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SINCE 2010, social security has been cut by    
around £27 billion a year.1 Combined with 
poor wage growth, child poverty is pro-

jected to soar to more than five million by 2021/22
(from four million today).2 Universal credit (UC)
has not escaped the axe – its original design
absorbed cuts made to other benefits early in
the decade, and a series of further cuts to UC
since 2013 (see Table 1) mean that the majority
of families will now be worse off under UC.

UC was introduced with the twin promise of
reducing poverty and improving the rewards
from work. This analysis shows that the cuts
mean these promises will be broken, with cuts
due to push a million more children into pover-
ty than under UC’s original design. Families with
children, in particular those already at higher
risk of poverty (such as single-parent families
and families with more than two children), lose
the most. Cuts will reduce the rewards from
work, particularly for single parents, and leave
many working families worse off. 

CPAG’s new report, The Austerity Generation, sets out

the effect of a decade of cuts to social security on

family incomes and child poverty, based on modelling

by the Institute for Public Policy Research. Here, its

author and Poverty editor, Josephine Tucker, discusses

the impact of cuts to universal credit on the finances

of families and on the rewards from work, and explores

how reinvesting in universal credit could help restore

its poverty-reducing potential. 

The austerity generation:
the impact of cuts to
universal credit on family
incomes and child
poverty

Table 1: Cuts and changes to universal credit since it was first legislated 

Change Date effective

Benefit cap introduced limiting total annual benefit receipt for those earning April 2013
less than a threshold amount to £26,000 for couples or families with children. 

Work allowances (the amount claimants can earn before UC is reduced) frozen. April 2014

Work allowances reduced, to £192 a month for families with children who rent April 2016
their home, £397 for non-renters and £0 for non-disabled adults without children.

Four-year freeze of most UC rates (and other working-age benefits). April 2016

Childcare subsidy increased from 70 to 85 per cent of costs. April 2016

Benefit cap lowered to £20,000 a year (£23,000 in London) for couples and November 2016
families with children. 

Minimum age of 21 introduced for entitlement to the UC housing element. April 2017

Higher rate child element for first child abolished, worth £545 a year. April 2017

Child element (worth up to £2,780 a year) restricted to two children per family. April 2017

Taper rate reduced, so that UC is withdrawn at 63p in the pound against April 2017
earnings (previously 65p).

Higher earnings threshold introduced for benefit cap (raised from £430 a month April 2017
to the equivalent of 16 hours a week at the over-25 minimum wage).
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Who loses what from the cuts?
Cuts to the level of support will have severe
consequences for affected households of all
sorts, but at population level families with chil-
dren are the most severely affected – in partic-
ular, single-parent families who stand to be over
£2,300 a year worse off than under UC’s origi-
nal design (Figure 1). Children in single-parent
families already face almost twice the risk of
poverty of those in couple families (47 per cent
after housing costs compared with 24 per cent
for children in couple families).4 This is project-
ed to rise to 63 per cent under current policies,5

undoing all progress since 1997.

Families with more children also stand to lose
huge amounts, partly because of the ‘two-child
limit’ on UC payments. A family with four or
more children stands to be a staggering £5,080
a year – almost 20 per cent – worse off than UC
originally promised, while three-child families
stand to lose more than £2,500 a year (Figure 2).
The child poverty rate (after housing costs) is
already 39 per cent in families with three or
more children, compared with 27 per cent and
26 per cent for families with one or two children
respectively,6 and is expected to rise to 44 per
cent by 2021.7

Cuts to UC also disproportionately affect fami-
lies with the youngest children, with families
with an under-five-year-old standing to lose
more than £1,400 a year, on average. These
families are already at an elevated risk of pover-
ty – children in families with an under-five-year-
old have a 35 per cent poverty rate, compared
with 24 per cent in families in which the
youngest child is aged five to 10 – and include
children at critical early stages of development.
And families in which someone has a severe
disability stand to lose more than non-disabled
households – on average £530 a year. That is on
top of the fact that support for many disabled
people will be lower under UC than under the
benefits it is replacing and other changes to dis-
ability benefits.8

What will this mean for poverty?
Overall, the cuts will mean an additional one
million children in poverty, after housing costs,
than under the original design of UC, and
900,000 additional children in severe poverty
(only measured before housing costs in the IPPR
model). The cuts will also increase the depth of
poverty for children below the poverty line. 

The current four-year freeze on benefit rates
makes a big contribution to losses, and this fail-
ure to uprate benefits alone will mean an addi-

Methods
Using the Institute for Public Policy Research
(IPPR) tax-benefit model and the Resolution
Foundation micro-simulation model, we
analysed the effect of cuts to UC (and child
benefit, as both can be claimed at once by fam-
ilies) – both as a whole and isolating particular
cuts – on the incomes of different types of fam-
ilies and on poverty rates for both children and
working-age adults. Incomes are projected to
2020/21, when all cuts currently planned in leg-
islation are expected to have come into force,
and assume that the whole population is on UC.
The full report contains more detail of the
methodology.3
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Figure 2: Average change in annual income for all families with children

from changes to universal credit and child benefit, by number of children 
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Figure 1: Average change in annual income for all families from changes to

universal credit and child benefit, by family type 
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Single parents
The only circumstance in which a single parent
will be significantly better off under today’s UC
than the 2010 tax credits system is if s/he works
in a ‘mini-job’ of more than a few hours a week
(but less than 15) and requires paid childcare,
for which s/he can claim a subsidy through UC.
All other single parents will be worse off. A single-
parent family with two children earning the over-
25 minimum wage could be up to 18 per cent
(or over £2,800) a year worse off, after housing
costs (see Figure 3). 

This is the sort of family which was once sup-
posed to be helped by welfare reforms, at least
according to rhetoric just before the coalition
came into power. 

In 2009, David Cameron argued for changes to
the tax credits system, saying: ‘If you’re a single
mother with two kids earning £150 a week, the
withdrawal of benefits and the additional taxes
mean that for every extra pound you earn, you
keep just four pence. What kind of incentive is
that?’ 

For our model family of a lone parent with two
children on the over-25 minimum wage, earning
£150 a week means working about 18.5 hours a
week. Although the effective tax rate s/he would
face in that situation has indeed been reduced
under UC, as shown in Figure 4 that same family
would still be more than £2,300 a year worse off. 

tional 300,000 children in poverty. Reversing
cuts to the child element, the work allowance or
the ‘two-child limit’ would each protect 200,000
children from poverty. Scrapping the benefit
cap would protect 100,000 from poverty. 

What has happened to the rewards 
from work?
Universal credit then and now
Almost all families will be worse off under
today’s version of UC than they would have
been under the original design. A couple with
two children, with one full-time earner and one
working 16 hours a week, both earning the
over-25 minimum wage, will be more than
£1,200 worse off a year as a result of UC cuts
(see Figure 3). Higher earning families lose
slightly less, due to the compensating effect of
the slight reduction in the UC taper rate (which
allows families to keep 2p more in the pound of
their earnings), but a similar family with both
parents earning the national median wage will
still be more than £1,000 a year worse off. 

A similar couple earning the over-25 minimum
wage but with three children will be more than
£4,000 a year worse off, and could not recoup
this by working additional hours. A single parent
of two, working 16 hours a week at the over-25
minimum wage, would have to almost double
her/his hours just to make up the £1,600 lost
through cuts. 

The only families who will be better off as a
result of all the changes to UC are those with
fewer than three children who are using a large
number of hours of paid childcare, as the
increased subsidy for childcare starts to offset
the effect of cuts for such families.

Heavy cuts to work allowances have also
reduced the incentive for single parents to
move into work. A single parent starting work at
24 hours a week on the over-25 minimum wage
will now effectively take home just £3.32 an
hour (after deductions and housing costs) – 44p
less than under the original design of UC. 

2010 system versus universal credit today
Looking at the transition from the 2010 system
of tax credits and other benefits to today’s UC –
which will ultimately be the story of the decade
– it is again broadly true that those who lose out
are families who already face a greater risk of
poverty: lone parents, young parents, and larger
families. The winners are those with relatively
high earnings – among couples with two children,
median wage earners do better than those on
the minimum wage, for example. 

Almost all families

will be worse off
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version of UC than

they would have
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original design
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Figure 3: Effect of universal credit cuts on the income of a couple with two

children, with one full-time earner and a second earner working up to 40

hours a week, both on the ‘national living wage’
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Universal credit original design Universal credit after cuts

Second earner weekly working hours

1. Family will be £1,283 worse off thanks
to cuts in universal credit if the parent
works 16 hours per week.

2. This parent would have to work 9 extra
hours per week – increasing their hours
to 25 per week – to recoup this loss.

Source: Institute for Public Policy Research analysis using the Resolution Foundation micro-simulation model
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the cuts to UC will reduce their incomes still fur-
ther. Minimum wage workers under 25 have
also not benefited from the increase in the rate
of the minimum wage, which only applies to
those over 25.

Higher-earning couples
In contrast, a couple over 25, also with two 
children, both earning the median wage, stand
to gain from the changes as long as they remain
eligible for UC. If the second earner works 18
hours a week, they will be almost £2,500 better
off.

Where next for universal credit?
Table 2 shows the potential for reforms to UC to
protect children from poverty, including both
reversing cuts to date and a number of new
reforms.

It is clear that investing in children’s benefits is
the most direct way to reduce child poverty. But
it is also important to look beyond headline
poverty reduction figures to understand how
the gains from different reforms would be
spread across family types and across the
income distribution. The lowest income decile
includes relatively few children, but many young
adults, so the single most beneficial change for
this group would be to increase the under-25
rates in UC to match the over-25 rates. There is
a powerful case for making this change to tackle
rising youth poverty, in spite of a relatively low
headline effect on poverty rates.

Changes which target families with children,
such as ‘triple locking’ the child element of UC
or abolishing the ‘two-child limit’, tend to have
the greatest impacts in the second and third
income deciles, and would still be highly pro-
gressive. Reversing work allowance cuts would
also have the greatest effects in these deciles,
in cash terms. The greatest gains for single-par-
ent families and families with more than two
children would come from applying a triple lock
to the child element of UC (and compensating
for shortfalls in uprating since 2013, which is
implied by the figures in Table 2 as they assume
the policy had been in place since 2013/14).
Reversing work allowance cuts is the next best
option to support single-parent families, while
couples with children would, on average, gain
more from reducing the taper rate because they
are likely to have higher household earnings.

However, these average gains disguise varia-
tions in the pattern of impacts. Scrapping the
benefit cap has a relatively small average effect
on single-parent family incomes across the

Tax credits were explicitly designed to incen-
tivise work of 16 hours or more. In part, UC was
designed to smooth work incentives and pro-
mote ‘mini-jobs’ as a stepping stone to longer
hours. However, the cuts have reduced the
incentive to increase hours beyond this point,
and others have warned that this could lead to
lone parents choosing to work fewer hours or
even reducing their working hours.9

A single parent with two children, one of whom
is two years old, is not required to look for work
under UC rules, but will be more than £1,500 a
year worse off if s/he does not work. This
change in incentives may explain the adoption
of in-work conditionality, and the new condi-
tionality requirements for lone parents with chil-
dren aged three or four to look for work. 

Young families
Young families also fare badly in the transition
because of the decision to extend the lower
under-25 rate of the standard allowance in UC
to parents (under tax credits only under-25-
year-olds without children received a lower
rate), while the income they require for a decent
standard of living is no lower simply because of
their age. As a result, young families will be at
increasing risk of poverty, especially if they have
a single earner or a second earner working part
time. Young parents would have lost out from
the introduction of UC even before the cuts,
because of the lower rate available to them, but
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Figure 4: Income of a single parent with two children, earning the over-25

minimum wage, under the 2010 system and today’s universal credit

system, for different working patterns
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population, for example – because most single-
parent families are not affected – but would
have a huge impact on the incomes of affected
families.  ■

Josephine Tucker is acting Head of Policy at CPAG. 

J Tucker, The Austerity Generation: the impact of a decade
of cuts on family incomes and child poverty, CPAG, 2017, is
available at www.cpag.org.uk/austerity
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Table 2: Effect of changes to universal credit on child poverty 

Cost Children in Children in
£ millions/year poverty severe poverty

(below 60% (below 50%
median income, median income,

after housing before housing 
costs) costs)

Reversal of cuts since 2013/14

All cuts since 2013 14,086 1,000,000,0 900,000

Universal credit freeze and child benefit uprating 09,179 300,000 200,000

Freeze of child benefit and child element 01,596 200,000 100,000

Freeze of child benefit 00722 – –

Freeze of child element 01,066 100,000 100,000

Removal of the first child premium 01,758 100,000 100,000

Cuts to the child element (first child premium and freeze) 02,824 200,000 200,000

Work allowance cuts and freeze 04,158 200,000 200,000

Benefit cap 01,652 100,000 200,000

Two-child limit 00751 200,000 100,000

Hypothesised changes (if applied since 2013/14)

Second earner work allowance (100%) 01,292 100,000 100,000

Second earner work allowance (50%) 00593 – –

Increase in under-25 rate 01,022 – –

55% taper rate 03,190 200,000 100,000

Triple lock of child benefit 01,737 100,000 100,000

Triple lock of child element 04,591 400,000 300,000

Triple lock of child benefit and child element 06,294 500,000 400,000

Triple lock of child element (with first child premium still 02,833 300,000 200,000
removed)

Triple lock of child benefit and child element (with first 04,536 400,000 300,000
child premium still removed)

All changes (with higher second earner work allowance) 12,943 900,000 500,000 

9 D Finch, Universal Challenge: making a success of universal credit,

Resolution Foundation, 2016 




