, but at the expense of medium-term fiscal
sustainability [BR/H/09 — INQ000609770]. In this context, it was felt that extending the
uplift by a further 12 months (as opposed to a six-month extension) would be premature
and come at a very significant cost [BR/H/19 — INQ000609178].

The primary objective of the extension was to continue to provide extra support to low-
income workers who may have experienced unexpected falls or become unemployed
as a result of the pandemic. As the vaccine was rolled out and NPIs begin began to be
lifted, the government shifted focus to helping people back into work. Officials advised
that value for money at this point in time was best invested in returning people back to

work and off welfare support.

During the pandemic, HM Treasury — together with DWP — were able to support value
for money through carefully considering an appropriate uplift amount, uplift duration,
anticipating number of claimants reliant on the scheme (i.e. the more claimants the
greater the cost) and the wider interplay of economic conditions such as unemployment

rates.
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Costings

74. Costing changes in welfare policy is a complex, iterative process, involving reconciling
the policy changes with economic variables, caseload data, and direct and indirect
economic effects. Analysts within DWP (or HMRC for WTC) usually lead on costings,
drawing on the department’s datasets. However, HM Treasury officials will sometimes
undertake rule-of-thumb estimates of policy costs to support ministerial decisions

happening at pace.

75. Costings are frequently produced by DWP and HM Treasury to support advice to
ministers. The independent Office for Budget Responsibility ("OBR”) only ‘certifies’
policy costings which appear in Budgets and Spring/Autumn Statements. The OBR’s
certification indicates that they consider the departmental costing to be a “reasonable
and central’ estimate. This will usually follow a process of extensive discussion and
internal challenge by the relevant department, as well as iteration and challenge by the

OBR. It is not unusual for costings to change during this process.

76. Adyvice on the 19 March 2020 [BR/H/44 — INQ000609080] estimated the annual cost of
a £20 uplift in the UC Standard Allowance to be £3.5bn for financial year 2020/21. This
was estimated by mechanically applying the uplift to existing caseloads (i.e. households

in receipt of UC).

77. The same advice estimated the linked increase in the Basic Rate of WTCs by £20 to
cost an additional £1.8bn per annum, again mechanically applying the uplift to existing

caseloads.

78. The Autumn Budget 2020 OBR-certified costing for the combined increase in UC and
WTCs was £6.1bn in 2020/21 (with a small ten million cost the following year). The
accompanying Economic and Fiscal Outlook from the OBR broke this down to show a
£4.6bn annual cost from the UC element of the uplift, and a £1.5bn annual cost
associated with WTCs.

79. The slightly higher cost associated with the UC element of the uplift (comparing
ministerial advice to certified costing) predominantly reflects the increased UC caseload

(with the number of households on UC increasingly sharply over the calendar year
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2020). WTC was closed to new entrants and therefore not subject to such significant

claimant count fluctuations.

80. Over the winter of 2020/21, the Chancellor received further costings estimating the cost
of extending both uplifts o be between £3.2 - £3.5bn for a six-month extension, and a

year extension costing £6.5bn for 2021/22.

81. Following the Chancellor's decision to extend the uplift by six months (covered above),
the Spring Budget 2021 estimated the additional cost for financial year 2021/22 of the
UC element of the extension to be £2.2bn, and the corresponding WTC element fo be
£0.8bn. This was in addition to the costs laid out in the Autumn Budget for 2020/21.

82. The OBR retrospectively revised down their estimates of the costs of the uplift in their
November 2021 Economic and Fiscal Outlook, by £0.4bn, reflecting lower than

anticipated caseloads.

83. HM Treasury subsequently publicly confirmed that the cumulative cost of the uplifts had

been over £9bn.

Legislation

84. The initial £20 weekly uplift to UC was legislated through The Social Security
(Coronavirus) (Further Measures) Regulations 2020, laid and made on 27 March 2020
and coming into force from 6 April 2020. Clause 3 made the relevant modifications to

the Standard Allowance.

85. The corresponding uplift to WTC was legislated by section 77(1) of the Coronavirus Act
2020 introduced on 19th March 2020 and passing all legislative stages and receiving
Royal Assent by 25th March 2020.

86. The six-month extension to the uplift to UC was legislated through The Universal Credit
(Extension of Coronavirus Measures) Regulations 2021, with the £500 one-off WTC

payment made by Ministerial Direction under section 76 of the Coronavirus Act 2020.

Further discussion of the legislative rationale is discussed above.

20

INQO000661270_0020



Consultation and Collaboration

87. HM Treasury worked closely with many government departments throughout the
pandemic. In relation to welfare support, HM Treasury worked collaboratively with DWP
and HMRC on policy options, and on the analysis underpinning that policy work. In
conjunction with a vast array of other economic measures discussed in this statement,
an uplift to UC and WTC was ultimately identified, formulated and delivered at pace. A
key aim was to deliver a simple and temporary measure to support households on the
lowest incomes that could be operationalised by government departments in difficult and

extenuating circumstances (for both the depariment and claimants) which was achieved.

88. DWP was and remains the government department responsible for UC. They had the
resources and expertise in place to lead on the detailed policy, delivery, processes and
monitoring of the policy. DWP had access to data on UC up take and the average
payment amount. This in turn facilitated the active management of the benefits and

provided more accurate forecasting of future demand.

89. HM Treasury was aware in March 2020 that DWP had seen a significant increase in
demand, alongside a significant increase in their own staff absence. This
consequentially put the benefit systems under considerable strain [BR/H/44 -
INQ000609080].

90. HM Treasury provided additional funds to support DWP in meeting the operational
pressures it was facing. For example, at Spending Review 2020, DWP’s funding
settlement for financial year 2021/22 included £1.4bn for staffing demand and
overheads, which was to be spent on operational pressures that resulted from the
economic consequences of Covid-19 (such as the need to process the increased

number of claims for UC).

91. There was also regular, open and ongoing dialogue between HM Treasury and HMRC
over the period on HMRC's funding requirements to operationalise and deliver the
government's Covid support schemes, including the WTC uplift, as well as HMRC's
wider response to the pandemic. In 2020-21, HM Treasury provided HMRC with £94.4m
resource (“RDEL”) and £29.8m capital (“CDEL") funding for the response to Covid-18.
In 2021-22, HM Treasury provided HMRC £99.0m RDEL and £1.7m CDEL for Covid-19
delivery and compliance, and a further £21.5m RDEL and £3.7m CDEL to fund a counter

fraud package for Covid-19 schemes.
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92. While HM Treasury worked closely with relevant departments, DWP has overall
responsibility for welfare. As the UC policy was and remains the responsibility of DWP,
and Working Tax Credit was in policy partnership with HMRC, those departments may

be better placed o advise on the following areas:

a) How the benefits were designed and implemented to be accessible to all
individuals.
b} How benefit recipients were communicated with and updated about the scheme.

¢) Any unintended gaps in the scheme.

Socially and Economically Vulnerable Groups

93. During the pandemic, the government sought to increase welfare support to manage the
economic impacts on those most vulnerable. It was anticipated that those most at risk
and financially vulnerable included individuals who had lost employment, were at risk of
losing employment, workers who had decreased work hours (meaning a reduction in

their income) and those who were unable to work due to illness or isolation requirements.

94. The measures discussed in this annex were not implemented in isolation but rather as
part of a wider suite of support. Notably, the government also supported those on low
incomes through the funding of Local Authorities to deliver discretionary support

throughout the pandemic, changes to SSP and the implementation of CJRS.

95. When considering the introduction and extension to the UC uplift, it was noted that the
£20 uplift disproportionately benefited individuals on the lowest of the income distribution
[BR/H/09 - INQ000609770].

96. Similarly, the uplift to WTCs was also able to target individuals who retained employment
but had particular economic vulnerabilities, such as those on short term or zero-hour
contracts, and part-time or gig workers and whose vulnerability may have increased as

a result of the effects of the pandemic on the employment market.

97. HM Treasury investigated the characteristics of self-employed individuals early in the
pandemic [BR/H/29 — INQ000609222] and considered they were a diverse group —

including both high earning individuals and less financially secure individuals.
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Suspending the Minimum Income Floor was able to help those self-employed workers

whose income streams may have been adversely affected by the pandemic.

Public Sector Equality Duty

98. As a public body, HM Treasury is subject to the public sector equality duty contained
within Section 149 of the Equality Act 2010. This ensures that HM Treasury gives due
consideration to the potential impact of policy and has regard to eliminating
discrimination, advancing equality of opportunity and fostering good relations between

people of different protected characteristics (such as age, disability and race).

99. For the initial UC uplift, it was acknowledged that the policy had no significant equalities
impact | BR/H/26 s—- INQO000609182]. The measures benefited low-income and newly

unemployed households and there was no significant equalities impact. The increases

fo UC and WTC targeted - and were available {o - the most disadvantaged individuals
and families in the UK. The measures were concluded as a positive measure that would

benefit a large number of households.

100. When advising the Chancellor on a short-term extension of the uplift, an extensive
equalities impact assessment was undertaken and provided to the Chancellor [BR/H/17
— INQO000609180]. This included both the positive benefits to UC claimants and tax
credits claimants who received the one-off payments, and how not extending similar
additional support to other legacy benefit claimants might impact disproportionately on
people with different protected characteristics. The relevant part of the Public Sector
Equality Duty here was the duty to have due regard to the need to advance quality of
opportunity between people who do share and do not share a relevant protected
characteristic. Assessments of this were made using publicly available information and
data provided by DWP and HMRC. In particular:

a) 47% of UC claimants were disabled which was higher that the UK’s disability
population.

b) A slightly higher proportion of UC claimants were of an ethnic minority than in the
GB population.

c) Over 20% of UC claimants and 29% of WTC claimants were over the age of 50,

slightly lower than the wider population (38%).
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100. The effects of removing the uplift, including on households with protected
characteristics, would largely be a mirror image of the extension — with those who gained

from having it in place losing from its removal.

101. In July 2021, a HM Treasury note considered the effects of ending the uplift as well as
contingency options. It set out that as of February 2021, there were 4.4 million
households in payment on UC. A further 1.5m claimants had benefited from the one-off
payment to eligible WTC claimants. Around 40% of households on UC had newly
claimed UC since March 2020 and would therefore only have received UC with the UC

uplift in place.

102. Other details that were considered around the effects of the removal of the uplift on

groups with protected characteristics includes:

a) Age: 62.9% of UC claimants and 71% of WTC claimants were aged between 25
and 49. In June 2021, DWP shared analysis with HM Treasury which looked at
which households might be more significantly affected by removal of the uplift
because it had provided a greater overall % of their income — this highlighted that
0.9m under 25 years olds (18% of the caseload) would be affected, and that £20pw
represented a greater proportion of their standard allowance than for those aged
25 and over.

b) Gender: the majority of claimants affected were women.

¢) Sexual orientation: the proportion of heterosexual/not heterosexual claimants on
UC was similar to the GB population so there was no reason to believe would group

would be affected disproportionately.

103. Similarly, when considering the suspension of the Minimum Income Floor, an
assessment to the equalities impact was undertaken [BR/H/38 — INQ000609612]. There
was no evidence that the suspension would have a significant direct disproportionate
impact on protected characteristics. Some groups (for example young people) were
slightly under-represented in the self-employed UC population compared to the UK

population; however, this was not significant.
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Reflections and Lessons Learnt

104. The uplift to UC and WTC was generally an effective response to the intended policy
objective: providing an important safety net for individuals who lost employment or
experienced a reduction in income during the pandemic. It met the Treasury’s core

objectives for the intervention of being targeted, timely and temporary.

105. The key lessons learnt related to the speed of delivery; the relative flexibility of UC
(particularly when compared to legacy benefits); and specific lessons about the impact

of the easements on fraud and error.

106. Speed of delivery: The use of existing mechanisms and the simplicity of the intervention
meant it could be delivered with great rapidity, in advance of other support mechanisms.
The uplift was delivered within two weeks of the Chancellor’'s announcement and the UK

entering its first lockdown on 23 March 2020.

107. The uplift was automatic - those receiving the benefit did not need to take any additional
action, again supporting speed of delivery and reducing risks of gaps in coverage. It was
able to be introduced rapidly and safely by other government departments in response

o the developments of the pandemic.

108. Similarly, HM Treasury and DWP were able to rapidly decide to extend the uplift for six
months in April 2021.

109. Effectively, this part of the social security system was siress-tested and demonstrated it

can respond to this type of shock.

110. Flexibility of UC: The temporary uplift showed the flexibility and resilience of the UC

system, sometimes in contrast to the legacy benefits system.

a) The UC system was able to cope with a significant increase in the number of claims
in a short space of time, while delivering the temporary uplift. The Social Security
Advisory Committee’s review of the uplift to UC, published on 18 November 2020,
recognised the system’s ability to cope with the exponential growth in applications.

b} Unlike other legacy systems, uplifts to the UC award could be completed outside
the annual uprating cycle (the annual increase to benefit rates, usually Consumer

Price Inflation (“CPI") applied each April). This meant the uplift could be
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implemented quickly. In contrast, WTC did need to be completed on an annual
uprating cycle. Whilst this did not cause any issues during its initial roll out in April
2020, an alternative was required for its extension in 2021. A lump sum payment

was invariably a simpler solution.

111. During the pandemic there were multiple benefits in place, across two concurrently
running benefit regimes (UC and legacy benefits) and these were being delivered on
multiple systems across DWP and HMRC. This added complexity to the policy and
delivery landscape which did constrain policy. The transition to UC is now nearly
complete. This will leave a more agile and responsive benefit system better equipped to

respond to future shocks if required.

112. Fraud and error: Contemporary advice reflects the trade-off between the easements
introduced during the pandemic to facilitate speed and comprehensiveness of delivery,
and the increased risk of fraud and error. There was a corresponding sharp increase in
overpayments following the introduction of the easements. Following the easing of the
pandemic, the easements were removed, and future controls were correlated in light of

this experience.

113. Overpayments in UC increased from 9.4% of total UC expenditure in 2019-20 to 14.5%
in 2020-21. UC overpayments have since decreased, with overpayments in UC
decreasing to 12.4% of total UC expenditure in 2023-24. As of spring 2025, the OBR
forecast that fraud and error in UC will reach pre-pandemic levels by 2028-29. This is
due to the actions taken by DWP to root out the fraud and error that entered its system
during the pandemic. This includes hiring 5,900 people to review millions of UC cases
through Targeted Case Review, increasing DWP’s counter-fraud staff to 15,000 and
strengthening DWP’s powers to tackle fraud and error through the Public Authorities Bill.
DWP achieved £1.35bn savings from its fraud and error activities in 2023-24, above its
target of £1.3bn.

114. DWP have also increased its resources to prevent fraud and error from occurring in its
systems, including increasing checks on the amount of capital held by claimants, the
earnings and expenses declared by self-employed claimants and additional checks on

claimants who declare changes in circumstances.

115. More widely, since the pandemic, DWP have developed more options for delivery of

one-off financial support payments. These were most notably used to deliver Cost of
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Living Payments to support claimanis on means tested benefits between 2022 and
2024. This development has provided government with more options for quickly

delivering financial support to those on benefits in response to future crises.

116. Compared to increases to benefit rates, these one-off payments:

a) Can sometimes be used to deliver support more quickly, including at times of year
that are out of step with the usual increase to benefit rates that is put through DWP
systems for each April.

b) Can reach claimants on a wider set of benefits, including most legacy benefits,
quickly.

c) Are clearly temporary rather than ongoing payments that need to be withdrawn.

d) Are lump sum cash amounts which cannot be as tailored to the individual
circumstances of an individual of household to the extent that, for example, a UC
award would be.

e) Are paid based whether or not someone is entitled to a qualifying benefit. This
creates a cliff edge where a household would lose the payment if they work just

enough to lose benefit entitlement. This leads to negative work incentives.
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