
 

 

Introduction 

The government is committed to reducing 

the deficit. It wants to ensure that “we are all 

in this together”. On the one hand, the 

government has restricted benefits for many 

people who are out of work, with caps on 

housing benefit and on the overall amount 

that any household can claim. Equally, the 

government has kept the 50% tax band, and 

pledged to withdraw child benefit from 

families with one or more higher rate 

taxpayers. 

There are three reasonable critiques of 

withdrawing child benefit in this way. First, 
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Summary 

The government announced that child 

benefit will be taken away from higher 

rate taxpayers in order to show that – 

pensioners excepted – we really are “all 

in this together”. 

But linking child benefit to the income 

of the main earner, rather than to 

household income, has odd effects. A 

family with two earners, each just below 

the higher rate threshold, will not lose 

out. In contrast a family with one earner 

just above the threshold will lose out, 

even though the family are not as well 

off. The sums involved – £2,500 a year 

for a family with three children – are 

large.  

The best approach would be to 

integrate child benefit and the child tax 

credit system. A threshold – of, say, 

£45,000 household income – would 

apply whether there are one or two 

earners. Child benefit would be 

withdrawn steadily after that point. The 

downside is that people with household 

incomes above this point face high 

marginal rates of tax and child benefit 

withdrawal combined. This would not 

affect the financial yield. 

The second best solution would be to 

withdraw child benefit only for the first 

child if there is one higher rate taxpayer 

in the household, and from all children if 

the family has two higher rate 

taxpayers, or one earner on more than 

£75,000. The downside to this plan is 

that it reduces the yield from limiting 

child benefit. Rather than raising around 

£2.4bn, the policy would then raise 

£1.8bn. £1.8bn in the hand may be 

better than £2.4bn in the bush. 



some people strongly support the universal 

principle. They argue that universality 

ensures the continued support of affluent 

people for the welfare state.  

Second, a family with two earners each of 

whom are just below the threshold will not 

lose their child benefit, whereas a family with 

one earner just above the threshold will lose 

their child benefit. So the family with an 

income of £45,000 and two children lose 

£1,750 a year whereas the family on £75,000 

lose nothing. 

The third critique is simply that you don’t 

have to be rich to be a higher rate tax payer. 

A family with an income of £45,000, a 

mortgage and 3 or 4 children, do not meet 

most conventional definitions of “rich”. The 

loss of £2,500-£3,000 is not trivial. 

The politics 

The opposition Labour Party have identified 

this as an area of potential weakness, even 

though the policy is progressive. In reality 

there are probably very few families with two 

earners each on £40,000: not many couples 

with children have symmetric incomes like 

this. But the notion is plausible, and the 

Labour Party thinks it is getting traction. For 

the Tories the shades of “Thatcher milk 

snatcher” are all too real, and for the Liberal 

Democrats the parallels with another 

progressive and misunderstood policy – 

student loans – are acute. 

The options 

This research note outlines four options. 

The first option is to do nothing. The 

government could tell the country that 

reducing the deficit will cause pain, and that 

this policy is necessary. The injustice of the 

two earners just below the higher rate 

threshold versus one just above, simply 

mirrors the treatment of one and two earner 

households more generally. The political risk 

is that Labour would clearly gain traction with 

“mumsnet” voters, widely seen as critical in 

marginal seats. 

A second option would be to retreat. But that 

is expensive – the policy will raise £2.4bn a 

year initially, and probably more in the 

future. A full reversal would be politically 

embarrassing, opening the government up to 

accusations that it stood firm on cuts to 

benefits for the unemployed, but capitulated 

on cuts to benefits for the affluent.  

The third option – which we favour and set 

out in more detail – is to integrate child 

benefit into the new universal credit. This 

would ensure that the child benefit element 

would be withdrawn according to household 

income, rather than the income of any one 

earner in the household. That is clearly fairer. 

The Social Market Foundation have noted 

that this approach would raise a further £3bn 

per year by taking child benefit away from 

more households than is currently planned. 

Clearly, families with a household income 

before benefits of £40,000 are not poor. But 

equally there seems little stomach in 

government to make this group worse off.  

The best approach would be to repeat the 

way that the Blair government successfully 

replaced the “married couple’s tax 

allowance” with a tax credit element. In 2000 

they eliminated it for everyone born after 

1935, and added its value to the child tax 

credit system, where it is known as the 

“family element”. The difference between 

the family element of the tax credit system 

and all others is that the family element is 

never withdrawn if your household income is 

less than £40,000.
1
  

Thus a household with two adults, one child 

and a mortgage, with one adult earning, and 

no child care costs, will lose all of their tax 

credits – except the family element – when 
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their income reaches £25,000. They will not, 

however, begin to lose the family element 

until their income reaches £40,000.  

The government could copy this approach. It 

could say that child benefit was being 

replaced by a new child benefit element of 

the current tax credit and future universal 

benefit systems. This benefit would then be 

withdrawn only from households earning 

(say) £45,000 or more. This would affect 

some households that were previously 

unaffected by the plans: households with two 

basic rate tax payers whose combined 

incomes exceed £45,000 would lose some or 

all of their benefits. Against that, single 

earner households with one income just a 

little over £45,000 would lose only a small 

portion of their current child benefit.  

Clearly there exists an income level for 

benefits being withdrawn at which the 

additional government revenue gain from the 

inclusion of two earner households exactly 

offsets the effect from some one earner 

households not losing all of their child 

benefits. Although calculating the revenue 

neutral starting point is beyond the scope of 

this research note, we note that it is likely 

that it lies at around £45,000. The exact level 

will also be determined by the rate at which 

the benefit is withdrawn. 

The fourth and final option is a “quick and 

dirty” adjustment to the plans that have been 

announced. Rather than all higher rate 

taxpayers losing all their child benefit, they 

would lose it only for the first child, unless 

the household had two higher rate taxpayers, 

or one earner on more than £75,000, in 

which case they would lose it for subsequent 

children as well. 

This harks back to the origins of child benefit, 

which was originally paid only for second and 

subsequent children, on the grounds that 

everyone should be able to support one child 

from their own income. The idea here is that 

anyone with an income sufficiently high to 

put them in the higher rate tax bracket can 

afford to support one child without further 

state support, while receiving support for 

their subsequent children. The very richest 

will receive no support for their children. 

Clearly this involves a cost to the government 

compared with the current plans. 

Approximately one half of children are “first 

children” (noting that the second child 

becomes the first child when the first child is 

old enough not to be a child any more). 

Assuming that this policy supported 

subsequent children in half of higher rate tax 

families this option reduces the yield from 

£2.4bn to £1.8bn. The exact figure would 

depend on the point at which people lost 

benefits for subsequent children, but it would 

be possible to restrict the losses to that level.  

Conclusions and policy 

recommendations  

Withdrawing child benefit from the richest 

households is a sensible policy. Paying 

thousands of pounds a year, for many years, 

to some of Britain’s richest families, makes no 

sense. 

The best policy would be to merge child 

benefit into the current tax credit and future 

universal benefit system, with a threshold to 

ensure that only affluent households would 

lose some or all of their child benefit. We 

suggest that families with a household 

income of £45,000 or more should be 

unaffected, with child benefit withdrawal 

phased in from there. 

The second best policy would be to withdraw 

benefit only for the first child from all higher 

rate families, with only the richest losing child 

benefit on subsequent children.  


