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In the Autumn 2017 Budget the government introduced yet another change in

stamp duty, in a further attempt to tilt the private market back towards first-time

buyers and away from buy to let investors. With immediate effect, the Budget

abolished stamp duty for first-time buyers (FTBs) on the first £300,000 of any

properties valued up to £500,000. This follows on from the additional stamp duty

of three per cent (across all property values) applied to all private renting investors

and second-home buyers that came into effect from April 2016 (see this chapter in

the previous edition of the Review for further details).

The OBR has, quite rightly, suggested that the additional tax relief for FTBs will

place some upward pressure on house prices. However if the two sets of stamp

duty changes, for FTBs and private investors and second-home buyers, are taken

together the cost estimates for the reforms suggest that they will have a small

negative impact on house prices. While the FTB tax exemptions are estimated to

cost some £3.1 billion over five years,1 the additional three per cent tax imposed

on private renting investors and second-home buyers was estimated to raise £3.7

billion over five years.2 It follows that the main impact of these two measures

taken together is to improve the market competitiveness of first-time buyers

relative to private investors and would-be second-home buyers. 

For a wider discussion of the tax and other policy initiatives relating to FTBs and

private landlords see Contemporary Issues Chapter 1 and Commentary Chapter 3. 

This year the remainder of this chapter focuses on the unfolding impact of welfare

reforms. A full examination of the programmes of welfare reform instigated by 

the coalition and Conservative governments has been offered in a series of

Contemporary Issues articles in recent editions of the Review. This year we focus on

developments in three areas of topical interest – local housing allowances, the

benefit cap and universal credit. 

Local housing allowance
Changes in the local housing allowance (LHA) regime for private tenants led the

way in the welfare reform agenda; they have applied to all new claimants since

April 2011 and subsequently to all existing claimants. The key initial changes were

to set LHA rates based on the 30th percentile market levels, rather than market

medians, and to set maximum caps that further reduced LHA rates in inner London.

Subsequently those rates were uprated by the lower of either inflation or changes in

market rents, by just one per cent, and since April 2016 they have been frozen for

four years. 

Administrative data on LHA claims are now available for the period to August 2017,

however since 2015 an increasing proportion of claimants now receive their help

with housing costs through universal credit (UC), and data on the number of

households in receipt of UC is only available (at the time of writing) up to May

2017. The LHA data showed that the number of claimants in the PRS continued to

rise after March 2011, but at a much slower rate than in the five years prior to the

LHA reforms. However, since February 2014 claimant numbers have begun to fall.

In Great Britain as a whole the numbers of private tenants in receipt of housing

benefit rose from 1,545,860 in March 2011 to 1,657,795 in February 2014, before

falling back to 1,516,944 (including UC numbers) by May 2016, and to 1,470,910

by May 2017. As a consequence the numbers of HB/UC claimants in the private

rented sector are now some five per cent lower than they were when the LHA

reforms were introduced in 2011, despite the continuing strong growth of the 

PRS overall. 

The data also still clearly show that, as intended, the policy has limited the ability of

households to access the PRS in inner London, where the LHA rates for many areas

have been restricted by the maximum national caps. For inner London as a whole

HB/UC claimant numbers are now a fifth lower than they were in March 2011. The

decline has been sharpest in those areas of central London affected by the caps on

maximum LHA rates, with declines of more than two-fifths in Kensington and

Chelsea and Westminster between March 2011 and May 2017.3 There has also been

a substantial decline in numbers of younger single households in receipt of HB,

following the extension of the single accommodation rate (SAR) to single people

aged 25 to 34. Between December 2011 and August 2014, single people in this age

group in receipt of HB in the PRS fell by some 50,750 (28 per cent) in England. 
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The HB administrative data have also shown a much sharper fall in the numbers

of young single people able to access the sector due to the much lower SAR.

However, since the roll-out of universal credit, and the limited data available on

the age of claimants on UC, it is more difficult to use the administrative data to

assess the continuing impact of SAR. That there is a continuing issue, however, is

evidenced by research from Crisis.4

However if the LHA limits are continuing to have a restrictive impact in the private

rented sector, the good news is that the government has now decided not to

proceed with introducing LHA caps for social sector rents.

Benefit cap
The overall cap on welfare benefits was introduced in four local authorities in

April 2013 and then rolled out on a phased basis, so that since the end of

September 2013 it has been operating across the whole of Great Britain. 

The cap – initially set at £350 per week for single people and £500 for all other

households – has been applied to out-of-work households below pensionable age,

with a number of exemptions for households with disabilities.

However since 7th November 2016 the benefit cap for out-of-work claimants has

been lowered to £13,400 a year for single people and £20,000 for all other

households, except in London where it has been reduced to £15,410 and £23,000

respectively (see Figure 2.6.1). 

These lower limits have significantly increased the numbers of households affected

by the cap. The initial limits particularly affected larger families, as well as

households in London and other higher rent areas. The revised lower limits,

however, now have a much greater effect both on smaller households and on

households outside London across the rented sectors. 

In practice, the initial cap impacted on considerably fewer households than

expected. Numbers fluctuate slightly from month to month, but for Great Britain as

a whole they peaked at 28,434 in December 2013. By October 2016 the numbers

had eased down to 19,095.5 Changes of circumstances have seen continuous

monthly flows of households into and out of the benefit cap. In total, some 79,450

households had been subject to the cap at some point but were no longer capped

in August 2016. Of those, some two-fifths ceased to be affected as they were in

work and had an open working tax credit claim. However, it is not clear how far the

benefit cap in itself has contributed towards the movement of households into

work, as changes in circumstances and moves in and out of often insecure and low-

paid jobs are established features for many low-income households.6

Since October 2016 the numbers of claimants impacted have more than trebled –

to 68,265 in August 2017. As anticipated most of that greater impact has been felt

outside London, as shown in Figure 2.6.2 on the next page. While initially the

numbers capped in London represented close to half of the total for Great Britain,

following the lowering of the cap they now account for less than a quarter of the

total, albeit that the numbers in London almost doubled under the lower cap.

Figure 2.6.1 Tightening of the maximum benefit cap (maximum
benefit available to meet housing costs)
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Of those households impacted in August 2016, three-fifths had four or more

children and close to a further one-fifth had three children. By August 2017, under

the lower caps, the proportion of impacted families with four or more children

had fallen to just under a third of all cases, while families with three children now

represent just over two-fifths of those affected. 

At both dates the households impacted nationally were slightly more likely to be

located in the social sector rather than the PRS. While there are far more out-of-

work large families in the social rented sector, a greater proportion of those

families in the private rented sector are caught by the benefit cap by virtue of the

sector’s higher rents, even though the actual numbers are smaller.

The extent of these losses, and the limited funds available to meet housing costs

beyond basic welfare living allowances, will clearly make it difficult if not

impossible for many larger households to pay rent anywhere, let alone in higher

value areas, as shown in Figure 2.6.1. As at August 2017, for families with four

children nearly four-fifths faced shortfalls in excess of £50 per week, and over a

fifth faced shortfalls of over £100 a week. Among families with five or more

children over 90 per cent faced shortfalls in excess of £50 per week, and over half

shortfalls in excess of £100 per week.7 The potential for this policy to lead to

homelessness for those households where movement into employment is not

practical is all too clear.

Universal credit
Universal credit combines several existing benefits, including housing benefit, and

aims to radically simplify the structure of welfare benefits in the UK. A full account

of the structural reforms has been given in earlier editions of the Review. 

The new regime is operational nationally for single-person claimants, but is only

now beginning to be rolled out in a small number of areas for couples and family

households. The overall timetable for introducing the new regime was substantially

– and repeatedly – deferred from the original plans, not least due to difficulties 

in developing the IT system for a still complex scheme. The detailed regulations 

and operational requirements for UC were only finalised quite recently. Poor

management and lack of cost controls in its development have been severely

criticised in two reports from the National Audit Office.8

It is still the case that the great majority of current UC claimants are single people,

and it is only since November 2015 that UC has been available in a small number

of areas for families with children. Even now UC is only available for new claims by

couples and families with children in just over 125 Jobcentre areas.9 In theory the

roll-out for all new claimants is due to be completed by September 2018, with

existing claimants being switched over to UC between 2019 and 2022.

There have been numerous reports expressing concerns about levels of arrears

associated with the UC regime, including most recently one by the Smith Institute.10

This and other reports have identified the six-week period of delay built into the

structure of the regime as one of the factors causing arrears. Several other concerns

have been expressed about the administration of the scheme, including about

monthly payments, the cost and operation of the UC telephone helpline, and the

presumed minimum-income floor in any period for self-employed claimants.
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Figure 2.6.2 Sharp rise in benefit cap cases outside London after
November 2016 lowering of the cap 
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Following a deal of controversy the government abandoned the charges for the

telephone helpline, and in the 2017 Autumn Budget announced a number of

reforms. These included removing the seven-day ‘waiting period’ that was one

element of the overall six-week period of delay (from February 2018); permitting

housing benefit payments to continue for two weeks following a UC application

for existing HB claimants (from April 2018); for some claimants, allowing interest-

free advances of up to four weeks within five days of making a UC claim, to be

recovered over a 12 month period (from January 2018); and, finally, slightly easing

the arrangements for the rental element of UC to be made direct to a landlord.

While not altering the fundamental structure of the scheme these were estimated

by the government to cost £300 million in 2018/19.11 It remains to be seen just

how far these changes will go towards ameliorating the difficulties caused by the

scheme’s administration.

It should also be noted that the scheme will operate with some important

modifications in Scotland and Northern Ireland. In those countries payments will

be made twice a month, and payments of the housing element within UC will be

more readily paid direct to landlords.

While the original UC regime would not, in itself, have involved any further

reduction in benefit levels, it would still have produced gainers and losers relative

to the current regimes, albeit that existing claimants would be provided with

transitional protection.12 However the potential work incentive credentials of the

UC regime have been undermined by the changes announced in the Summer 2015

Budget. These involved, among others, a reduction in the permitted earnings levels

before working claimants are subject to a ‘tapered’ reduction in their entitlement.

While the pre-referendum Conservative government backtracked on its proposals

for tax credit cuts in the 2015 Autumn Statement, it confirmed that the cuts to UC

allowances would go ahead. The lower UC ‘work allowances’ came into effect in

April 2016. The higher child allowance for a first child within UC was removed

from April 2017. The 2016 Autumn Statement reform, which partly offset these

cuts by reducing the UC taper rate from 65 per cent to 63 per cent (also from 

April 2017), will only have a marginal impact for households in lower-paid

employment, as shown in Figure 2.6.3.

Figure 2.6.3 focuses on the case of a lone parent with two children and contrasts

the impact of the revised universal credit scheme with that of the welfare regime

based on housing benefit and tax credits, that it is now replacing. This shows that

only when gross earnings exceed £300 per week does the UC regime become 

more advantageous than the old regime. In other words, any lone parent working

less than 40 hours at the minimum wage will be worse off under the new UC

regime. While UC is generally advantageous for couples with children (unless they

are on very low levels of part-time earnings), they will also gain less under the

revised UC regime, compared to its original version, unless they earn more than

£260 per week. 

The diminished work incentives offered to households in low-paid work must also

been seen against the broader economic context, the rise in housing costs associated

with the growth of private renting, and previous in-work welfare benefit cuts.

Together these have resulted in record levels of poverty among working families.13

Figure 2.6.3 Impact of universal credit reforms on total net income
after housing costs (AHC)
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