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SUMMARY

This report examines the future of non-means-tested benefits for working -

age adults and children. We present findings from anOOODP Ol wEDPUPA&T OUz wNUUa O
survey of 1,647 British adults, microsimulation modelling of policy reforms

and a consultation with exper ts.

Our evidence indicates that consensuscan be built to strengthen non-means-
tested benefitsas asupplement to an adequate meanstested system.In
particular , we show that following the Covid -19 pandemic there is new
interest in improving payments when people stop working.

The citizenz jury recommended a new system of earnings-related
unemployment insurance modelled on the Covid -19 furlough scheme We
also propose increases in non-means-tested benefitsfor people who are sick,
disabled or caring; and a review of benefits paid to cover the extra costs
faced by disabled people.

Should we rely less on means testing?

The Covid-19 crisis has triggered a reevaluation of social security.
Developments such as the April 2020 universal credit uplift and the non -
means-tested furlough scheme have generated a debate on both the
generosity of social security and the balance between meanstested and non-
means-tested parts of the system. Those debates take place in the context of
aworking -age system currently dominated by means testing. Means-tested
social security has become more prevalent over time, and it accounts for a
larger proportion of total spending on non-pensioner benefits than in other
European countries.

The report discusses two categories of nonmeanstested social security.

Earnings replacement entitlements are designed to provide income for

people not able to work, regardless of their savings or whether they have a

partner in work. Eligibility is often based on evidence of a recent

employment relationship. The main existing earnings replacement benefits

for working -ET 1 WEEUOUUWEUI o wNISE)@mdlognettand uE OOOPEQE I
support allowance (ESA), maternity allowance EOE wWEEUI Uz UWEOOOPEODEIT dw
Statutory pay schemes for sicknessmaternity, paternity and adoption

perform a similar earnings replacement function.
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Extra costsbenefits are designed to help equalise living standards between
people who face higher living costst such as disabled people and parents
raising children ¢ and people who do not face these costs. Eligibility for
these payments tends to be universal, meaning that they are paid to any
claimant in a given set of circumstances regardless of their income, savings,
or any work/contribution record. The main extra costs benefits for children
and working -age adults are child benefit, personal independence payment
and disability living allowance.

There are a number of good reasonsfor considering shifting the balance
within social security away from means testing, towards these earnings
replacement and extra costsallowances:

The case faton-meanstested benefitsverall

1 Expanding non-means-tested benefits will increase the number of people
with a stake in social security, potentially broadening support for the
whole system.

1 Expanding non-meanstested entitlements is likely to reduce the stigma
associated with claiming benefits and in turn lead to increased take-up
and reduced social division .

9 Personal benefitspaid to the eligible adult and unrelated to any means
tested household payment support financial independence and security
for partners in couples, especially women.

1  When funded by prog ressive taxation, non-means-tested benefits
redistribute income between people on higher and lower incomes, and
across the life of an individual.

The case foraeningsreplacement benefits

9 Earnings replacement benefits canprevent large, sudden drops in an
individual s income. If sufficiently generous, they give people acushion
without having to deplete their savings or rely on a partnerzincome.

1 Benefit entitlements that arise from social insurance contributions or
recentemployment offer protection for people who have paid into the
system, reflecting widely h eld views on fairness.

1 Better earnings replacement benefitsmay improve labour market
outcomes by giving people more time to find new work, enabling better
job matching that should help both workers and employers.

The case foix&ra costs benefits

i Extra costs benefitshelp to equalise living standards for people with and
without high essential living costs Restricting such benefits only to those
on low incomes O1 EQUWUOEDPI Uawi EPOUWUOWET OPYI Uws 1T OUPA
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between people with similar income but different personal
circumstances, whether they are rich or poor.

1 Paying extra costs benefits on a universal rather than meanstested basis
improves work incentives and reduces the problem of people being left
hardly better off when their earnings increase.

However t here are also reasondor maintaining a predominately means-
tested social security system:

1 Means-tested benefits target resources at those on the lowesincomes,
reducing poverty as costeffectively as possible Currently i n the UK,
safety-net benefits leave many people far below an acceptable living
standard and the least expensive most realistic way of addressing this
crisis is to increase the generosiy of means-tested benefits significantly .

1 Means-tested benefitsreduce income inequality more efficiently than
non-means-tested benefits, by increasing the incomes of the poorest
without in creasing the incomes ofhouseholds higher up the distribution.

9 The current landscape of meanstested social security in the UK has the
potential to evolve into a broad and inclusive system . Payments are
already available to many people in work and close to half of children
are in families eligible for universal credit.

Weighing up these arguments, means-tested benefits should remain the
bedrock of working -age social security in order to tackle poverty and boost
living standards . But there are distinct policy objectives that will be better
achieved if we have stronger non-means-tested social security as well.

Can consensus be built for stronger non-means-tested social
security?

We sought to answer the question: after the Covid -19 pandemic, is it
possible to build consensusfor non-means-tested social security to play a
greater role?

Prior studies suggestthat the public favours targeting resourcesto those on
low incomes, but at the same timevalues the principles of reciprocity and
universality . This supports the case for a mixed systemt of adequate means
tested benefitsto tackle poverty supplemented by strong non -means-tested
benefits which achieve a range of other objectives.

We carried outan O 0 OB 01 wE b, d Rprdsddtdtweustinieyat 1,647
British adults, and a consultation with social security experts . Theserevealed

scope for consensuson strengthening non-means-tested benefits by:

1 Improving extra costs benefits for disabled people
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1 Raising the payment levels of existing, flat-rate earnings replacement
benefits

9 Introducing a new earnings -related, time-limited unemployment
insurance schemethat prevents a sudden drop in income when people
first leave work.

Flat-rate earnings replacement benefits

Our citizens jury supported the continuing role of non -means-tested
earnings replacement benefits and the contributory principle. They wanted
to see better earnings replacement benefits.

In both the jury and the survey there washigh support for raising payments
for carers and disabled people (two groups covered by earnings replacement
benefits). Our questions did not explore in detail whether these payments
should be meanstested or not.

Most of our expert advisory group wanted to see increases to the level of
non-means-tested JSA and ESA(at least to match the 2020 uplift to universal
credit). Some members also supported proposals to increase payments
including statutory sick pay and carer s allowance. A minority in the group
disagreed and believed that means-tested universal credit should take on the
earnings replacement function of existing worki ng-age national insurance
benefits.

Earningsrelated unemployment insurance

Our citizenszjury was briefed on the difference between the UKz flat-rate
JSAand continental earnings-related unemployment schemes which
resemble the Covid-19 furlough scheme.

Subsequently the jury recommended that flat-rate JSA shouldbe replaced by
an unemployment insurance benefit that mimics the Covid -19 furlough (i.e.
paying up to 80 per cent of previous earnings for six months). The jurors
maintained their support for the policy after being told it might cost £5bn
per year which could be funded by a 1p increase in national insurance. A
number of the jurors wanted any new earnings-related unemployment
insurance to be optional rather than compulsory.

In our survey almost as many people supported a new earnings-related
unemployment pa yment asthe current model of flat -rate JSA (even though
the question explained that the reform could lead to higher national
insurance ¢ see figure 1). Of those who expressed a preference 49 per cent
supported the reform proposal and 51 per cent supported the status quo.
This indicates significant potential support for the policy , given that the idea
of earnings-related unemployment insurance was barely discussed in the
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UK before the pandemic. With political advocacy and debate, support for
this reform might well increase over time.

Most of the members of our expert group were cautiously supportive of a
new furlough -inspired unemployment benefit. Within this, a minority of the
experts wanted to see an earnings-related scheme adopted on a voluntary
basis, using auto-enrolment principles.

FIGURE 1: THE PUBLIC IS FAIRLY EVENLY DIVIDED BETWEEN
SUPPORTING A NEW EARNINGS-RELATED UNEMPLOYMENT
INSURANCE AND KEEPING TODAY'S SYSTEM

“Jobseeker’s allowance is a benefit for people who have made national insurance
coniributions and then become unemployed. It is paid at a flat rate of £74 per week for
up fo 6 months, regardless of previous earnings. The Covid-19 furlough scheme currently
pays most employees 80 per cent of their salary if they are unable to work because of
the pandemic.

Thinking about after the Covid-19 pandemic is over, which of the following would you
prefer to happen if someone becomes unemployed after they have made regular
national insurance contributions2”

Jobseeker’s allowance should continue as it is, so people who become 37
unemployed get a modest flatrate payment for up to six months and national

insurance rates stay the same.

An earnings-related benefit similar to the furlough scheme should be introduced 35
so people who become unemployed get 80 per cent of their previous earnings

for up to six months, even if national insurance rates might have to increase to

pay for this.
Neither of these 8
Don’t know 19

Extra costs benefits

A small majority of the E B U bjary fpparted the principle of extra costs
benefits being available to everyone. There was however little appetite for
increasing child benefit: more than half of the jurors wanted to maintain the
existing level of the benefit. The jury did not discuss non-means-tested extra
costs benefitsfor disabled people in detail but generally they wanted social
security to be more generous to disabled people

Our survey found majority support for extra costs benefits for disabled
people, regardless of their income. There was not the same supportfor
universal payments to parents to help with the extra costs of children (see
figure 2).

Every advisory group con tributor who expressed a view agreed that
universal social security for disabled people should be reviewed or
improved. Some of the expertsargued that child benefit plays a vital role in
entrenching support for social security and therefore benefits children on
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low incomes ¢ although they recognised there is limited public appetite for
stronger universal benefits for children at this time.

FIGURE 2: A MAJORITY FAVOUR UNIVERSAL SOCIAL SECURITY FOR
DISABLED PEOPLE BUT NOT FOR CHILDREN (EXCLUDING PEOPLE
WHO SAID ‘DON'T" KNOW’)

For each of the following, please say whether you think social security benefits should
be paid to everyone who faces these exira costs, or whether payments should only be
made depending on people’s income.

Social security benefits
should only be made
depending on people’s

income

Social security benefits
Percentage of adults should be provided to
everyone with these costs

Disabled adults with costs

linked to their extra needs 59 41
Parents of disabled children

with costs linked to their 58 42
extra needs

Parents with costs from 20 80

bringing up children

Reform proposals

In light of these findings we propose three key recommendations for
strengthening non-means-tested social security.

Extra costs benefits

We propose that the government should initiate a full review of non-
means-tested disability benefits designed to meet extra living costs . There
is evidence that these benefits are not sufficient to equalise living standards
between disabled people and non-disabled people. The administration and
assessmenfprocedures for these benefitsare also frequently criticised. A
review should examine how extra costs benefits for disabled people can be
made more adequate and operate in a fairer way.

Flat-rate earnings replacement benefits

The payment levels of existing non-means-tested earnings replacement
benefits should be increased at least for the initial period of each claim.
There are two options to consider:

1 Extend the £20 per week uplift introduced in 2020 to the key non-
means-tested earnings replacement benefits paid below the basic
level of universal credit: JSA, ESA and carers allowance.

FABIAN SOCIETY
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1 Match the value of the best earnings replacement benefits by
increasing the value of JSA, ESA, caregs allowance and statutory sick
pay to the level of maternity allowance/statutory maternity pay (or to
the new state pension).

The costs of these reforms would vary considerably by benefit. Increasing
JSAto match maternity payments would cost around £150m-£200m per year
on current caseload, and the costs of raising SSRvould be low for employers
and very low for taxpayers.

3T T WEOUU WOl wEwUDPT OPi PEEOUWPOEUI EUI wbOws$ 2
much higher because many more people receive these benefitsRaising both

these entitlements to match maternity payments or the state pensionwould

costmore than £6bn (though around half of this would be clawed -back

through reduced spending on universal credit) . The costswould be greatly

reduced if the higher paym ents were available during the initial period of a

claim only, for say one or two years.

Earningsrelated unemployment insurance

With respect to unemployment, we propose an alternative option to a higher
flat-rate payment:; an earnings-related unemployment insurance scheme.
This would deliver on a key principle of social protection, that disruption to

001 zUwl EUODPOT UwUT OUOEwWOOU0wWOI EOwWEWUUEET OOWEUEOE

Under the model we examined, people with a sufficient record of national
insurance contributions who became unemployed would be entitled to
receive 80 per cent of their previous earnings in social security payments for
up to six months. Maximum pa yments would be capped at the equivalent of
£30,000per year.

Modelling the benefits and costs ofthis proposal, we expect the number of
recipients to be 390,000 (up from a projection of 80,000 recipients under
current JSA). Including the families of beneficiaries 800,000 people would
benefit. The average unemployment insurance payment would be £250 per
week (up from £71 under the current system). The additional annual public
spending required is modelled to be £4.8bn(roughly equivalentto a 1p
increase on the main rate of employee national insurance).

Our modelling shows that the reform would be redistributive. Around

700,000 of the 800,000 beneficiaries are in the bottom half of the income
distribution. The policy does not have a significant impact on poverty as
conventionally measured (becaus it raises median incomes) But it would

lif t 430,000 people out ofpoverty using a fixed-line poverty measure

pUOOI UPOI UWEEOOI EwsEEUOOUUI zwxOY1 UUaK
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1. INTRODUCTION

Relying less on means testing

This report considers whether, and how, non-means-tested social security

for children and working -age adults could be strengthened over the next

decade.lIt proposes a significant boost to earnings replacement benefits. This

should consist of higher flat -rate benefits for people who leave work because

of sickness, disability or caring responsibilities; and better help for the first

six months of unemployment, either through a higherflat -UE U1l wNOEUI 1 Ol Uz Uw
allowance or a new earnings-related unemployment insurance scheme

modelled on the Covid -19 furlough. We also call for a full review of non-

means-tested benefits designed to meet the extra costs faced by disabled

people.

The Covid-19 crisis hastriggered a re-evaluation of social security. The

T OY1 UO @éciBidhinWpril 2020 temporarily to increase the generosity
of universal credit was an acknowledgement that the level of benefit
payments was too low, as millions began to lose their jobs or see their
incomes plummet.

In addition, the government implemented the furlough scheme in March
2020.For 18 months the state has stepped in to pay a large proportion of the
wages of millions of people , to protect incomes and enableworkers to
remain on payroll s despite being temporarily unable to wor k. Employees
have been eligible for earnings-linked payments without a ny meanstest of
their i E O bificargeldsavings. Self-employed workers have received
comparable support through the self-employ ment income support scheme
(SEISS).

Thesedevelopments have generated debate onboth the generosity of social
security, and the extent to which means testing should determine eligibility.

Our project has asked whether the experience of thelast 18 months could
lead to a better social security system. Building on previous studies of policy
and public opinion , we sought to determine whether a new consensus on
social security can emerget both broadly within society and across the
political spectrum.

To this end we consulted with social security experts; EOOY 1T Ol EwWEwWEDPUDP&T OUz w
jury in November -December 2020;conducted an in-depth nationally
representative poll in February 2021; and worked with La nhdman Economics
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to produce detailed micro -simulation modelling analysing the costs and
impacts of potential reforms .

We explore public attitudes towards the non-means-tested parts of the social

security systemo ws | EUODOT UwUI xOEEI Ol 00gwwEa Ol OUUw

payments. We ask whether there is scopeto build consensuson expanding
the role these benefits play, discuss policy options that might be politically
viable; and set out the potential impacts of reforms.

The report considers the ways in which the pandemic may have opened-up
space for a new settlementon social security, but its focus is reform in the
medium term ¢ thinking about the start of the next parliament up to 2030.
We therefore consider the social security /stem and labour market we can
expect in the mid-2020s, by assuming currentbenefit reforms underway
have been implemented in full and that unemployment has returned
towards its pre -crisis levels.

The report only considers social security for working -age adults and
children (i.e. households containing anyone up to the age of 66, rising to 67
by 2028).This is becauseit is the non-pensioner part of the social security
system for which generosity has declined and means testing has increasedn
the last few decades By contrast, the systemfor older people has broadly
speaking become more adequate in recent yearg and social security for
pensioners is dominated by non-means-tested payments in the form of the
state pension.

The report is a companion to Going with the Grain: How to IncreaseSocial
Security with Public Support , which was published in May 2021 That work
examined public views on the adequacy of meanstested social security
payments for children and working -age adults. Alongside this report we

also publish Fair to All, which presentsUT 1 wi POEDOT Uwi UOOwWOUUWEDPUDPAI

in depth.

The current landscape

Debatesabout social security often place payments into one of three
categories distinguished by how eligibility for benefits arises:

1 Means-tested. Eligibility is based on an assessment ofincome and
savings, with p ayments awarded if E wE O E Bi@dm® &hgl/tr savings
are below a certain threshold. Assessmentsare based on household not
individual financial circumstances.

1 Contribution -based. These payments areawarded if a claimant has a
sufficient record of social insurance contribution s or meets conditions
related to their employment (or sometimes the term isused narrowly to
only refer to national insurance -basedbenefits). Contributi on often
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determines eligibility for earnings replacement benefits and statutory
pay schemes, which eachprovide a non-means-tested income for
claimants not able to work . These payments are not always based on
contribution, however + EE U1 Uz U wE O O GooriEibufoty uertingE wd O O
replacement benefit.
9 Universal. Universal benefits ¢ i.e. non-means-tested, non-contributory 4
are those paid to any claimant in a given set of circumstances, regardless
of their income/savings or their contribution record. They often reflect
the higher living costs particular households face ¢ e.g.from raising
children or having a disability.

Discussing non-means-tested benefits in this report, we opt to use a

typology that relates to the purposeof the benefits, rather than their eligibility

criteria. The categories we therefore refer to going forward ares 1 EUOD O1 U w

Ul xOEET O1 OUz wEIT O1 i pUU wiHese Eougply liRelup EitnE OU U Uz wET Ol | E

perfectly.

Earnings replacement benefits are designed to provide a non-means-tested
income for people not able to work, regardless of their savings or whether
they have a partner in work. Eligibility is often based on evidence of a recent
employment relationship ¢ but this is not always the case, as we have seen
PDUI WEEUI Uz UWEOOOPEOEI

Extra costs benefits are designed to help equalise living standards between
people who face higher day-to-day costst such as disabled people and
parents raising children + and people who do not face these costs. Eligibility
for these payments tends to be universal, meaning that they are paid to any
claimant in a given set of circumstances regardless of their income, savings,
or a work/contribution record.

Earnings replacement benefits

Jobseeker’s allowance (JSA): JSA is a contribution-based unemployment
benefit to support people looking for work. The DWP refers to it as ‘new style’
JSA to distinguish it from pre-universal credit JSA which had a means-tested
and contribution-based version. It is available for up to six months for
claimants who have worked as an employee and paid national insurance
contributions in the last 2-3 years. It is not available to people who were self-
employed. Receipt is conditional on undertaking ‘reasonable steps to look for
work’ as agreed with a work coach. Claimants aged under 25 are eligible
only for a reduced payment (£59.20 per week in 2021/22). The full rate is
£74.70 per week.

Employment and support allowance (ESA): ESA is a contribution-based
benefit to support people with a health condition or disability that limits their

FABIAN SOCIETY
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ability to work. The DWP refers to it as ‘new style’ ESA to distinguish it from
pre-universal credit ESA which had a means-ested and contribution-based
version. Claimants assessed to be in the ‘work-related activity group’ (those
who cannot work now but can prepare to work in the future) are entitled to
payments for up to a year; claimants assessed to be in the ‘support group’
(wWho are not expected to work now or in the future) are entitled to payments
indefinitely. ESA is available for people who have been working in the last 2-
3 years and have made national insurance contributions through employment
or self-employment. Claimants in the support group are paid more (£114.10
for those aged over 25) than those in the work-related activity group (£74.70
for those aged over 25).

Carer’s allowance: Carer’s allowance is a payment to support people aged
over 16 caring for someone for at least 35 hours per week. The person being
cared for must themselves be in receipt of one of several specified disability
benefits. It is paid at £67.60 per week. Carer’s allowance is a non-
contribution-based, non-means-tested payment (although as it is intended for
people who cannot work significant hours because of care, people are
ineligible if they earn more than £128 per week after tax and expenses).

Statutory sick pay (SSP): Statutory sick pay is a payment made by employers
to people who are too ill to work. To be eligible, a person must be classed as
an employee and have done some work for their employer; they must earn at
least £120 per week on average; and they must have been ill for at least four
consecutive days. The maximum duration for which SSP can be paid is 28
weeks. It is paid at £96.35 per week.

Parental leave payments: There are a number of payments made by
employers or the government for when people in work take time off as they
become new parents (statutory maternity pay, maternity allowance, statutory
paternity pay, statutory shared parental pay, statutory adoption pay).
Eligibility criteria vary. Maternity allowance is based on national insurance
contributions. Each statutory pay scheme requires a connection to work and,
for employees, a minimum duration of service with an employer. The
maximum duration of payment also varies between these entitlements. We
largely do not address these payments in this report as they are more
generous than other earnings replacement benefits (statutory maternity pay
provides 90 per cent of previous weekly earnings for 6 weeks and then
£151.97 per week). However these payments serve as an important
benchmark against which to assess other entitlements.

FABIAN SOCIETY
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Extra costs benefits

Child benefit: All parents responsible for a child aged under 16 (or under 20
if the child remains in education) are eligible to receive child benefit. Reforms
intfroduced in 2013 means that the benefit is no longer strictly universal;
where at least one parent has an income above £50,000, child benefit is
withdrawn gradually through income tax. If a parent’s income reaches
£60,000, the full amount is clawed-back. The weekly rate for the first child is
£21.15. The rate for each additional child is £14.

Personal independence payment: Personal independence payment (PIP) is a
benefit paid to disabled adults to help with extra daily living costs and costs
associated with mobility needs. Eligibility is based on assessment by a health
professional, whose report informs a decision about how much PIP a claimant
should receive and for how long. There are two components of PIP — the daily
living component and the mobility component. Depending on the assessment,
claimants may receive either the standard or enhanced rates for each
component. The minimum weekly payment is £23.70 (the standard mobility
component rate only); the maximum is £152.15 (the enhanced rates of the
daily living and mobility components combined).

Disability living allowance: Disability living allowance (DLA) is a benefit to
support those looking after disabled children aged under 16. Decisions on
eligibility are normally made after parents’ or guardians’ completion of an
application form, rather than assessment by a health professional as is the
case with PIP. There are two components of DLA - the care component and
the mobility component. Different rates are paid to families depending on the
amount of support or help with mobility the child needs. As with PIP for adults
weekly payments range from £23.70 to £152.15.

Just before the pandemicnon-means-tested payments accountd for
approaching four pounds in ten spent on social security for working -age
adults and children (seefigure 3).

FIGURE 3: SPENDING ON SOCIAL SECURITY IN GREAT BRITAIN,
2019/20

Non-means-tested:
Non-means-tested:

Means-+tested earnings
extra costs
replacement
Children and working age £60bn (62%) £11bn (12%) £26bn (27%)
Pensioners £11bn (9%) £100bn (82%) £12bn (9%)
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FIGURE 4: THE CHANGING DIVIDE BETWEEN MEANS-TESTED AND
NON-MEANS-TESTED SOCIAL SECURITY FOR WORKING-AGE
ADULTS AND CHILDREN, 1978/79 TO 2019/20
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Over the long term, means testing has become more dominant Figure 4
shows that, at the end of the 1970s, spending on meandested benefits as a
proportion of all non -pensioner social security spending was far lower than
it is now.

There are a number of reasons for this shift The post-war contribution -
based social insurance system was never sufficient to alleviate poverty and a
separate meanstested systemwas always needed alongside it. Subsequent
governments expanded the role means-testing played in order to reduce
poverty and provide support for work .1 Alongside this, after 1979 the
contribution -based componentsof the system were reduced. One notable
instance was the abolition of a short-lived earnings-related supplement to
unemployment benefit during Margaret 31 EUET I Uz U ui%romh ©&ri UUT D x
the Labour government increased the value of benefits for children but
largely ignored earnings replacement benefits, allowing most of them to lose
value against wages.

After 2010reforms were again introduced to restrict access tomany non-
means-tested benefits, including ESA, disability benefits and child benefit .3
But recent spending trends have varied for different benefits. Child benefit
has declined as a proportion of total social security spending. This is because
its value was frozen in cash terms between 2016 and 202Qthe most extreme
cut to any benefit during austerity ); child benefit eligibility was also
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effectively tightened by clawing its value back in taxes from households
with someone earning over £50,000.

In contrast, the share of total social security spending accounted for by non-
means-tested benefits for disabled adults has grown. The key reason for this
is that DLA and PIP were not included in successivebenefit freezes. The
government has also consistently underestimated the extent of eligibility for
disability benefits. When PIP was introduced to replace DLA for adults it
was forecast to reduce spending by 20 per cent through changes to
assessment methodsand rates. In practice many more PIP claims were
successful than predictedt and average awards were significantly higher
than expected, causing spending to rise sharply#

This helps to explain why spending on non-means-tested benefitshas grown
as a share of overall social security sincearound 2013(see figure 4). The
other main reason is the suppression of spending on meanstested benefits
through cuts and freezesas well asimprovements in the labour market.

Despite this growth , in policy terms, the centrality of means testing has

increased since 2013 withthe advent of universal credit, which has been

gradually rolled out over this time. Universal credit integratessixs O1 T EEa z w
benefits and tax credits into a single payment and is, like thoselegacy

benefits, meanstested. Consequently a significant proportion of debate on

social security in recent years hasfocused on universal credit ¢ its design, its

rollout , its operation, and the generosity of the benefit.

In turn, non-means-tested benefits have received comparatively less

attention. 0w U wUOT 1T wl OYTI UOOI OUz UWEOTI EUwxUI 11 Ul OET wOli
credit not national insurance benefits, with t he number of contribution -

basedJSA claims falling sharply since the early 2010s The present lack of

consideration of non-means-tested social security was reflected in the fact

that the April 2020£20 uplift was restricted to universal credit and working

tax credit + with no corresponding uplift to any earnings replacement or

extra costs benefits

Universal credit itself contains a disincentive to claim non -means-tested
social security. The benefit is designed to gradually reduce in value as a
EOE D OE OU z febm ivdEk) ilcBe&sk, Ebthat when you earn an extra
pound you only lose 63p in benefit. This applies to income from statutory
pay schemes butdoes not apply to earnings replacement benefits like JSAor
maternity allowance . The result is that for every £1 a universal credit
claimant receives in JSAgxactly the same amountis withdrawn from their
universal credit payment. This is a significant disincentive for people on low
incomes to claim non-means-tested earnings replacement benefits even if
they are entitled to receive them. In 2020 the governmentsuccessfully

FABIAN SOCIETY



15

SECURITY FOR EVERYONE

defended a high court case challenging the legality of this arrangement with
respect to maternity allowance.®

The primacy of means testing is nota featureofal EEYE OE| Ewl EOOOODPI Uz w
social security systems In many European welfare statesclaimants are
entitled to more payments regardless of their income or savingst either
because they havemade sufficient social insurance contribution s or because
their circumstances automatically confer eligibility. According to the
European Commission in 2018 means-tested benefitsaccounted for 17 per
cent of total social security expenditure in the UK (including pensions),
while across the EU-27 means-tested benefits accounted for only 11 per cent.
Of particular note are the contribution -based, earningsrelated
unemployment benefits that play a large role in the systems of Germany
(where means-tested benefits make up 12 per cent oftotal expenditure) ,
Sweden (where means-tested benefits account foronly 2 per centof the
total) and other continental countries. ¢

The case for and against non-means-tested
social security

Means-tested benefits play a crucial role in achieving the aims of the social
security system. They target resources on the peoplemost in need, directly
redistribut ing income between people on higher and lower incomes. By
doing so, they reduce poverty and inequality. However, the social security
system aims to meet other objectives toq which non-meanstested benefits
are well placed to help achieve.

There are two crucial aims that non-means-tested payments typically aim to
meet. First, protecting people against loss of income caused by unforeseen
events like illness or redundancy ; and second, supporting the living
standards of those who face unavoidable extra costs, such as parents and
disabled people . Strengthening non-means-tested social security is
important if we want the system to meet these objectves. The following
arguments point in favour of an increased role for non-means-tested
benefits.

Non-meanstested benefits general

1 Expanding non-means-tested benefitswill increase the number of
people with a meaningful stake in social security, potentially
broadening support for the system as a whole. With such a large
proportion of social security spending going towards means -tested
provision, working -age beneficiaries outside oflower income groups
receive comparatively little from the system. Strengthening non-means-
tested payments can broaden the base of peoplewho see it as relevant to
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them and have an interest in ensuring the system is well-resourced and
sufficiently generous. It has been argued that, in some countiies, well -
established non-means-tested social security systems increase the
political acceptability of redistribution. 7

1 More non-means-tested entitlements are likely to reduce the stigma
around claiming and, in turn, lead to increased take-up and reduced
social division . Means-tested benefits in particular are often associated
with stigma .8 In turn, there is evidence that stigma is a direct cause of the
non-take-up of benefits by people who are entitled to them. ® Expanding
the non-means-tested parts of the systemcan bea valuable policy lever if
we want to ensure that everyone who needs support gets it.

9 There are strong practical arguments for personal benefits separately
earned by and paid to eacheligible adult . Personal benefitsare unrelated
to the main household means-tested payment, and therefore support the
financial independence and security of eachpartner in a couple, which
especially benefits women. There is also a case for several sources of
benefit income, paid at different times, in case anything goes wrong with
a single monthly benefit payment.

1 Non-means-tested benefits canredistribute incomet between people
on higher and lower incomes, and across the life of an individual. When
funded by progressive taxation, earnings replacement benefits like JSA
and extra costs benefits likechild benefit are redistributive overall; while
higher income individuals are eligible to receive them, those individuals
also pay more in tax. Similarly, non -means-tested benefits enable people
to smoothztheir incomes over their lives, by gaying in zwhen they are
able to work (or do not face extra costs)and gaking out zwhen they
cannot work (or are facing extra costs)

Earnings replacement benefits

9 Earnings replacement benefits canprevent large, sudden drops in an
DOEDY b E UE OThey grirddedpi® h better degree of protection
PBDUT OUOwWI EYPOT wOOWET xOI Ul wUT 1 PUWUEYDPOT UwbOUwU
Improved non-means-tested benefitswould ensure thatindividuals can
maintain a similar living standard in the immediate wake of shocks like
illness, redundancy or needing to care for someone

1 Benefit entitlements linked to social insurance contributions or recent
employment provide protection for people who have paid into the
system, reflecting widely held views on fairness . While most people
receive avery significant amount of support from social security across
their lifetimes, 10 the design of working -age social security currently
means that many taxpayers often feel they are entitled to little.
Strengthening the role of non-means-tested payments would help to
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establish social security assomething from which everyone knows they
can benefit, in a similar way to the NHS.

More adequate earnings replacement benefitscould improve labou r
market outcomes by enabling better job matching, helping both workers
and the economy. The low replacement rate of contribution -based
unemployment insurance in Britain encourages people to find a new job
as quickly as possiblet at the expense ofthis necessarily being the right
job for the worker or the employer. Evidence instead suggests that more
adequate non-means-tested benefits improve job matching and, in turn,
the functioning of the labour market. 11

Extra costs benefits

T

Improving extra cost s benefits will help bring us closer to equalising
living standards between people facing extra costs and people who do
not, regardless of where they are in the income distribution . The
objective of social security is not just to prevent poverty amongst people
who face extra costs fran disability and raising children (something that
good means-tested benefits can achieve). N on-means-tested benefits are
necessaryto ensures | O U b danddbdlitteOegetaddressedacross society
t for example, between a disabled personearning £30,000 and anon-
disabled person earning £30,000.

Paying extra costs benefits on a universal rather than meanstested basis
improves incentives and reduces the problem of people being left

hardly better off w hen their earnings increase . If extra costs benefits
were means-tested, they would be withdrawn as recipients entered work
and their earnings increased. This would provide a disincentive to work
for those with the extra costsfaced by disabled people and those raising
children.

Although there are good reasons to shift the balance somewhat from means
tested to non-means-tested benefits,there is also a clear casdor maintaining
the predominance of means testing in the social security system.

1 Means-tested benefits target resources at those on the lowest incomes,

reducing poverty and creating a safety-net as efficiently as possible .
This is especially important in a context in which political constraints on
social security spending are greaterthan in the past or in other countries.
With a limited pool of expenditure from which to fund different benefit
types, there is an intuitive case to prioritise spending on the lowest
income groups through means-tested benefits. There is also evidence
that doing so doesreduce poverty relatively effectively: in the UK,
where social security is more targeted on low-income households
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compared to other countries, it has been shown that the poverty-
reduction effect of spending is higher than in other OECD count ries.12

1 Means-tested benefitsdirectly reduce income inequality more
efficiently than non-meanstested benefits. The mechanism here is clear:
meanstesting increasesthe incomes of the poorest without increasing
the incomes of households higher up the distribution. At the same time,
higher-income households pay significantly more in direct taxesthan
lower -income households. Empirical studies back this up, showing that
means-tested benefitsreduce inequality (as measured by the Gini
coefficient) more than non-means-tested benefits like child benefit and
disability living allowance. 13

9 The current landscape of meanstested social security in the UK means
that a larger number of people benefit from means-tested benefits than
in the past ¥ with many recipients now in work. Social security reform
under Labour from 1997 implemented s x UOBUYIT wUOODPY,l UUEODPUO¢
expanding the base of those entitled to meanstested benefits (primarily
through the introduction of working tax credit and child tax credit). Tax
credits have subsequently been integrated into universal credit and
provide payments for people in work but on low incomes. This means
that, while they are still targeted transfers, means-tested benefits are
available to a broader group of working -age adults and children than
traditional out -of-work safety -net benefits. This also reducesthe work
disincentives associated with meanstesting.

Examining these arguments together, it is clear that social security for
children and working -age adults should comprise both means-tested and
non-means-tested benefits. The twoforms of entitle ments are geared to
achieving different aims .

Attaining a robust and sufficiently generous means -tested element of the
system should remain the central focus for reformers concerned with
reducing poverty. But there are distinct policy objectives that can be better
achieved by strengthening non-means-tested social security. Earnings
replacement and extra costs benefits have been diminished to an extent that
they are failing to meet these objectives

Adequate means-tested benefits should therefore be supplemented with an
enhanced role for non-means-tested payments.
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Non-means-tested social security — key debates

Flatrate vs. earnings-related benefits. In the UK, earnings replacement
benefits are now almost entirely ‘flatrate’, which means that payments are the
same for each claimant regardless of previous income.” In many European
countries, some income replacement benefits are ‘earnings-related’, with
benefit payments paid at a rate proportional to the claimant’s previous
income. This almost always includes unemployment insurance, which tend to
be restricted to those who have a record of contribution to a social insurance
fund. The key argument in favour of flatrate earnings replacement is that it is
cheaper and more redistributive (i.e. those on lower incomes receive

contribution-
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