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Executive summary 

 

 

 
 

Key findings 

  Increases to the income 
tax personal allowance and 
higher-rate threshold, 
costing the government 
around £5 billion per year, 
have been the biggest 
change to taxes or benefits 
so far this parliament. 

 These have benefited most basic-rate taxpayers to 
the tune of £160 a year, while most higher-rate 
taxpayers have gained £380 a year. However, for 
the latter group, all this giveaway is doing is 
reversing most of the effect of the cuts in the 
higher-rate threshold in the last parliament. And 
cuts in pension tax relief, on top of a large number 
of tax increases in the last parliament, have hit 
those with the very highest incomes. 

 

 
While cuts to benefits have 
been small as yet, 
government plans for 
future cuts would 
significantly reduce the 
incomes of low-income 
working-age households, 
particularly those with 
children. 

 
The most important changes are the cash freeze in 
most benefit rates, cuts to child tax credit and the 
continued roll-out of the less generous universal 
credit. 

 

 
If these planned cuts were 
fully in place now, nearly 
3 million working 
households with children 
on tax credits would be an 
average of £2,500 a year 
worse off, with larger 
families losing more. 

 
The 1 million families with children and nobody in 
paid work would be £3,000 a year worse off on 
average. But it is important to stress that many of 
the changes will not create immediate losses of 
benefit income, because of protections for existing 
claimants. 

 

 
Planned cuts will have a 
bigger effect on the 
entitlements of the 
poorest families than the 
cuts made by the coalition. 

 
More broadly, the period since 2010 has seen lower-
income households lose as a result of benefit cuts 
and the richest households lose from increases in 
income tax. But those on average and moderately 
high incomes, as well as most pensioners, have 
seen their incomes almost completely protected on 
average. 

 

 



   

© Institute for Fiscal Studies  3 

Tax and benefit reforms since May 2015 have so far had little 
effect, but there are big benefit cuts to come 

Figure 1. Impact of tax and benefit reforms implemented between May 2015 and 
June 2017 by income decile 

 

Note: For the cash equivalents of these impacts, see Table 1 in Appendix B. Income decile groups are derived by 
dividing all households into 10 equal-sized groups according to net income adjusted for household size using the 
McClements equivalence scale. Assumes full take-up of means-tested benefits and tax credits.  

Source: Authors’ calculations using TAXBEN run on uprated data from the 2015–16 Family Resources Survey (FRS) 
and the 2014 Living Costs and Food Survey (LCFS).  

The key point to take from Figure 1 is that the average impact of tax and benefit changes 
since May 2015 has been relatively small – less than 1% of income in each income decile. 
Cash impacts are shown in Appendix B.  

Cuts to income tax – the above-inflation increases in the income tax personal allowance 
(to £11,500 rather than £10,710) and the higher-rate threshold (to £45,000 rather than 
£42,815) – largely explain the gains for higher-income households. Together, these tax 
cuts will cost the government around £5 billion in 2017–18, with most basic-rate taxpayers 
gaining £160 a year and most higher-rate taxpayers gaining £380 a year. In the top decile, 
those changes have been roughly offset on average by increases in tax on income that is 
paid into private pensions, although those rises predominantly affect those towards the 
top of the top decile. 

For lower-income households, there has been a cash freeze in most working-age benefits 
– affecting 11 million households. But low inflation over the last two years has meant that 
this has only amounted to a 1% real cut so far. Meanwhile, the reduction in the benefit 
cap, while hitting some households very hard, has affected fewer than 100,000 
households. Hence, the overall scale of benefit cuts seen over the past two years has been 
small.1 
 

 
1  Small gains from benefit reforms in the top half of the income distribution are explained by the introduction 

of ‘tax-free’ childcare. 
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Figure 2. Long-run impact of tax and benefit reforms since May 2015 by income 
decile 

 

Note: For the cash equivalents of these impacts, see Table 2 in Appendix B. Income decile groups are derived by 
dividing all households into 10 equal-sized groups according to net income adjusted for household size using the 
McClements equivalence scale. Assumes full take-up of means-tested benefits and tax credits, and that all 
planned changes are fully in place.  

Source: Authors’ calculations using TAXBEN run on uprated data from the 2015–16 FRS and 2014 LCFS.  

Looking ahead, Figure 2 adds the long-run impact of tax and benefit changes that are now 
being rolled out or are planned by the current government. The large losses for low-
income households (more than 4% of income, on average, in each of the bottom three 
deciles) are mostly explained by three planned benefit cuts: 

 the continued freeze in most working-age benefit rates until March 2020; under current 
inflation forecasts, this will reduce the real value of these benefits by 5% between now 
and 2020, and reduce government spending by over £3 billion a year; 

 cuts to the generosity of tax credits for families with children – limiting entitlement to 
two children and removing the ‘family element’ – that are expected to reduce 
government spending by around £5 billion a year in the long run; 

 the roll-out of universal credit, expected to reduce government spending by around 
£5 billion a year in the long run. 

The small number of tax measures due to be implemented in the coming years will have a 
very limited impact. We do not include the effects of meeting the 2015 Conservative 
manifesto commitment to a £12,500 personal allowance and a £50,000 higher-rate 
threshold (although note that standard inflation uprating is expected to get these 
thresholds most of the way to those commitments by 2020, without any further policy 
action). Later IFS election work will analyse the potential effects of 2017 manifesto 
commitments.  
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Figure 3. Long-run impact of planned tax and benefit reforms by income decile and 
household type 

 

Note: For the cash equivalents of these impacts, see Table 3 in Appendix B. Income decile groups are derived by 
dividing all households into 10 equal-sized groups according to net income adjusted for household size using the 
McClements equivalence scale. Assumes full take-up of means-tested benefits and tax credits, and that all 
planned changes are fully in place.  

Source: Authors’ calculations using TAXBEN run on uprated data from the 2015–16 FRS and 2014 LCFS. 

Figure 3 focuses on the impact of future tax and benefit changes (those being rolled out 
or planned by the current government, shown by the green bars in Figure 2), and splits 
households within each decile into working-age households with children, working-age 
households without children and those containing a pensioner.  

Pensioner households are mostly protected from future benefit cuts. By contrast, the 
impact on the incomes of working-age households with children is large, with average 
losses of more than 10% in the bottom two income deciles. This reflects the overall 
importance of benefit income for these households, as well as the specifics of the reforms 
chosen. Looking in more detail at the impact of future cuts on working-age households 
with children, if all planned cuts were fully in place now: 

 the 1 million households with children and no one in paid work would be an average of 
£3,000 a year worse off; 

 the 3 million working households with children currently entitled to tax credits (those 
with lower earnings) would be an average of £2,500 a year worse off; 

 the 4 million working households with children not entitled to tax credits (generally 
those with higher earnings) would be an average of £100 a year worse off. 

It is important to stress that many of the changes will not create immediate losses of 
benefit income, because of protections for existing claimants. Rather, they will 
significantly reduce the generosity of the system in the long run. 
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These changes come on top of lots of reforms made by the 
coalition government 

Figure 4. Impact of tax and benefit reforms implemented between May 2010 and May 
2015 by income decile 

 

Note: For the cash equivalents of these impacts, see Table 4 in Appendix B. 

Source: Figure 3.1 of J. Browne and W. Elming, ‘The effect of the coalition’s tax and benefit changes on household 
incomes and work incentives’, IFS Briefing Note BN159, 2015, https://www.ifs.org.uk/publications/7534.  

Figure 4, taken from our 2015 election analysis, shows the average gain or loss in each 
income decile resulting from tax and benefit changes between May 2010 and May 2015, as 
a percentage of income. It shows the following: 

 The cuts to working-age benefits made by the coalition government led to significant 
reductions in household income across the lower-income half of households (of over 
3% in each of the bottom two income deciles, on average).  

 The top income decile faced large tax increases on average, both as a result of cuts to 
the higher-rate threshold, and due to other measures targeting predominantly those 
on the very highest incomes (approximately the top 1%). Indeed, if one were also to 
include measures introduced in the final months of the last Labour government, the top 
decile lost the most as a share of income over the period of fiscal consolidation up to 
May 2015 (6.5%).2 

 Households in the sixth to ninth income deciles were protected from the impact of 
reforms over this period to a remarkable degree. That is because, on average, large 
increases in the income tax personal allowance and cuts in fuel duty roughly offset the 
increases in VAT and NICs and the benefit cuts for this group. 

 

 
2  See figure 3.2 of J. Browne and W. Elming, ‘The effect of the coalition’s tax and benefit changes on household 

incomes and work incentives’, IFS Briefing Note BN159, 2015, https://www.ifs.org.uk/publications/7534. 
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Figure 5. Impact of tax and benefit reforms implemented between May 2010 and May 
2015 by income decile and household type 

 

Note: For the cash equivalents of these impacts, see Table 5 in Appendix B. 

Source: Figure 3.4 of J. Browne and W. Elming, ‘The effect of the coalition’s tax and benefit changes on household 
incomes and work incentives’, IFS Briefing Note BN159, 2015, https://www.ifs.org.uk/publications/7534.  

Figure 5, again taken from our 2015 election analysis, shows the effects of tax and benefit 
reforms over the same period, but this time splitting households within each income 
decile into working-age households with children, working-age households without 
children and pensioner households (households containing someone aged over the state 
pension age). 

Pensioners outside of the top income decile were broadly unaffected by tax and benefit 
changes on average. They did not gain from increases in the personal allowance, but they 
were also unaffected by the increase in NICs and mostly protected from benefit cuts. 
Losses from the increase in VAT were broadly cancelled out by gains from the ‘triple lock’ 
on the basic state pension (and knock-on increases in pension credit). 

Meanwhile, working-age households without children did much better than those with 
children – in fact, the former group actually gained on average in the fourth to ninth 
income deciles. This divergence is explained by the fact that families with children were 
affected by benefit cuts to a much greater extent. It is worth remembering, however, that 
there were large increases in the generosity of benefits for families with children under 
Labour, which were only partly offset by the cuts implemented by the coalition 
government.3 

 

 
3  See figure 3.5 of J. Browne and W. Elming, ‘The effect of the coalition’s tax and benefit changes on household 

incomes and work incentives’, IFS Briefing Note BN159, 2015, https://www.ifs.org.uk/publications/7534. 
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Appendix A 

In this appendix, we discuss the methodology and limitations of the analysis in this 
briefing note. We also list every policy that we model for the post-May-2015 period.4 

Methodology 

We use the IFS tax and benefit microsimulation model, TAXBEN, to compare tax liabilities 
and benefit entitlements for a representative sample of UK households under alternative 
tax and benefit systems.5 Our baseline system is the one that would now be in place had 
the government made no changes to the system it inherited in May 2015 other than 
uprating benefits and tax thresholds in line with public finance defaults (CPI inflation in 
most cases). We compare that with the existing tax and benefit system and with the 
system that will be in place in the long run under the government’s current plans (i.e. 
when all planned changes are fully in place).  

Our data come from the 2015–16 Family Resources Survey (FRS) and the 2014 Living Costs 
and Food Survey (LCFS). Both of these are detailed surveys of UK households, with sample 
sizes of 20,000 and 5,000 respectively. We uprate the rent, mortgage payments and 
earnings recorded in these data sets in line with published price and earnings indices to 
convert the data to 2017–18 prices. The FRS data are used to model direct taxes and 
benefits, while the LCFS data are used to model indirect taxes. 

Limitations of our analysis 

The scope of the analysis is limited to changes in personal taxes and benefits. The impacts 
of changes in other taxes, such as corporation tax, must eventually fall on households 
(though possibly not only those in the UK) – but we do not include these effects as we do 
not have a reliable way of knowing which households ultimately bear the burden. 

We assume full take-up of means-tested benefits; or, put another way, we are modelling 
changes in entitlements to benefits rather than in actual receipts. Since in reality some 
households entitled to benefits do not claim them, to this extent our analysis will overstate 
the effects of policy on incomes. 

Our analysis does not include any behavioural responses. This means we do not capture, 
for example, any change in hours worked that individuals make in response to changes in 
the tax and benefit system. We also do not account for wider macroeconomic impacts, 
such as on prices, wages or employment, of government policy. 

Finally, in order to combine direct and indirect taxes, we report the effects of both by 
income decile. As IFS researchers have argued previously,6 in the case of indirect taxes 
 

 
4  For policies that are included in the May 2010 to May 2015 analysis, see J. Browne and W. Elming, ‘The effect of 

the coalition’s tax and benefit changes on household incomes and work incentives’, IFS Briefing Note BN159, 
2015, https://www.ifs.org.uk/publications/7534. 

5  For a description of TAXBEN, see C. Giles and J. McCrae, ‘TAXBEN: the IFS microsimulation tax and benefit 
model’, IFS Working Paper 95/19, 1995, http://www.ifs.org.uk/publications/572. 

6  See chapter 9 of Mirrlees et al (2009), ‘Tax by Design’ (https://www.ifs.org.uk/publications/5353) 

https://www.ifs.org.uk/publications/7534
http://www.ifs.org.uk/publications/572
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alone it would typically be preferable to use expenditure deciles (ranking households by 
how much they spend rather than by their income), and to express changes as a 
proportion of expenditure, in order to get the most accurate impression of the 
distributional effects. This is because some low-income households have high expenditure 
and hence look particularly hard hit by indirect tax changes, but those households are 
likely to be sustaining such relatively high expenditure either because their income is only 
low temporarily or because they have simply under-reported their income.7 However, this 
does not affect the key conclusions of this briefing note. 

Modelled policies 

The following policies are modelled as having been implemented between May 2015 and 
June 2017: 

• freeze of most working-age benefits in April 2016 and April 2017; 

• local housing allowance rate freeze in April 2016 and April 2017; 

• the cut in the benefit cap, the introduction of higher caps in London and the 
introduction of the cap in Northern Ireland; 

• increase of the personal allowance to £11,500; 

• increase of the higher-rate threshold and upper earnings limit to £45,000; 

• increases in council tax between May 2015 and June 2017; 

• council tax precept increases in April 2016 and April 2017; 

• council tax increases for bands E–H in Scotland; 

• introduction of the personal savings allowance; 

• ‘tax free childcare’; 

• fuel duty freeze; 

• increase in insurance premium tax to 12%; 

• reductions and freezes in beer and spirits duties. 

The following policies are modelled as being implemented after June 2017: 

• freeze of most working-age benefits in April 2018 and April 2019; 

• local housing allowance (LHA) rate freeze in April 2018 and April 2019; 
 

 
7  See Brewer, M., Etheridge, B., O’Dea, C., “Why are households that report the lowest incomes so well-off?”, 

forthcoming in Economic Journal 
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• application of LHA rates to housing benefit claimants renting from local councils or 
housing associations; 

• transitioning from disability living allowance to personal independence payment; 

• abolition of the work-related activity group premium in employment and support 
allowance (ESA); 

• council tax precept increase in April 2018; 

• abolition of Class 2 National Insurance contributions; 

• transition from the legacy system to universal credit (UC); 

• limiting the child element in tax credits and UC to two children; 

• removal of the family element in tax credits and UC and of the family premium in 
housing benefit; 

• support for mortgage interest switched from a benefit to a loan. 

Appendix B 

This appendix contains the cash equivalents of the impacts shown in proportional terms in 
Figures 1–5 in the text. 

Table 1. Impact of tax and benefit reforms implemented between May 2015 and June 
2017 by income decile 
Decile £ per year in 2017–18 prices 

Taxes Benefits Total 

Poorest £5 –£100 –£95 

2 £43 –£177 –£133 

3 £93 –£97 –£4 

4 £117 –£71 £46 

5 £152 –£34 £118 

6 £187 –£10 £177 

7 £228 £23 £251 

8 £299 £49 £349 

9 £377 £81 £458 

Richest –£109 £52 –£56 
      

All £139 –£28 £111 

Note and source: See Figure 1. 
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Table 2. Long-run impact of tax and benefit reforms since May 2015 by income decile 
Decile £ per year in 2017–18 prices 

Implemented Planned or being 
rolled out 

Total 

Poorest –£95 –£1,085 –£1,179 

2 –£133 –£1,305 –£1,438 

3 –£4 –£958 –£963 

4 £46 –£669 –£623 

5 £118 –£645 –£526 

6 £177 –£590 –£413 

7 £251 –£256 –£5 

8 £349 –£113 £235 

9 £458 –£65 £393 

Richest –£56 –£35 –£92 
      

All £111 –£572 –£461 

Note and source: See Figure 2. 

Table 3. Long-run impact of planned tax and benefit reforms by income decile and 
household type 
Decile £ per year in 2017–18 prices 

Working-age without 
children 

Working-age with 
children 

Pensioners 

Poorest –£825 –£3,015 –£185 

2 –£824 –£2,458 –£328 

3 –£487 –£1,719 –£371 

4 –£524 –£1,325 –£246 

5 –£559 –£1,267 –£205 

6 –£852 –£709 –£109 

7 –£210 –£438 –£162 

8 –£15 –£264 –£176 

9 –£44 –£108 –£77 

Richest –£18 –£66 –£61 
      

All –£380 –£1,249 –£205 

Note and source: See Figure 3. 
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Table 4. Impact of tax and benefit reforms implemented between May 2010 and May 
2015 by income decile 
Decile £ per year in 2017–18 prices 

Taxes Benefits Total 

Poorest –£103 –£397 –£500 

2 £74 –£735 –£661 

3 £217 –£745 –£528 

4 £269 –£677 –£408 

5 £360 –£670 –£310 

6 £441 –£517 –£75 

7 £389 –£364 £25 

8 £324 –£318 £6 

9 £27 –£230 –£203 

Richest –£2,125 –£291 –£2,417 
      

All –£13 –£494 –£507 

Note and source: See Figure 4. 

Table 5. Impact of tax and benefit reforms implemented between May 2010 and May 
2015 by income decile and household type 
Decile £ per year in 2017–18 prices 

Working-age without 
children 

Working-age with 
children 

Pensioners 

Poorest –£566 –£1,268 £15 

2 –£454 –£1,364 –£48 

3 –£125 –£1,245 –£23 

4 £158 –£1,148 –£44 

5 £269 –£1,142 –£95 

6 £487 –£797 –£105 

7 £529 –£721 –£84 

8 £534 –£980 £29 

9 £266 –£1,804 £61 

Richest –£1,720 –£5,548 –£1,246 
      

All –£125 –£1,478 –£77 

Note and source: See Figure 5. 
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