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Introduction 

The Government’s welfare reforms will introduce a new Universal Credit which will provide both in and out of 

work support for working-age claimants. The new system has the twin aims of simplifying the benefit system 

and increasing work incentives for those who are unemployed or working part-time.  
 

Which benefits will be included? 

The Universal Credit will replace Working Tax Credit, Child Tax Credit, Housing Benefit, Income Support, 

income-based Jobseeker’s Allowance and income-related Employment and Support Allowance.  

 

It will not include Disability Living Allowance (DLA) or Carer’s Allowance. Measures in the Welfare Reform Bill 

will replace DLA with Personal Independence Payments, which will also be excluded from the Credit. 

 

What components make up the Universal Credit? 

The elements which make up the Universal Credit are: 

 The standard allowance 

 An amount for responsibility for children and young persons 

 An amount for housing 

 An amount for ‘other particular needs and circumstances’ 

 

The specific amounts for each will be set out in regulations.  

 

How is the award calculated? 

For each claimant there is a ‘maximum amount’ which is made up of the different elements outlined above. 

From this amount sums will be deducted for earned and unearned income (see tapers and disregards section).  
 

Who is eligible to claim Universal Credit?  
Universal Credit can be awarded to a single person or to a couple jointly. Claimants must meet the following 
basic conditions: 

- Be at least 18 years old, but under the qualifying age for pension credit 
- Reside in Great Britain 
- Not receiving education (this will be defined in regulations) 
- Have accepted a ‘claimant commitment’ 

 
Claimants must also satisfy certain financial conditions. Entitlement to Universal Credit will depend on both the 
claimant’s income and capital. Universal Credit will not be payable if either one is above a certain limit. The 
capital limit will be set in regulations, but is likely to be £16,000. 
 

What is the claimant commitment? 

In order to receive Universal Credit a claimant must have accepted a commitment, setting out the general 

expectations of and requirements placed upon them. Where appropriate, this will include work-related 

requirements. The commitment will also set out any sanctions for failing to meet these requirements.  
 

How will it be paid? 
For most households Universal Credit will be paid in arrears as a single monthly payment, aiming to replicate 
the experience of most people in work. Where a couple make a joint claim they will have to decide who 
receives the single payment.  
 
This method of payment will be a change for many people already receiving benefits who are used to 
budgeting on a fortnightly basis. Many current claimants of housing benefit, who are used to their benefit being 
paid direct to their landlord, will also face changes in the new system. Most working-age tenants will not be 
able to choose to have their benefit paid direct to their landlord and will start to personally receive the housing 
element of the new Universal Credit as part of their monthly payment.  
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In January 2012 the Department of Work and Pensions announced five demonstration projects to prepare 
landlords for the changes and test different ways of supporting tenants. The demonstration projects will run 
from June 2012 to June 2013, with a five-month lead-in starting in January 2012. The projects will include: 

 Payments to tenants as the default 

 Adopting the payment frequency envisaged under Universal Credit (monthly payments in arrears) 

 Safeguards to pay the landlord directly where arrears reach a particular level. 

The Government acknowledges that in exceptional cases a single monthly payment may not be suitable. In 
some cases split payments may be made between members of a couple in joint claims. There will also be an 
‘exemptions service’ to allow for more frequent payments where necessary. Vulnerable tenants will still be able 
to have the housing element of Universal Credit paid direct to their landlord. The definition of vulnerable has 
yet to be determined.  
 
When will people be transferred to Universal Credit? 

Universal Credit will be rolled out in three phases from October 2013 until the end of 2017.  

 

Phase 1 (October 2013 to April 2014) will see all new claims to current benefits and credits phased out. New 

claims to Housing Benefits and Tax Credits will be the last to end in April 2014. Existing claimants who 

experience a change in circumstance, such as the birth of a child, will also be migrated to the Universal Credit 

in this period. 

 

Phase 2 (April 2014 until the end of 2015) will see existing claimants whose circumstances have not changed 

begin to be migrated. It is expected that the majority of these households will either have people in part-time 

work or be economically inactive. Wherever possible, households whose work behaviour is most likely to 
benefit from Universal Credit will be prioritised. 
 

Phase 3 (end of 2015 to end of 2017) will see all remaining households transferred to Universal Credit. This 

will be phased geographically, allowing each local authority to withdraw from housing benefit administration at 

a set point, rather than continuing to manage a handful of claims until the end of 2017. 

 

 
Source: DWP 
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What are tapers and disregards? 

A taper is the rate at which benefit is reduced to take account of earnings. Universal Credit will use a single 

taper rate which will be set closer to the introduction of UC in 2013. It is likely that the rate will be around 65%, 

which means that support would be withdrawn at a constant rate of 65p for each additional £1 of net earnings, 

after tax and National Insurance. Claimants would be £35 better off for every £100 of net earnings. Figure 1 

(below) shows how Universal Credit tapers as earnings increase. 
 

In Universal Credit, households will be able to earn a certain amount of money before there is any impact on 
the amount of support they receive. This is the earnings disregard. It is only after a household reaches the 
earnings threshold that support will start to be withdrawn.  
 
The earnings disregard will vary between households depending on their circumstances. Claimants who 
receive little or no support for their housing costs will be entitled to higher earnings disregards and therefore be 
able to keep more of their income. 
 
There will be maximum and minimum disregard limits set. Households will only be eligible for the maximum 
amount if they receive no support for their housing costs. For further information on disregard levels and 
example calculations see DWP Briefing Note 14: Earnings disregards and tapers 
(http://www.dwp.gov.uk/docs/ucpbn-14-disregards-tapers.pdf). 
 

 
Figure 1: How Universal Credit tops up a household’s earnings

1
 

 
 
Who wins and who loses? 
Some households’ level of entitlement will change as a result of the move to Universal Credit. However, the 
Government has said there will be no cash losers at the point of transition and will provide transitional 

                                                

 

 
1
 DWP Briefing Note 14: Earnings disregards and tapers http://www.dwp.gov.uk/docs/ucpbn-14-disregards-tapers.pdf  

http://www.dwp.gov.uk/docs/ucpbn-14-disregards-tapers.pdf
http://www.dwp.gov.uk/docs/ucpbn-14-disregards-tapers.pdf
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protection to those who risk losing money as a result of the move. This will only apply to those who have been 
transferred to the new system without a change in circumstances. 
 
Cash protection, to make up the difference, will be given to claimants whose Universal Credit award would be 
less than under the old system. It will continue to be paid until the value of the award under the new system 
overtakes the levels of the pre-Universal Credit entitlement or if the award has to be reassessed due to a 
change in circumstances.  
 

The DWP’s Equality Impact Assessment states that 2.8 million households will have a higher entitlement 
under Universal Credit than under the current system, while 2 million will have a lower entitlement. 2.7 
million households will experience no change in entitlement as a result of the reform.

2
  

 
 

 Higher 
Entitlement 

Lower 
Entitlement 

No change Total 

Households 2.8m 2.0m 2.7m 7.6m 

% Change 38% 27% 35%  

Average 
change (£pw) 

£29 -£30 £0 £3 

Source: Universal Credit Equality Impact Assessment Nov 2011 

 
It should be noted that this incorporates the benefit and tax credit changes announced up to and including the 
2010 Spending Review and is not a comparison of Universal Credit with the system as it currently stands. 
 
Working households are likely to benefit from the move to Universal Credit due to a lower withdrawal rate and 
higher earnings disregards. Most workless households will experience no change as they will not benefit from 
the earnings disregard. 
 
The households with lower entitlements are likely to who fall in to one or more of the following categories:  
 

 those currently in receipt of a large amount of Working Tax Credit;  

 those who do not currently receive Housing Benefit;  

 mainly in-work households with substantial amounts of capital; and  

 higher earners on tax credits only.3  
 
 

How does Universal Credit increase work incentives? 

According to the Department of Work and Pensions, Universal Credit is designed to increase the likelihood 

that claimants will be willing and able to move into work or increase the hours that they work. It impacts two 

key measures – participation tax rates (PTRs) and marginal deduction rates (MDRs).  

 

Participation tax rates are the proportion of earnings which are lost in tax, national insurance or reduced 

benefit payments when a person moves into work – the higher the PTR the weaker the financial incentive to 

take a job. The Government estimates that 1.2 million households will see their PTRs reduced from above to 

below 70%. 

 

Marginal deduction rates are the increase in earnings which is lost due to tax or reduced benefit payments. 

Universal Credit’s single taper means that it will remove the highest MDRs but also increase some of the lower 

                                                

 

 
2
 http://www.dwp.gov.uk/docs/eia-universal-credit-wr2011.pdf  

3
 http://www.dwp.gov.uk/docs/universal-credit-wr2011-ia.pdf  

http://www.dwp.gov.uk/docs/eia-universal-credit-wr2011.pdf
http://www.dwp.gov.uk/docs/universal-credit-wr2011-ia.pdf
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MDRs. The Government estimates that 2.1 million individuals will have higher MDRs and 1.2 million working 

households will have lower MDRs. The median increase will be four percentage points compared with 27 

percentage points for the median decrease.4     
 
These calculations do not take into account Council Tax Benefit, which will administered locally. 
 
How will the system be administered?  

Universal Credit will be administered by a single delivery agency in the Department of Work and Pensions. 

This is different from the current system where benefits are administered through different agencies in DWP, 

HM Revenue and Customs and local authorities.  

 

The new system will use real-time information from a version of the Pay-As-You-Earn tax system, reducing the 

need for claimants to inform officials of changes to their income.  

 

It is expected that when Universal Credit is introduced in 2013, 50% of applications will be made online. This is 

expected to rise to 80% by the end of the role out period in 2017. 

 

Where can I find out more information? 

 Universal Credit Impact Assessment (http://www.dwp.gov.uk/docs/universal-credit-wr2011-ia.pdf)  

 Universal Credit Equality Impact Assessment (http://www.dwp.gov.uk/docs/eia-universal-credit-
wr2011.pdf)  

 DWP Briefing Notes on Universal Credit (http://www.dwp.gov.uk/policy/welfare-reform/legislation-and-
key-documents/welfare-reform-bill-2011/universal-credit-briefing/)  

 White Paper - Universal Credit: welfare that works (http://www.dwp.gov.uk/docs/universal-credit-full-
document.pdf)  

 Welfare Reform Bill (http://services.parliament.uk/bills/2010-11/welfarereform.html) 

 

 

 

                                                

 

 
4
 http://www.dwp.gov.uk/docs/eia-universal-credit-wr2011.pdf  

http://www.dwp.gov.uk/docs/universal-credit-wr2011-ia.pdf
http://www.dwp.gov.uk/docs/eia-universal-credit-wr2011.pdf
http://www.dwp.gov.uk/docs/eia-universal-credit-wr2011.pdf
http://www.dwp.gov.uk/policy/welfare-reform/legislation-and-key-documents/welfare-reform-bill-2011/universal-credit-briefing/
http://www.dwp.gov.uk/policy/welfare-reform/legislation-and-key-documents/welfare-reform-bill-2011/universal-credit-briefing/
http://www.dwp.gov.uk/docs/universal-credit-full-document.pdf
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