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‘DYNAMIC BENEFITS’: A RESPONSE FROM NPI 

INTRODUCTION 

Dynamic Benefits: towards welfare that works was published by the Centre for Social Justice in 

September 2009.  That it is the result of a serious investigation into a subject of great importance is 

clear from even a cursory reading.  At first sight too, the ideas on which its based – that the benefit 

system needs to be simpler and fairer in order to reduce dependency and support positive 

behaviour – are hard to disagree with.  So should the report’s proposals be supported, either as a 

whole or in part?  And what are the reservations? 

This note represents a response to the report which emerged from a workshop held by the New 

Policy Institute in February 2010, involving people from organisations with now long experience 

of how the current benefit system works.  Its purpose is to stimulate a discussion around the report.  

What is written here is our interpretation of what emerged: none of the views expressed here 

therefore should be attributed to anyone else. 

In what follows, the note is divided into sections each containing one or blocks of questions and 

the response to it.  The questions themselves and the pre-amble to them are drawn from a note 

circulated in advance of the workshop to help stimulate thinking. 

KEY POINTS 

● By taking a binary view of the system in terms of just the state and the recipient, the report 

overlooks the ways that other players will react to, and exploit, the system.  At least some of the 

present complexity is there to try to prevent this happening. 

● The replacement of the diverse array of means-tested benefits by just two credits certainly 

simplifies the present arrangements.  By contrast, the incorporation of both needs-based (e.g. 

DLA) and contributed-based benefits (e.g. JSA-C) into the same system does not.  The effective 

abolition of these latter two kinds of benefits also raises issues of both principle and politics. 

● The level at which benefits are set is an intensely political decision – and a final view on the 

proposals cannot be made without knowing what those levels are.  Trying to implement a 

system with a cost of several billion attached to it at a time of cuts invites haphazard, piecemeal 

adoption only – and a lower level of benefits too. 
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AN OVERVIEW OF THE PROPOSALS (AS PER THE REPORT) 

One primary benefit system with two components: 

Universal Work Credit, for those out of work or on very low wages.  This will 
combine JSA, IS, IB/ESA. 

Universal Life Credit, to cover additional living expenses for those on low 
incomes. This will combine HB, CTB, DLA, WTC, CTC (and potentially 
Child Benefit), without cutting the levels of these benefits for those who 
need them the most. 

All benefits administered through one agency (so only one point of 
contact). 

A dramatically simpler, 
streamlined system with 
harmonised eligibility rules, 
designed to reduce benefit 
dependency and to be 
simpler to administer. 

Tax and benefits withdrawal integrated into a single system, “PAYE+”, 
making it more accurate and responsive to changes in earnings, with 
reduced risks involved in returning to work. 

A standard withdrawal rate for all benefit payments of 55% of post-tax 
earnings 

Significantly increase the earnings disregards for all benefits claimants 

Treat ‘passported benefits’ as universal benefits-in-kind, and taper them 
away with increasing earnings rather than taking them away abruptly. 

A more work-focused system 
that reduces in-work poverty 
for low earners: 

Restructure Incapacity Benefit, replacing the permitted work regime with 
the increased earnings disregards, and separating the fit-for-work test from 
disability-based payments. 

A fairer system that supports 
positive behaviour: 

Progressively reduce the size of the penalties for couples, savers, and 
those with mortgages. 

 

COMPLEXITY 

Simplicity in place of complexity is a guiding principle of the proposal.  Yet although there is a chronological 
account of the development of the benefit system since 1948, there is no analysis of why the system is so 
complex.  While it is surely more complex than it ought to be, the suspicion must be that this complexity 
actually reflects the complexity of the underlying problems, made worse by the limits imposed on reform by 
what is possible politically.   

Leaving aside politics, could the complexity of the current system really just be swept away? 
Should it? Put another way, what real purposes does the current complexity serve and what would 
be lost without it? 

1. Administrative complexities aside, many of the complexities actually reflect the complexity 

of people’s lives and circumstances, and hence are unavoidable and even necessary.  Over-

simplification may mean that people with such complex needs could lose out on all the 

support they need. 
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2. Recipients would benefit from – and value –  the new system’s consistency (in terms of 

standard withdrawal rate), simplicity and reduced disincentives to work.  The proposed 

system is more evenly spread across the work spectrum, providing incentives to those out 

of work to start working and those already working to progress along the range (from mini-

jobs to 16-hours to 30-hours).  By having a one-stop shop administering all the benefits, 

you create a system that internalises complexities attached to administering different 

benefits; and has only to allow for the complexities arising out of the recipients’ 

circumstances. 

3. By taking a binary view of the system in terms of just the state and the recipient, the report 

overlooks the ways that other players will react to, and exploit, the system.  For instance, 

integrating tax and benefits withdrawal into a single ‘PAYE’ system makes income 

supplementation obvious to the employers, and it could be argued that some of them may 

use this knowledge to maintain a lower level of wages.  Similarly, the level of complexity 

within the Housing Benefit system in part reflects the need to prevent landlords exploiting 

the system to increase rents. 

4. A major element of the reduced complexity is the inclusion of HB alongside the other 

means-tested benefits – this, though, overlook some fundamental difficulties.  The 

simplification of HB regime would come from extending the local reference rent to social 

housing tenants.  Experience with LHA for private tenants has shown that adopting such a 

system is susceptible to media hype and popular backlash (if tenants seem to be saving too 

much money).  In addition, it could still pose as a disincentive to work if the getting into 

work would taper the amount of benefit received and make you lose the extra cash you 

could have kept if you were not working and were successful in negotiating a lower rent. 

DIFFERENT TYPES OF BENEFIT 

One aspect of current complexity are the different grounds for entitlement e.g.: contribution-based, needs-
based and income-based.  By sweeping e.g. DLA into the Universal Living Allowance and abandoning 
contribution-based benefits altogether, the proposal makes the third of these – means-testing – the sole 
grounds on which financial support can be received. 

What is at stake in the extension of means-testing to all the benefits – and are there wider 
consequences? 

5. By turning means-testing – always at the family (‘benefit unit’) level – into a universal 

principle, ‘individual’ benefits are abolished.  ‘Individual benefits’, of which there are both 

contribution-based ones (JSA-C) and needs based ones (e.g. DLA), are those whose receipt 

neither depends upon, nor affects, other sources of family income. 

6. The report is incorrect when it claims that there is no real distinction between two versions 

of JSA (JSA-C and JSA-I).  What this overlooks is the fact that as an individual benefit, the 

amount of contribution-based JSA is unaffected by partner earnings, meaning that its 

receipt has no impact upon the net addition to household income coming from the partner’s 

earnings.  By contrast, JSA-I is directly affected by partner earnings (and e.g. interest on 

savings). 
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7. It cannot be right in principle to cancel benefits people have spent up to 30 years 

acquiring.  Doing away the contribution based benefits is bound to be controversial: an 

entitlement that people have earned is being taken away.  Yet given that the new system 

would need to handle other sources of income that people may have anyway (e.g. private 

unemployment insurance), no additional complexity is introduced into the system by 

retaining JSA-C (or ESA-C) anyway. 

8. By eliminating JSA-C, a link that some unemployed people currently have with welfare to 

work programs will be lost.  The group affected here would be those whose family income 

was too high to entitle them to (or for it to be worth their while) to claim UWC (i.e. JSA-I). 

9. The grounds for including needs-based benefits (notably DLA) in here are unclear as these 

are not complex at the moment.  Given that Child Benefit – another needs-based benefit 

(i.e. it is paid if there is a child in the family) – is excluded in the main proposal, why 

should DLA not be excluded too?  To do so would not introduce any new principle.  

DYNAMIC BENEFITS 

As its title suggests, a key part of the report’s argument is that, driven by the reduced marginal tax rates, 
people will be more willing to enter work, thereby leaving the net cost to the public purse of the proposals 
lower than the gross cost of a changed benefit system applied to the current levels of recipients. 

The advantage of having such an argument is clear – but how strong is it really? 

10. The (welcome) greater transparency for recipients may bring adverse consequences here if 

it leads some to choose to work less.  One way of seeing the proposed system is as one that, 

with rough edges of the current system smoothed out, make it rational to work any number 

of hours in a week, rather than clustering (as now) around 16/30 hours.  Once recipients 

properly understand that they are going to keep only 30 pence of every extra one pound 

earned, they may actually choose to work fewer hours than at present rather than more. 

11. By not recognizing the importance of non-financial incentives, the report invites scepticism 

that the direct costs could be recouped through tax gains from higher employment and 

earnings.  On the one hand, the proposal over-estimates the behavioural changes that 

would flow from changes to benefits (that is, the higher disregards and the standardisation 

of the withdrawal rate in particular and the reduced complexity in general).  At best, the 

economics behind this is (inevitably) fragile.  On the other hand,  the report says little 

about the support provided by welfare to work programmes in getting people into work. 

12. The report takes no account of the greater demands on welfare-to-work programmes that 

arise from the new system.  By making any number of hours a week rational (as far as the 

impact on benefits is concerned), the new system will create increased pressure on welfare 

to work programs.  That is because these programs would no longer perform a singular task 

of just getting people into work but also need to help people progress in work.  Obviously, 

there would be cost implications here.  

13. Trying to implement a system with a cost of £3bn attached to it at a time of cuts will lead to 

haphazard piecemeal adoption only – and a lower level of benefits.  On one hand the new 

system would entitle more people to claim benefits than the current system; on the other 

hand it would also increase the income disregards. To avoid being prohibitively expensive, 

the new system would have to be introduced at reduced benefit levels. 
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14. A more transparent discussion of costing, separate from the predicted savings, is required.  

It is necessary to consider whether the new system would be more or less expensive to 

implement that any other reform agenda.  In addition, it might be easier to sell the package 

if it discussed administrative savings rather than just savings from behavioural changes. 

PRACTICAL POLITICS 

The proposal makes no concessions to  incremental or gradual change; neither does justify constructing 
the entire system on the basis of means-testing; nor does it discuss the value of the benefits involved. 

That is all very well for think-tanks, but is it practical politics? 

15. The level at which benefits are set is an intensely political decision – and a final view on 

the proposals cannot be made without knowing what those levels are.  The level of benefits 

is not something that can be left to secondary legislation (the primary legislation having set 

out the principles).  In this sort of situation, the details are integral to any meaningful 

analysis both of the fairness of the proposals and their cost.  Parliament has to have both 

principle and detail before it in order to reach a proper decision. 

16. The report treats the issue of simplicity and reform as being without historical precedents, 

yet this is clearly not the case.  By erecting means-testing as the sole principle for the 

benefit system, the proposal not only inters the last vestiges of Beveridge but overturns the 

‘mixed economy’ of benefit types given modern form in the 1986 Social Security Act (and 

later Conservative amendments to it e.g. the introduction of DLA in 1992).  Labour’s 

subsequent reforms (chiefly the greatly extended the role for what was formerly Family 

Credit) have not disturbed that.  Since the case for extending means-testing is not made, 

should not the proposal be restricted to (a still very ambitious) rationalisation of the means-

tested part of the current system?  Isn’t that also more likely to be politically feasible? 


