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The first Conservative Conference of a new parliament begins. It comes on the back of
a surprisingly emphatic election win, but with rumblings beginning about the
Chancellor’s plan to take £1,000 away from millions of low-income households in just six
months’ time.

At that conference it is George Osborne, not Rishi Sunak, that gets up to deliver the
Chancellor’'s speech. Because it is now five years almost to the day since the Evening
Standard’s Editor-in-Chief was defending plans to cut tax credits by over £1,000 a year
on average. And it was George Osborne that was forced into a rapid U-turn one month
after the conference, scrapping the cuts in his November 2015 Autumn Statement as
Conservative MP after Conservative MP realised that legislating for a huge income hit
to their poorest constituents wasn't the best politics or economics.

Five years on Rishi Sunak now finds himself in exactly the same position, heading
(virtually) to his conference with plans to reduce the headline generosity of benefits by
£1,040 for millions of households in April 2021. The similarities are overwhelming, even if
the economic and political context has been transformed. And just like George
Osborne, the current Chancellor is all but certain to find himself U-turning in the
months ahead. This note explains why.

Sunak’s planned cut to benefits is much bigger than Osborne’s in 2015

Back in 2015, 3.3 million working families were on track to lose an average of over £1,000 a
year from the following April. As Figure 1 shows, today, the income of roughly twice as many
families is at risk, with 6 million households (containing 12 million adults and 6 million
children) set to have theirincome reduced by £20 a week from April 2021. This is principally
because this time the cut will affect all recipients of Universal Credit or tax credits, whether
they are working or not. Today's planned cut, at around £8 billion, is therefore over twice as
big as the £3.4 billion George Osborne intended (£3.7 billion in 2021-22 money).


https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/479749/52229_Blue_Book_PU1865_Web_Accessible.pdf#page=119
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Figure1 The scale of the policy-induced income loss in 2021-22 would be over twice

as large as the 2016-17 loss that George Osborne planned and then cancelled
Scale of potential impacts from specific benefit cuts in 2016-17 (tax credit taper rate
and income threshold changes) and 2021-22 (tax credit and Universal Credit
reduction)
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Notes: Numbers refer to benefit units affected. 2021-22 numbers include only those set to lose over £1,000. 2016-17
losses are adjusted to forecast 2021-22 prices using the GDP deflator. 2016-17 number of families taken from Child
and Working Tax Credit Statistics April 2015 (updated).

Source: HMT; HMRC; RF analysis of DWP, Family Resources Survey, using the IPPR tax-benefit model.

Of course, the circumstances of the 2015 debate were quite different, and there were other
welfare cuts announced then too (including some that are still in the process of being rolled-
out). But these specific sets of policies are notably similar in proposing a straightforward,

highly visible cut to existing benefits claimants’ incomes between March and April (whether
that's 2016 or 2021).

The living standards hit to low- and middle-income Britain would be huge...

The cut to benefit levels planned for next April stems from the ending of the time limited
increase to the basic rate of Universal Credit (and the tax credit equivalent) announced by
the Chancellor on 20th March as part of his pandemic response package. The £20 a week
boost reflected the reality that the level of benefits were not adequate to protect the swiftly
increasing number of households relying on them as the crisis hit. Exactly because that
increase was a very significant and welcome move to bolster low- and middle-income
families living standards, its removal will be a huge loss. Pressing ahead would see the level
of unemployment support fall to its lowest real-terms level since 1990-91, and its lowest ever
relative to average earnings. Indeed, the basic level of out-of-work support prior to the March

boost was — at £73 a week (£3,800 a year) — less than half the absolute poverty line (see
Figure 2).


https://www.gov.uk/government/statistics/personal-tax-credits-provisional-statistics-2013-to-2009
https://www.gov.uk/government/statistics/personal-tax-credits-provisional-statistics-2013-to-2009
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If the planned cut in April proceeds, the rate of basic unemployment
benefit will fall to the lowest level in real-terms since 1992

Value of the main rate of unemployment-related benefit over time for a single adult,
with projections
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Notes: National Living Wage forecast is based on OBR, Economic and Fiscal Outlook, March 2020, adjusted in line
with average earnings changes from OBR, Fiscal Sustainability Report, July 2020.
Source: RF analysis of IFS Fiscal Facts; ONS; Bank of England; and OBR.

Returning to such levels in April would mean the average annual income of the bottom half
of the population would be cut by £600 (with this average calculated including pensioners
and others who would be unaffected), while the bottom fifth would lose an almost
unimaginable 7 per cent of their disposable incomes (see Figure 3).

Figure 3

The cut in benefits next year would see the poorest households lose 7 per
cent of their income

Impact on average household income by vingtile, of not retaining Universal Credit &
tax credit boost in 2021-22
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Notes: We exclude the bottom 5 per cent, due to concerns about the reliability and volatility of data for this group .
Source: RF analysis of DWP, Family Resources Survey, using the IPPR tax-benefit model.
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...and would disproportionately hit those living in the ‘Red Wall’

George Osborne's attempted benefit cuts were so complicated you needed a spreadsheet to
work out how much different families would lose. This time the losses for the vast majority of
families will be very obvious indeed — with a flat rate reduction of £1,000 a year in the
incomes of most people receiving Universal Credit or tax credits (a further half a million or so
would lose less than £1,000 a year). This fact also means it is very clear where the
geographical hit will be greatest — Northern Ireland plus the ‘Red Wall' regions across the
North of England, West Midlands and Wales (see Figure 4). Indeed, you are 50 per cent more
likely to lose out in the Red Wall regions than in the South East (on average Red Wall regions
will see one in three non-pensioner households losing out compared to one in five in the
South East).

Figure 4 In Northern Ireland and ‘Red Wall' regions, a third of non-pensioner

households will lose over £1,000 if the benefit boost is discontinued
Proportion of non-pensioner households set to lose over £1,000 in benefits: 2021-22
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Notes: Losses are relative to a counterfactual of the benefit boost being maintained.
Source: RF analysis of DWP, Family Resources Survey, using the IPPR tax-benefit model.

At the constituency level we can also see that in several Red Wall seats that the
Conservatives won with small majorities in the last election, almost half of households look
set to be affected (see Table 1). Overall, half a million working-age households in Red Wall
seats will lose out (and indeed these contemporary figures may be underestimates of
claimant numbers for 2021).
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Table 1 One in three working-age households in Conservative Red Wall seats will

lose out from the planned benefit cut
Proportion of working-age households in Conservative ‘Red Wall’ constituencies

claiming Universal Credit or Working Tax Credits in April/May 2020

Affected Affected

Constituency % i Constituency % i

Blackpool South 62% 14,000  North West Durham 31% 8,300
Great Grimshy 44% 12,600  Crewe and Nantwich 3% 10,200
Birmingham, Narthfield 44% 13,800  Leigh 30% 11,200
West Bromwich West 44% 12,500  Lincoln 30% 11,600
Bolton North East 43% 12,700  Bishop Auckland 30% 9,500
Wolverhampton Morth East 43% 12,600  Blyth Valley 29% 8400
Vale of Clwyd 4% 8000  Ynys Mon 29% 6,000
Heywood and Middleton MN% 13200  Ashfield 29% 10,200
Cudley North N% 10,100  Wakefield 29% 9,800
West Bromwich East 40% 11,500 Clwyd South 29% 6,900
Burnley A40% 12,600 Bassetlaw 29% 9,900
Hyndburn 39% 11,800  Stockton South 28% 9,000
Stoke-on-Trent Narth 38% 11,800  Derby North 28% 9,800
Redcar 38% 10,000  Bridgend 28% 7,600
Dewsbury 37% 11,800  Keighley 27% 8400
Scunthorpe 37% 10,300 Bolsover 27% 8700
Stoke-on-Trent Central J6% 10,200  Workington 26% 7,100
Wolverhampton South West  36% 10,000 Newcastle-under-Lyme 26% 7,200
Darlington 35% 10,700  RotherValley 25% 8,100
Bury South 35% 10,200 Warrington South 25% 8400
Sedgefield 34% 8700 Other Conservative seats 24% 2.4m
Wrexham 34% 7,100  Colne Valley 23% 9,500
Celyn 33% 6200  Gedling 23% 7600
'Red Wall' Conservative seats 33% 0.5m  Barrow and Furness 22% 6,700
Con Valley 32% 9,800 High Peak 20% 6400
Bury North 3% 9,300  Penistone and Stockshridge 20% 5,700

Notes: Household Annual Population Survey data used as denominator. Numerator includes May data for UC, 2018-
19 constituency data for WTC, scaled to April 2020 UK WTC data. Numbers rounded to nearest hundred.

Source: DWP, Stat Xplore; ONS, Nomis.

It is also worth remembering that, largely by accident, the same regions that are the biggest
losers from this benefit cut are also the ones where households do worst out of the shift to

Universal Credit from legacy benefits — a shift that this crisis is accelerating. Across the

North, the Midlands, and Wales, 46 per cent of eventual Universal Credit claimants will be
worse off on Universal Credit compared to previous legacy benefits. This compares to 36 per
cent of claimants losing out across the East, the South East and London. Specific examples
help to show the scale of the impact. A young single parent working 18 hours per week in a
seat won by the Conservatives in the Red Wall is likely to be £280 per year worse off under
Universal Credit compared to legacy benefits, compared to £170 worse off in other
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Conservative areas and £180 worse off in Labour seats. A dual-earning, working couple with
children is likely to be £530 better off under Universal Credit in a Conservative held Red Wall
seat, whereas a similar family is set to be £2,760 better off in other Conservative seats.

Maintaining the £20 per week increase would offsets the losses that come with the
transition to Universal Credit. In contrast to the figures above, moving to Universal Credit
with the £20 per week increase means only 32 per cent of claimants in the North, the
Midlands, and Wales would be worse off (and only 25 per cent in the South and East)
compared to the legacy benefits system without the additional £20 per week. Taken together
it is hard to believe that the financial impact of next April's cut and the roll out of Universal
Credit is what levelling up was expected to feel like.

The longer-term economic context makes benefit cuts unwise...

The incomes of the poorest households were growing at a decent pace back in 2015, with
rising employment (particularly amongst lower income households) giving George Osborne
false hope that the income hit from major benefit cuts could be absorbed. But the years
since then have been characterised by significant income falls for the lowest income
households, not least as less visible welfare cuts announced by that same George Osborne
have been rolled out. The result is that incomes for the poorest households (at the tenth
percentile of the distribution) were 5 per cent lower in 2018-19 than in 2016-17, and no higher
in 2018-19 than in 2001-02 (see Figure 5).

Figure 5 Even before the pandemic, the incomes for the poorest working-age
households were no higher in 2018-19 than 2001-02
Real (CPl-adjusted) change in non-pensioner equivalised disposable household
income, after housing costs, relative to 2004-05
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Notes: p10, for example, refers to a person with a household income higher than only 10 per cent of the non-
pensioner population.
Source: RF analysis of DWP, Households Below Average Income.
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..While the immediate context makes them unimaginable

Two decades of income stagnation for low income Britain is not the kind of backdrop into
which government should choose to deliver another huge hit to their living standards. But if
stagnant incomes for lower income Britain are the longer-term context, the immediate one is
fast-rising unemployment. Between George Osborne announcing his benefit cut in July 2015
and its planned implementation in April 2016, the employment rate rose from 73.6 to 74.4 per
cent. That is not what will be happening this year, where the unemployment rate is expected
to almost double (according to the Bank of England) or triple (according to the Office for
Budget Responsibility) from the rate when the policy was announced (3.9 per cent in March
2020) (see Figure 6).

Figure 6 The Bank of England forecasts an unemployment rate of over 7 per cent in

April 2021
16 years-plus unemployment rate: data and forecasts
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Source: ONS; Bank of England; Office for Budget Responsibility.

This increase in unemployment will result in a big impact on incomes due to the relatively
low replacement rates of Universal Credit. For example, the median single worker without
children who was furloughed under the Job Retention Scheme during the crisis would have
had an income replacement rate of 83 per cent. If they now become unemployed that
replacement rate falls to 30 per cent. And with next April's cut to Universal Credit that falls
even further to 23 per cent — so losing their job would mean losing over three-quarters of
theirincome.

The case for a temporary benefit boost was the belief that this crisis would live up to the
hopes of those expecting a V-shaped recovery. But with social distancing restrictions and
the virus caseload now ramping up rather than down, it is clear that by April we will still be
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very much in the midst of this economic crisis. It is certain that unemployment will be high,
and it is perfectly possible that it will still be rising. Why a government would cut
unemployment benefits by over 20 per cent (and by 25 per cent for under 25s) at exactly that
moment is hard to fathom.

This is bad macroeconomics

Even those who do not agree that benefit levels need to remain at the current higher level to
protect individual households living standards, should recognise that going ahead with
cutting them next April is terrible macroeconomics. No macro-economist thinks it is a good
idea to take £8 billion out of the economy at a time when, if anything, fiscal policy is already
set to be pulling back prematurely from its key role in supporting demand (remember, unlike
previous crisis the Bank of England cannot offset the macro impacts of fiscal policy choices
by cutting rates). Doing so by reducing the incomes of our lowest income households is
particularly bad macroeconomics, given it is exactly these households who spend more of
their marginal pound.

For these reasons, even those not accepting the broader arguments laid out here will
recognise that at a bare minimum the Chancellor needs to delay the reduction in benefit
levels at least until 2022, when it is conceivable (although very far from certain) that the fiscal
consolidation could begin. Just as everyone agrees now is not the time for tax rises, it is
certainly not the time for benefit cuts.

A final history lesson: the Prime Minister will be for turning

The case for a U-turn by today’s Chancellor are much stronger than those that applied to his
predecessor five years ago. But there are factors that contributed to George Osborne's U-
turn that do not apply today. The nature of the cut then required a full vote in the House of
Commons to implement, something that is not the case today. The government also has a
much larger majority today than it enjoyed in 2015.

Moreover, five years ago the Chancellor was helped out by a £27 billion windfall from the
Office for Budget Responsibility that meant he could scrap the benefit cuts in his Autumn
Statement without needing other spending cuts or tax rises. Today permanently higher
benefit levels, which a U-turn would amount to, would almost certainly mean higher taxes in
the medium term as it increases the scale of the post-crisis consolidation required.

But despite these differences it is hard to see the Chancellor proceeding with this benefit
cut as currently planned. Unlike in 2015, cutting spending is not a defining purpose of this
government — which has trumpeted the “end of austerity”. And unlike 2015, the Prime
Minister is now Boris Johnson. That's the same Boris Johnson who back then led the
backlash against George Osborne's cuts, arguing that the then Chancellor would need to
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“make sure that hard-working people on low incomes are protected”. That argument was
right then, and it is all the more right now.

So the economics and the politics mean Rishi Sunak should, and probably will, follow in the
U-turning footsteps of his predecessor George Osborne. History, it turns out, likes to repeat
itself.


https://www.bbc.co.uk/news/uk-politics-34573602
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