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Executive Summary

There are 5.8 million people on benefits in Britain.! This year, the welfare bill will
be £81 billion.? If the people who have recently started claiming social security
and are struggling to find work do not get jobs soon, the personal and social
costs of the rise in unemployment will be catastrophic.

Financial work incentives will be crucial to whether this happens. Because of
the way that people who move from benefits into work have their support with-
drawn and face the levying of taxes, the incentives for them to work are so low
that it is often not worth them leaving welfare.

This problem has been behind much of Britain’s persistent problem with long-
term benefit claims. As people were drawn into the comparatively generous
Invalidity Benefit then Incapacity Benefit regimes in the 1980s and 1990s, the
number of people claiming welfare for reasons of ill health began to grow. For the
last ten years the number of people receiving Incapacity Benefit and its successor,
the Employment and Support Allowance, has remained remarkably stable at
around 2.5 million.3 This is alarming, given that the economy has created 1.9
million jobs in this period.*

But this problem is not confined to health benefits. Around 60% of the lone
parents claiming Income Support have been doing so for 2 years or more.®
People on Jobseeker’s Allowance are also affected: at least 54% of the claimants
making a “new” claim are actually repeat claimants.® Quite simply, as shown
by the graph below, long-term welfare claims have been Britain’s blight for

many years.

Figure A: Unemployment by duration, United Kingdom, 2000-2008’
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1 www.nomisweb.co.uk

2 This is the sum of all Depart-
ment for Work and Pensions
“benefit” spending in Great
Britain, minus spending on the
State Pension. See Department
for Work and Pensions, Benefit
Expenditure Tables

3 Department for Work and Pen-
sions, Tabulation Tool

4 In 1999 there were 29,127,000
“workforce” jobs in the economy.
By 2009 this figure had risen to
30,897,000. Source: Office for Na-
tional Statistics

5 Department for Work and Pen-
sions, Tabulation Tool

6 Carpenter H, Repeat Jobseeker’s
Allowance Spells, Department for
Work and Pensions, 2006, p 1

7 OECD
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Escaping the Poverty Trap

The recession has made this problem even worse. While pushing welfare
claimants with the poorest skills to the back of the queue for any jobs going it has
also meant that the recently unemployed will be out of work for longer. The
graphs below show how this is already happening with claimants of Jobseeker’s
Allowance and the Employment and Support Allowance.

Figure B: Claims for Jobseeker’s Allowance by length of claim,
United Kingdom, 1999-2009?

up to 6 months

1,200,000 — 6 months up to 1 year
— 1 year and up to 2 years
1,000,000 - — 2 year and up to 5 years

5 years and over

w
€ 800,000 1
]
£
® <
o -
« 600,000
o
=
o
E-
E 400,000 A
2
ZOO,OOOW—/
o
QD O O o oA N &N M o S T NN W W NN 0 0 O
oD O © © O Q@ 9 9 O 9 9 QO O O O 9O 9 © O O
o © © © © © ©6 © © © © ©6 © © © © © © © o
- & & & N § § & J & & 7 J
B 8 B 8 =8 = B KB LB =8B =8B
S © S5 © S5 © S © J O ®© S o o© S ©o S o ®©® 3 m 3 ©
@ S B S B S B S W S5 B S W S W S W S WS
Z &6 T a3 6« 2 33 8 5 T o F s I s F s
< § < g T g < F <3 (3] (3] [7] [7] [
w w w w w o o w w w
Quarter

Figure C: Number of people receiving Incapacity Benefit or the
Employment and Support Allowance, United Kingdom, 2006-2009°
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8 www.nomisweb.co.uk
9 Office for National Statistics, Quite simply, many of the people who have recently taken benefits will soon
“DWP Monthly Statistical Sum-
mary” 16th December 2009 start to feel the pinch of the poverty trap. This report analyses where it exists,
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Executive Summary

which claimants it affects most and, when the government finances are tight, how
spending in some areas of the social security budget can be cut so that incentives
to work can be raised.
Nine of the most typical claims for welfare — encompassing Jobseeker’s
Allowance, Income Support, Incapacity Benefit (the Employment and Support
Allowance), Housing Benefit, Council Tax Benefit, Child Benefit, Working Tax
Credit and Child Tax Credit — are compared to what a person would earn as they
work for between one and 40 hours at
the National Minimum Wage. In other
words, how someone’s income changes These figures show how the worth of taking a

as they start to work a normal week is  gtan into work through a part-time job —an

analysed for how the withdrawal of
benefits and levying of taxes affects the approaCh to WOFklng that mlght be best for

financial incentive to work. people who need to manage an illness or care for

However, unlike many other analyses
of the work incentives that people on @ child — is very weak
welfare face, this report also takes into
account the costs of getting a job. Using up-to-date figures on what some of the poor-
est people in Britain spend on just travelling to work and being appropriately dressed,
the analysis reveals the total financial decision that a person on welfare is likely to face.

The results are startling. After 16 hours of work, when the final entitlement to
any of the main benefits such as Jobseeker’s Allowance, Income Support and
Incapacity Benefit (the Employment and Support Allowance) expires, many
claimants will have made no financial gain. Someone over 25 on Jobseeker’s
Allowance will be £15.07 poorer, while someone in the Employment and
Support Allowance Support Group will be £39.35 worse off. Those with children
benefit most. The tax credits system leaves a lone mother with one child £28.30
better off. However, even here the gain from working for, say, ten hours per week
is only £20 — equal to a wage rate of £1 per hour.

These figures show how the worth of taking a step into work through a part-
time job — an approach to working that might be best for people who need to
manage an illness or care for a child — is very weak. Even after a full week of work
the incentive is still insignificant. Compared to an income at 40 hours of work, a
couple on Jobseeker’s Allowance will only be £29.06 better off, and someone in
the Employment and Support Allowance Work-Related Activity Group only
£30.46 richer. For each of these claimants this means an average wage per hour
of £1.28 and 60p respectively. Unsurprisingly, working for such paltry wages
does not strike many people on welfare as a good deal.

But rather than just show how the incentives to work for people on welfare are
weak, this report also reveals how egregiously high the tax rates on these people
can be. The incentives outlined above are paltry because the combination of bene-
fit withdrawal and levying of Income Tax and National Insurance contributions
produces some of the highest tax rates on anyone in Britain.

In the report these tax rates are expressed as the “participation tax rate” (how
much income someone will lose if they decide to start working) and the
“marginal effective tax rate” (how much income someone will lose if they decide
to work more after taking a job in the first place). The results using these meth-
ods are also shocking.

policyexchange.org.uk | 7



Escaping the Poverty Trap

Table A: The work incentives faced by the typical benefit claimants studied in this report

Type of welfare claim

Total out-of- Total change in Total changein  Average per hour

work income income after income after wage after 40
16 hours of work 40 hours of work hours of work
with work costs with work costs with work costs

included included included
Jobseeker's Allowance, claimant under 25 122.42 -13.07 51.00 1.28
Jobseeker's Allowance, claimant over 25 151.77 -15.07 30.36 0.76
Jobseeker's Allowance, couple over 25 191.92 -31.75 29.06 0.73
Jobseeker's Allowance, couple over 25 with one child 289.87 8.80 29.06 0.73
Jobseeker's Allowance, couple over 25 with two children 345.98 8.80 29.06 0.73
Income Support, claimant over 25 with one child 249.72 28.3 55.13 1.38
Income Support, claimant over 25 with two children 305.83 28.3 55.13 1.38
Employment and Support Allowance (work group), claimant over 25 177.27 -20.6 30.46 0.76
Employment and Support Allowance (Support Group), claimant over 25 196.02 -39.35 239 0.60

When the costs of work are taken into account a person over 25 on Jobseeker’s
Allowance will face a participation tax rate that is above 100% for most of the first
20 hours of work, and then just under 100% after that, hence the paltry £29.06
gain after 40 hours in employment. Lone mothers get a better deal, but their
participation tax rates are still mostly 75% until they have worked for 16 hours,
and their marginal tax rates often just under 100% as they consider earning a bit
more money each week.

But these are not the worst examples of high tax rates on the poor. People in
the Employment and Support Allowance Work-Related Activity Group are thought
of as being capable of work but in need of a bit more help than ordinary job seek-
ers. However, after paying the up-front costs of getting a job they face around a
700% marginal effective tax rate on the first hour of work and then, after work-
ing for 15 hours, they lose £23 for working an extra hour. This means they face a
marginal effective tax rate of over 700% twice in their working week. The partici-
pation tax rate they face is also over 100% for the first 22 hours of any work they
might choose to do.

The tax rates shown in Figures D to L below matter both in terms of the
reason that someone on welfare has for leaving work, but also for how the
social security system fits the employment patterns in Britain’s modern labour
market. While creating many jobs over the past few decades, 1.2 million of
them have been part-time posts. Many employers now ask their staff to take
flexible hours, contract work or jobs that require short bursts of shift work. But
there is little incentive for many people on welfare to try and take these oppor-
tunities.

This problem is particularly bad for the long-term unemployed. If someone has
been out of work for several years they are likely to be worried about the conse-
quences of getting a job. Surveys of people on disability benefits have found that
around a third of claimants would like part-time employment, and lone mothers

8
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Executive Summary

on Income Support tend to like the idea of doing some work so that they can
balance earning and caring.!°

Part-time work can act as a stepping-stone for many of these people to find
permanent, full-time work over time. Studies have found that lone mothers who
do work for less than 16 hours a week one year do more hours a week the next
year, and that people who do some work while on benefits are likely to leave the
system completely eight months later.!' Poor incentives to work part-time leave,
in particular, the long-term unemployed in a situation where it is not profitable
for them to take advantage of the changes in the labour market that should bene-
fit them. This means they have less freedom to gradually move away from a
benefits-dependent lifestyle.

But how can this situation be changed, not least in an environment where
public spending is under so much pressure? This report shows how, by making
£6.5 billion in savings from the social security budget, reforms can be made that
make a net gain for the exchequer, leave the unemployed poor no worse off, and
increase work incentives. The ideas for saving money include tapering tax cred-
its and Child Benefit more aggressively (a £5.8 billion saving) as outlined by
the Institute for Fiscal Studies in its own work, and clawing back the £700
million that the Government will unnecessarily splurge on uprating benefits
in the next financial year.'?

It is these savings that allow for a significant increase in the amount of money
that benefit claimants are allowed to keep when deciding to work, and particu-
larly a big financial boost to taking a part-time job. What is most striking about
the tax graphs shown below is the consistently poor incentives that exist below
16 hours of work. This could be changed by altering the withdrawal rates of the
benefits that are causing this situation, or by paying more in tax credits when a
certain number of hours have been worked. But there is a much simpler way: to
raise the earnings disregard on all means-tested benefits to £92.80 so that
anyone leaving such benefits keeps what they would earn for 16 hours on the
minimum wage. This would cost £5.1 billion, but be offset by the £6.5 billion
savings made elsewhere.

This would mean that none of Housing Benefit, Council Tax Benefit, or
income-based Jobseeker’s Allowance, Income Support and Incapacity Benefit
(Employment and Support Allowance) would be withdrawn until a claimant
had earned at least £92.80. This would provide a massive boost to the financial
reason for leaving unemployment or earning more for 2.8 million people, or
anyone who is making an income-based claim for benefits.!3

Most importantly, this should help the long-term unemployed most.
Anyone on Incapacity Benefit who has wondered for many years why taking
a job is at all worthwhile, the situation will be quite simple. When they ask
an employment adviser how much better off they will be in work, the adviser
will be able to say “By at least £92.80" rather than have to insert caveats about
how a certain number of hours worked will maximise the financial gain to
be made by the person, and how they must make sure to keep telling the
taxman about changes in their circumstances. If the Government wanted to
concentrate solely on long-term benefit claimants then it could restrict the
change to those who are currently on a claim that has lasted, say, for a year

Oor more.

10 Rowlingson K and Berthoud R,
Disability, Benefits and Employ-
ment, Department of Social Secu-
rity, research report 54, 1996; Bell
A, Finch N, La Valle I, Sainsbury R
and Skinner S, A Question of Bal-
ance: Lone Parents, Childcare and
Work, Department for Work and
Pensions, research report no 230,
2005; Rafferty A, “The Character-
istics of Lone and Coupled Moth-
ers Working Fewer than 16 hours
per week,” Department for Work
and Pensions, in-house report no
125, 2003

11 Rowlingson K and Berthoud R,
Disability, Benefits and Employ-
ment, Department of Social Secu-
rity, research report 54, 1996; Bell
A, Finch N, La Valle I, Sainsbury R
and Skinner S, A Question of Bal-
ance: Lone Parents, Childcare and
Work, Department for Work and
Pensions, research report no 230,
2005; Rafferty A, “The Character-
istics of Lone and Coupled Moth-
ers Working Fewer than 16 hours
per week,” Department for Work
and Pensions, in-house report no
125, 2003

12 Brewer M, Saez E and Shep-
hard A, Means Testing and Tax
Rates on Earnings, Institute for
Fiscal Studies, 2008, pp 51

13 Department for Work and Pen-
sions, Tabulation Tool
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Escaping the Poverty Trap

This would be a powerful change, not least for the long-term unemployed who
need to take incremental steps into work. With this change any part-time work they
do that is for less than 16 hours a week will leave them with all the money they have
earned. There will be no question over whether taking some contract work that has
come up will be a good idea or not. Quite simply, they will be able to give it a go,
earn a bit of money, and start to familiarise themselves with work again.

This should help Britain to start chipping away at its group of hardcore long-
term welfare claimants and thus spread work within some of the most depressed
areas of the country. In areas where people on welfare constitute more than a third
of the local working-age population, they need help to start increasing their levels
of employment. At the moment the welfare system does not incentivise many of
the people in these places to stick their toe in the labour pool, with disastrous
consequences for the communities affected.

The three recommendations in this report:

® Recommendation 1: claw back the 3% increase in the value of some bene-
fits in 2009-2010 by reducing expected rises in their value in the next few
years. Saving: £700 million

® Recommendation 2: taper away the Family Element of the Child Tax Credit
and Child Benefit at 39% once the Child Element of the Child Tax Credit
has been exhausted. Saving: £5.8 billion

® Recommendation 3: raise the earnings disregard for all means-tested
benefits to £92.80, or the minimum wage for adults times 16 hours. Cost:
£5.1 billion

Total projected financial gain from the three recommendations: £1.4 billion.

Tax rates faced by each of the typical claimant case studies in
the report after the costs of work have been taken into account

Figure D: Taxes on a Jobseeker’s Allowance claimant under 25
years of age
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Executive Summary

Figure E: Taxes on a Jobseeker’s Allowance claimant over 25
years of age
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Figure F: Taxes on a couple over 25 years of age making a claim
for Jobseeker’s Allowance
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Figure G: Taxes on a couple over 25 years of age with one child
making a claim for Jobseeker’s Allowance
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Escaping the Poverty Trap

Figure H: Taxes on a couple over 25 years of age with two
children making a claim for Jobseeker’s Allowance
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Figure I: Taxes on a lone parent over 25 years of age with one
child under 7 years of age making a claim for Income Support
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Figure J: Taxes on a lone parent over 25 years of age with two
children under 7 years of age making a claim for Income
Support
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Executive Summary

Figure K: Taxes on an Employment and Support Allowance
claimant in the Work-Related Activity Group
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Figure L: Taxes on an Employment and Support Allowance
claimant in the Support Group
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After increasing the disregard to £92.80, the tax rates faced by someone over 25
years of age on a typical Jobseeker’s Allowance claim would change to the ones
shown by Figures M and N. Over the first 20 hours of work the participation tax rate
before work costs would fall to a maximum of 20%, while after works costs it would
fall much more quickly to under 50%. After 16 hours of work this would leave the

claimant £92.80 better off before work costs, and £69.20 better off after it.

Figure M: Taxes on the first 20 hours of work faced by a
Jobseeker’s Allowance claimant over 25 years of age, before
work costs and with a £92.80 disregard
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Escaping the Poverty Trap

Figure N: Taxes on the first 20 hours of work faced by a
Jobseeker’s Allowance claimant over 25 years of age, after
work costs and with a £92.80 disregard
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Introduction

There are now 5.8 million people on welfare in Britain.'* In 2009-2010, the bill
for spending on benefits will be £81 billion.!* If many of the people who have
recently started claiming benefits do not find jobs soon, the personal and social
costs of the recent rise in unemployment will be catastrophic.

But a lack of jobs is not the only reason why these people might not find
employment. Because of the way that people who move from benefits into work
have their financial support withdrawn and are then taxed for their efforts, the
financial incentives for them to be employed are so low that it is often not worth
them leaving welfare. This report analyses how the social security system affects
the financial value of trying to get a job.

The analysis is based on simple projections of what people on the most typical
benefit incomes would get were they to start working on the National Minimum
Wage. The package of recommendations shows how the social security bill could
be reduced in order to meet the demands of the coming fiscal squeeze and,
through putting money into improving the financial gains from working for
people on benefits, how the government can encourage welfare claimants to take
any work that comes their way.

14 www.nomisweb.co.uk

15 This is the sum of all Depart-

ment for Work and Pensions
“benefit” spending in Great
Britain, minus spending on the

State Pension. See Department

for Work and Pensions, Benefit

Expenditure Tables
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16 In 1997 the party wrote in its
manifesto that it was “...deter-
mined not to continue down the
road of a permanent have-not
class, unemployed and disaf-
fected from society...Labour’s
welfare-to-work programme will
attack unemployment and break
the spiral of escalating spending
on social security.” See the full
text of Labour’s 1997 manifesto at
http://www.bbc.co.uk/election97
/background/parties/manlab/4la
bmanecon.html

17 Brewer M and Browne J, “The
Effect of the Working Families’ Tax
Credit on Labour Market Partici-
pation,” Institute for Fiscal Stud-
ies, briefing note no 69, 2006
found in a review of a handful of
studies that had looked at the in-
troduction of Working Families’
Tax Credit (WFTC) in 1999 (it re-
placed Family Credit) that
“..there is broad agreement that
WFTC increased the proportion of
lone mothers who were in work,
the proportion that worked at
least 16 hours and the proportion
who worked more than 30
hours.”See pp 10

18 This is the sum of the “income
tax credits” and “tax credit” lines
(£6.5 billion plus £22.8 billion re-
spectively) in HM Treasury, Secur-
ing the Recovery: Growth and
Opportunity, Pre-Budget Report
December 2009, HM Treasury,
2009. Brewer M and Browne J,
“The Effect of the Working Fami-
lies’ Tax Credit on Labour Market
Participation,” Institute for Fiscal
Studies, briefing note no 69, 2006
find that expenditure on employ-
ment tax credits increased from
£2.68 billion to £4.81 billion be-
tween 1998-99 and 2000-01. The
Working Families’ Tax Credit,
which replaced and was more
generous than the Family Credit,
was introduced in 1999

19 “The life span of a tax credit
claim includes many potential haz-
ards that can lead to an incorrect
award. From completion of the ini-
tial and renewal claim forms,
through changes in circumstances
to disputing decisions and dealing
with overpayments, a degree of
tactical expertise is required of the
claimant...[w]hen things go wrong,
the consequences can be drastic
and can result in a substantial re-
duction in the amount of tax cred-
its claimants receive.” Citizens’
Advice Bureau, Tax Credit Take-Up
Resource Pack, Citizens’ Advice Bu-
reau, 2006

The State of Welfare in
Britain Today

As it comes to the end of its third term in power, the Government has had well
over a decade to reform Britain’s social security system. Back in 1997, Tony Blair
promised that “...[b]y the end of a 5-year term of a Labour government, I vow
that we will have reduced the proportion we spend on the welfare bills of social
failure...This is my covenant with the British people. Judge me upon it. The buck
stops with me.”!'¢ The Government clearly saw unemployment, its social effects
and the amount of money being spent on benefits for the unemployed as areas
worthy of serious attention. Has it yet managed to change anything?

The Government has attempted reforms to the way that the unemployed both
receive money and are helped to find work. To make work more financially attrac-
tive for people who are on low pay or are considering a job that does not pay very
much, it introduced the minimum wage in 1999 and created tax credits. Tax cred-
its have taken a few different forms since they were first introduced, also back in
1999, but the essential idea is that by working for a certain number of hours
someone who is on a low wage will receive a total income that makes relying on
benefits instead look unattractive.

There is much debate over whether tax credits have worked. Several studies cite
improvements in the rate with which the low paid have taken work and then
stayed in it rather than falling back on to benefits.!” But tax credits now cost £29.3
billion per year and their design means claimants can find them very difficult to
navigate.'® Their complexity can make the answer to the most important question
for someone on benefits or in a low-paid job, “How much money will I receive
if T work more, or if I work more than I currently am?” very difficult to answer
without professional help.!® See Box 1 for a discussion of the logic behind the
introduction of tax credits.

To help the unemployed with the search for a job and development of the skills
that employers want, the Government introduced the New Deal in 1998. It
constituted seven schemes, each one for a different type of benefit claimant.?° In
October 2009 these schemes were rolled into one programme, the Flexible New
Deal, which uses private organisations (whether companies or charities), rather
than the Jobcentre Plus network to help everyone who has been unemployed and
on benefits for twelve months or more to get a job.

By promising to use a “black box” method in the way that it uses private organ-
isations to provide help to the unemployed under the Flexible New Deal, i.e. to
simply pay them a fee for each person that they help into a job, but not to stipulate
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how that process happens, the Government has shown an admirable focus on the
thing that matters most: helping people who can and want to work to get work.

Despite these changes, the Government’s most significant achievement has
been the drop in the claimant count (the number of people receiving the main
unemployment benefit, which is currently Jobseeker’s Allowance) to 785,000 in
November 2007, one of its lowest levels ever.! This drop was significant for what
it suggested: that Britain really could reduce its population of people on benefits
and move many of the claimants who had been out of work for years into jobs.

Unfortunately, this is about as far as the evidence goes for real improvement.
Despite the investment of so much political capital, there is little sense in which
Labour has managed to change things in a manner which really has, in its words,
meant “...work for those who can, security for those who cannot.”??

To change this situation there are two things that need to happen. One, every-
one who loses a job, asks the state for financial assistance and needs help to get
back into work as quickly as possible should get that help as quickly as possible.
For most people, time is of the essence when they lose a job — it gets harder to
find new ones as time goes by and the consequent bill met by the exchequer
grows much bigger. The Government used the strong labour market that existed
between the mid-1990s and 2007 as a proxy for achieving this aim. Judging by
the record low claimant count figure in 2007, it worked to an extent.

Two, claimants who have been unemployed for a long time and need help to
familiarise themselves with work and the process of getting a job should get the
practical assistance they need. If they get some work, and then maybe a permanent
job and a career, they can start to live a life independent of state support. Many of the
benefit claimants who have been out of work for years lost their jobs in past reces-
sions and remained unemployed regardless of better economic circumstances.??

The financial incentives that benefit claimants get for gaining employment are
central to achieving both of these aims. When there is a small difference between
what someone receives on benefits compared to what they will get when working,
it is implausible that they will have good reason to work for, say, 30 hours per week.

Unemployment benefits cut the depth of hardship into which claimants fall,
but they also make the financial boost from being in work rather than out of it
smaller. The government can provide lots of help through employment services,
but if claimants do not want to work then getting them into work is a lot harder.
This is not to say that the people affected are lazy. Small amounts of financial gain
for working long hours would strike most people as an unreasonable deal.

Tax credits and the minimum wage were Labour’s answer to this problem.
Unfortunately, they have not made as much of a difference as they might have done.
Before the Employment and Support Allowance was introduced in October 2008, there
were nearly 2.4 million people claiming Incapacity Benefit (which is given to people
who have been assessed as having a health impediment on their ability to work), a figure
that has hardly changed since 1997.2 This is a problem because many of the people on
the benefit are thought to be capable of work (nobody knows how many) and 89% of
the claimants who think of themselves as capable of work want to have a job.?®

There are also lots of people who have been claiming Jobseeker’s Allowance
(which is given to people who are fully capable of work and are searching for it)
for a long time. It is one of the government’s biggest claims that “...over half of new
Jobseeker’s Allowance claimants leave benefits within three months of claiming and

20 The seven schemes were the
New Deal for Young People (for
claimants aged between 18 and
24 years), New Deal 25+ (for
claimants over 25 years of age),
New Deal for Lone Parents, New
Deal for Disabled People, New
Deal 50+ (for claimants over 50
years of age), New Deal for Part-
ners (for people who had a part-
ner claiming benefit for them on
their behalf), and New Deal for
Musicians (for musicians who
needed help getting a job in the
music industry). For more detail
see Brewer M, Welfare Reform in
the UK: 1997-2007, Institute for
Fiscal Studies, 2007

21 The highest level according to
this count was 3,407,729 in Janu-
ary 1986. Every one of the 100
lowest counts occurred after
2000. Data quoted for the United
Kingdom from
www.nomisweb.co.uk

22 Department of Social Security,
New Ambitions for Our Country: A
New Contract for Welfare, The
Stationery Office, 1998. Quoted
by www.cpag.org.uk

23 As of May 2009 there were
around 1.2 million people on In-
capacity Benefit who had been re-
ceiving the benefit for five years
or more. See Department for
Work and Pensions, Tabulation
Tool

24 In November 2008 there were
2,343,250 people claiming Inca-
pacity Benefit. In August 1999
there were 2,355,240 people
claiming the benefit. Many peo-
ple on Incapacity Benefit or the
new Employment and Support Al-
lowance also claim other support.
In February 2009 there were
717,720 people in the United
Kingdom solely claiming either
benefit. See www.nomisweb.co.uk
for details

25 89% of Incapacity Benefit
claimants in a recent survey who
did not consider themselves to be
permanently off work due to sick-
ness or disability agree with the
statement that “[h]aving a job is
very important to me,” Kemp PA
and Davidson J, Routes onto Inca-
pacity Benefit: Findings from a
follow-up Survey of Recent
Claimants, no 516, Department
for Work and Pensions, 2008
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26 Department for Work and Pen-
sions, Raising Expectations and
Increasing Support: Reforming
Welfare for the Future, Depart-
ment for Work and Pensions,
2008, pp 9

27 Carpenter H, Repeat Jobseeker’s
Allowance Spells, Department for
Work and Pensions, 2006, pp 1

28 OECD
29 www.nomisweb.co.uk

30 This data includes people
claiming Carer’s Allowance, Dis-
ability Living Allowance, Incapac-
ity Benefit, Employment and
Support Allowance, Income Sup-
port, Jobseeker’s Allowance, Se-
vere Disablement Allowance, and
Widow’s Benefit. See

www.nomisweb.co.uk for details

around three-quarters within six months.”?¢ The problem is, “leaving” does not
necessarily mean “leaving for a long-term job”. The majority of “new” Jobseeker’s
Allowance claimants are actually repeat claimants.?” Figure 1 shows how serious

a problem long-term benefit claims are in Britain.

Figure 1: Unemployment by duration, United Kingdom, 2000-
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The failure of many of the people who have been claiming benefits to find work
during the recent period of strong economic growth is what makes helping them do
so more difficult now that the need to get people back to work quickly has re-
emerged as a serious priority. In December 2009 there were just under 1.6 million
people claiming Jobseeker’s Allowance — one of the highest levels since November
1989, when a similar number were on the main unemployment benefit.? Even
though there were falls in the number of people on benefits during the middle of the
last decade, over the whole decade the count hardly changed. See Figure 2 for details.

Figure 2: Total number of people claiming out-of-work benefits,
United Kingdom, 1999-20093°
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This failure has cost billions. Table 1 shows how spending on social security
dwarfs all other areas of government activity when state pension spending is
taken into account, and even exceeds spending on key areas when the state

pension is ignored, as shown by Table 1.

Area of government

Table 1: Spending by area of government, 2009/2010 (£, billions)3!

Health
Education

Defence

Debt interest

Transport

Social protection

The benefits bill (DWP social security spending after excluding the cost of the State Pension)
Public order and safety

Personal social services

Housing and environment

Industry, agriculture, employment and training

189
119

88
81
38
35
31
29
28
23
20

The following two figures show how this spending is distributed across the

benefit system and how such spending has evolved over time.
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Figure 3: Spending on social security (everything excluding the
state pension), United Kingdom, 1949-2009 (2009/10 prices)3?
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Figure 4: Spending by type of benefit, United Kingdom,
1992/93-2010/11 (2009/2010 prices)3

Income Support, income based Jobseekers Allowance ,Minimum Income
Guarantee, Pension Credit

— Housing Benefit

Sickness, Invalidity and Incapacity Benefits/Employment and Support Allowance

— Contribution-based Unemployment Benefit and contribution-based

Jobseekers Allowance

_‘//_—

0 -

1992/93
1993/94
1994/95
1995/96
1996/97
1997/98
1998/99
1999/00
2000/01
2001/02
2002/03
2003/04
2004/05
2005/06
2006/07
2007/08
2008/09
2009/10
2010/11

Year

31 HM Treasury, Budget 2009 -
Building Britain’s Future, The Sta-
tionery Office, 2009, pp 12; De-
partment for Work and Pensions,
Benefit Expenditure Tables

32 Department for Work and Pen-
sions, Benefit Expenditure Tables

33 Department for Work and Pen-
sions, Benefit Expenditure Tables
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Box 1: The logic behind tax credits
Saunders P, Reforming the UK Family Tax and Benefits System, Policy Exchange, 2009

[In the early 2000s] Britain’s record on child poverty...compared poorly with most other
EU countries. In France, child poverty was 7%; in Germany, 13%. The Scandinavian na-
tions averaged only around 3%. Although the UK was not out of line with other ‘Anglo’
countries (the US figure in 2000 was 21.6%), it was around the bottom of the EU poverty
league tables, and New Labour wanted to do something about it.3* In March 1999, Tony
Blair announced his target of halving child poverty by 2010, and eradicating it by 2020.

Tax credits were to be the main vehicle for achieving this, and they would do it in
two ways. First, the child tax credit would boost family incomes directly, and because
it was means tested, it would have most of its impact on those with the lowest
incomes. Secondly, the working tax credit would increase the participation of low
income parents (particularly sole parents) in paid work.

It was known that the main cause of poverty is joblessness — in 1999, half of all the
children living in “poor” households in the UK were in families where nobody
worked.3 Poverty in non-employed sole parent households was particularly high,
although unemployed couples with children ran a high risk of poverty. The OECD esti-
mated that if Britain could reduce the number of jobless households to Swedish levels
(Sweden was the third-best OECD performer), we would shave more than 3 percent-
age points off our poverty rate.

Here, then, was the logic behind introducing a tax credit linked to employment (the
Working Families Tax Credit), and later the Working Tax Credit. The hope was that this
would encourage more people to take up jobs and reduce poverty by raising earned

incomes as well as benefits in the poorest families
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Despite the size of the welfare bill, the most tragic aspect of the failure to reduce
unemployment is the extent to which the unemployed suffer from being out of
work. Having a job can give a person social status, a predictable structure around
which to organise their life and an environment in which to develop skills. The
millions of people who have spent a long time out of work have not just earned
less money, but have also lost the chance to construct an independent existence
and develop a better future. Employed people exist in an environment full of
expectations that gives them access to information about the skills they need, the
norms of work, and how they might progress to better pay and conditions.

These aspects of employment are captured in the psychology of work literature.
In 1938, two sociologists, Philip Eisenberg and Paul Lazarsfeld, found that during
the Great Depression in the United States the longer the period of unemployment,
the more “...the individual’s prestige is lost in his own eye, and as he imagines,
in the eye of his fellow man. He develops feelings of inferiority, loses self-confi-
dence, and in general, loses morale.”3¢ These effects of recession are being
repeated right now.

There are two prominent theories in this body of work: those of Marie Jahoda
and Peter Warr. Both look at what employees get as a whole from having a job, i.e.
what the routine and expectations of employment do for them, and how work-
ers accrue status and support.

Jahoda claims that jobs provide several hidden benefits: a day-to-day time
structure; regular contact with peers; interaction with other people who hold
similar goals; feelings of status and identity; and forced activity.’’ To her, the
importance of these elements to mental health means that any job is better than
none.

Welfare recipients do not get any such benefits. Many are not party to any time
structure that demands particular activities every day, so they lose touch with the
need to organise themselves. Often, contact with peers means time spent with
other claimants, so social interaction does not involve transfers of information
that help in the management of a working lifestyle. Being on benefits carries
stigma, too.38

Warr viewed the benefits of employment as “vitamins” that work in similar
ways to the physical nutrients that help the body. Without them, people suffer. To
him, being employed meant exposure to nine positive things: opportunity for
control; time to use skills; experience of goals set by others; clarity in day-to-day

36 Eis