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Preface
The OECD Tax-Benefit model (TaxBEN) incorporates detailed policy rules for tax liabilities
and benefit entitlements as they apply to individual families across OECD member countries.
Its main use is to calculate the amount of taxes that people are liable to pay, and the
government transfers they are likely to receive, in different family and labour-market
situations. The model includes legal policy rules that are relevant for people of working age
(from 18 years old until the statutory retirement age) and their dependent children. Income tax
liabilities and benefit entitlements are calculated for a broad set of stylised families
(“vignettes”, e.g. a married couple of 40 years old adults with two children aged 4 and 6
respectively). Model users are free to change many of these characteristics, including the age
and number of children, activity status of adult members, hours of work, current and past
earnings levels, unemployment duration, social contribution records, and housing-related
costs. The model has been updated annually since the early 2000s for most OECD countries.
TaxBEN’s policy scope includes the main taxes on employment income (earnings), social
contributions paid by individuals and by employers, as well as the main cash and near-cash
benefit programmes, including unemployment benefits, family benefits, guaranteed
minimum-income benefits, cash housing benefits, and employment-conditional benefits.
Disability benefits and support for non-parental childcare are included for a sub-set of
countries and years. The most important policy areas that are outside the scope of the model
include taxes on wealth (e.g. taxes on immovable and unmovable properties, including local
taxes), indirect taxes (e.g. VAT), early-retirement benefits, sickness benefits and in-kind
transfers (e.g. free school meals, subsidised transport and free health care).
This report describes the taxes and benefits that are included in the model and focuses on the
rules that are relevant for family, individual and labour-market circumstances that are within
its scope. The Annex provides information on other cash benefits and taxes on employment
incomes that can be relevant for some members of the working-age population, but which are
not included in the TaxBEN model.
Reading notes and further details on the scope and content of this report


The reference date for policy rules described in this report is April 6, 2020.



Guidelines for completing and updating this report are provided here.



Further information on the model, model results, and references to reports and analytical
uses is available on the project website. A methodology document provides a full
description of the assumptions underlying the model as well as the model choices that users
can make. The symbol
in the text provides a link to a glossary of technical terms.



Section titles provide the names of taxes and benefits as they are known in the country:
first, direct translation into English, then (in brackets) the name in the national language.



In order to facilitate transparency between the policy descriptions and the associated code
in the model, the variable names are indicated in the text in square brackets using the
following format: [variable name], for instance: [AW] for the average wage.
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The OECD tax-benefit model for the United Kingdom: Policy rules in 2020

1. Reference wages
Average wage [AW]: The OECD tax-benefit model uses Secretariat estimates of the
average full-time wage (available here).1 If Secretariat estimates are not available yet, the
model uses wage projections obtained by applying forecasted wage growth2 to the latest
available wage estimate.
The minimum wage [MIN] in 2020 is GBP 8.72 per hour for those aged 25 and over (lower
rates apply for other age groups). The annual earnings of a full-time minimum wage worker
is computed by multiplying the hourly minimum wage (as of April 6 2020) by 40 * 52, i.e.
GBP 8.72* 40 * 52 = GBP 18,137.6.

2. Unemployment benefits
Jobseeker’s Allowance (JSA) can be paid to claimants who are unemployed and looking
for full-time work. JSA is available for men and women aged 18 or older but below State
Pension Age. There are some exceptions for individuals aged 16 and 17. They must have
entered into a Claimant Commitment and must be capable of, available for and actively
seeking work as an employee or as self-employed.
JSA (contribution-based) is paid to those who satisfy the national insurance contribution
conditions (see Section 2.1).

2.1. Jobseeker’s Allowance (Contribution Based)
Variable names: [UI_p; UI_s]
This is an unemployment insurance benefit. It is contributory, not means-tested and is
taxable.

2.1.1. Eligibility conditions
Age: 18 years old in most cases, though those aged 16 or 17 may also qualify in some
circumstances.
Contribution/employment history: JSA (contribution-based) is a personal benefit paid to
unemployed people who have paid or been credited with sufficient National Insurance
contributions in the last two full tax years before the year in which they make their JSA
claim. There are two conditions that must be fulfilled for an individual to have a sufficient
contribution record:


The first condition requires the person to have paid Class 1 (employee) National
Insurance contributions (or, in some exceptional circumstances, Class 2 (self-

1

Average Wages are estimated by the Centre for Tax Policy and Administration at the OECD. For
more information on methodology see the latest Taxing Wages publication.
2

Wage growth projections are based on OECD Economic Outlook and EU economic forecasts (for
non-OECD countries).
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employed) contributions, or a combination of Class 1 and 2 contributions) in at
least one of the two previous tax years on amounting to at least 26 times the
minimum weekly contribution for that year. Since earnings above the minimum
are disregarded, this effectively means that the claimant must have been employed
(or, exceptionally, self-employed) for at least 26 weeks in one of these tax years,
though not necessarily continuously. If, however, a claimant has multiple
concurrent employments, it is possible for them to pay multiple contributions in
respect of the same tax weeks, and therefore satisfy the condition in fewer than 26
separate weeks.


The second contribution condition requires the person to have paid, or been
credited with, Class 1 contributions (or, in some exceptional circumstances, Class
2 contributions) in both of the relevant income tax years amounting to a total of at
least 50 times the minimum contribution for that year.

Payment of Class 1 and Class 2 National Insurance contributions gives rise to an ‘earnings
factor’ which is used to calculate entitlement to contributory benefits. For Class 1
contributions, the earnings factor is the amount of earnings, excluding those above the
upper earnings limit (UEL), upon which contributions have been paid. The minimum rate
at which an individual is deemed to have made a contribution is the lower earnings limit
(LEL) GBP 120 in 2019-20. Note, however, that earnings above the LEL are disregarded
when determining the first contribution condition.
Behavioural requirements and related eligibility conditions:
TaxBEN assumes that
these conditions are satisfied when simulating unemployment benefits.3 To qualify for JSA,
jobseekers must be available for work: in most cases this means that they must be willing
and able to take up work immediately. There are some exceptions to the requirement to be
able to take up work immediately, e.g. carers, volunteers and persons providing a service.
In some situations jobseekers can restrict their availability. However, they must have
reasonable prospects of getting work unless the restrictions are reasonable in view of their
physical or mental condition, or if they are a lone parent whose availability is restricted to
their child’s normal school hours.
Jobseekers must also be actively seeking work. To be actively seeking work jobseekers
must take reasonable steps to have the best prospects of securing employment.
JSA may be sanctioned if the claimant:


Fails to report a change without good reason; or



loses a job because of misconduct; or



leaves a job voluntarily without good reason; or



refuses to accept or fails to keep to their ‘claimant commitment’; or



fails to apply for or accept a job without good reason; or



declines a job offer without good reason; or

3

Details on behavioural requirements and sanction provisions for unemployment benefits are
reported in regularly updated companion reports, see Immervoll and Knotz (2018), Langenbucher
(2015) and Venn (2011).
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fails to attend an interview without good reason.

There are also training scheme and employment programme-related sanctions. If
attendance on a training scheme or employment programme is compulsory, jobseekers can
be sanctioned if they:


lose their place because of misconduct; or



give up or fail to attend the scheme or programme without good reason; or



are notified of a place on a scheme or programme and fail to apply for or accept it
when offered to them without good reason; or



fail to participate or undertake any activity mandated by the scheme provider; or



decline a reasonable opportunity of a place without good reason.

If JSA is sanctioned:


the length of time for which it is sanctioned is fixed up to a maximum of 156 weeks
(approximately 3 years) depending on the reason for the sanction and the number
of previous sanctions of the same level. During the sanction period JSA is not paid;



special rules apply for 16 or 17 year olds;



if a jobseeker disagrees that they should be sanctioned, or with the sanction period,
they can challenge the decision;



jobseekers may be able to get hardship payments.

2.1.2. Benefit amount
JSA contribution-based is payable at the rate of GBP 73.10 per week for a single person
aged 25 and over or GBP 57.90 per week for those aged 16-24. It is an individual benefit
and does not include an amount for partners or children.

2.1.3. Benefit duration
Jobseeker’s Allowance is payable for as long as a jobseeker meets the conditions of
entitlement. No benefit is received for the first 7 days of a benefit claim, which are known
as ‘waiting days’. Claimants are exempt from waiting days in certain cases, for example, if
the claim is made within 12 weeks of the end of a previous award.
JSA contribution-based is payable for up to 182 days in any one job-seeking period, which
may include more than one claim provided the break in entitlement is less than 12 weeks.
The entitlement to 182 days of JSA contribution-based once exhausted cannot be re-used
for a subsequent claim that relies on contributions made in the same tax years.
Once the period of entitlement to contribution-based JSA has been exhausted a jobseeker
may continue to receive income-based JSA (section 2.2), providing they continue to meet
the conditions of entitlement and their income and capital is low enough.

2.1.4. Means test
Contribution-based JSA may be reduced on a one for one basis in respect of earnings over
certain limits: normally GBP 5 a week, but GBP 20 for some special occupations. The
benefit is also by the amount by which occupational or personal pension income exceeds
GBP 50 per week.
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2.1.5. Tax treatment
The benefit is taxable.

2.1.6. Interactions with other components of the tax-benefit system
It is possible to receive contribution-based JSA alongside any other benefits, but it is
included in the income definition for the means test for Universal Credit.

2.1.7. Combining benefit receipt and employment/starting a new job
Benefit withdrawn if claimant works more than 16 hours per week. Earnings from work
reduce benefit entitlement as described in Section 2.1.4.

3. Social assistance and housing benefits
3.1. Universal Credit
Variable name: [UC]
Universal Credit combines six previous benefits – Child Tax Credits, Housing Benefit,
Income Support, Income-Based Jobseeker’s Allowance, Income-Related Employment and
Support Allowance and Working Tax Credit – into one payment. Implementation of
Universal Credit began in 2013 and is expected to be completed in 2024.In this transition
period, previous “legacy” claims continue to be administered. Since December 2018,
Universal Credit is the default working agree benefit across the UK, which is the situation
modelled in the TaxBEN model. However, legacy benefits continue to be relevant for
claimants who claimed before this date.

3.1.1. Eligibility Conditions
A claimant has to meet the following basic conditions of entitlement:


To be 18 or over (with some exceptions),



To be under state pension credit age,



To be resident in Great Britain,



To have a National Insurance Number,



To not be in full-time education (with some exceptions), and



To have accepted a claimant commitment.

3.1.2. Benefit Amount
Universal Credit payments are made up of
1. A standard allowance and any extra amounts that apply if the claimant has children,
a disability or a health condition which prevents them from working. In the
TaxBEN model, this component is typically shown in the variable for Social
Assistance (SA). However, if the model is asked to calculate unemployment
benefit entitlements without social assistance or housing top-ups, the model
assumes that the unemployment benefit recipient will claim Universal Credit (but
does not have any housing costs), and the resulting amount is shown as
unemployment assistance (variables UB, UA). This is because UC replaces
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income-based Jobseeker’s allowance, which was classified as unemployment
assistance.
2. Support for housing costs – this is shown in the variable HB, except when the
model is asked to calculate unemployment benefit entitlements without social
assistance top-ups, but with housing benefits. In this case, the variable HB contains
the entire universal credit amount.
3. Support for childcare. In the TaxBEN model, this support is attributed to the
variable childcare benefit (see section 5.2.
As there is only one means-test for Universal Credit, the components SA, HB and
cc_benefit are calculated in the following way: first, the childcare component is completely
attributed to the cc_benefit variable. The remainder of Universal Credit is separated into
the variables SA and HB according to the relative size of the standard allowance and the
(eligible) housing costs, depending on household structure and family composition as
chosen by the model user.
Figure 3.1 illustrates the classification of Universal Credit depending on the model run for
a single jobseeker without children. The left panel assumes that the person is entitled to
unemployment benefits, the right hand side that she is not. The X-axis shows different
combinations of model runs, with and without housing benefits, that a user might model,
and the resulting contributions of various benefits on net income. UI stands for
unemployment insurance, which is contribution-based jobseeker’s assistance in the UK.
Figure 3.1. Classification of Universal Credit in the TaxBEN model
Net income and benefit components by model run, single jobseeker without children, GBP per year, 2019
Jobseeker is entitled to unemployment benefits
UI

UA
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Jobseeker is not entitled to unemployment benefits
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Source: Source: OECD Tax and Benefit Models. http://oe.cd/TaxBEN
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In a similar way, Figure 3.2 shows net income by benefit component for two cases: in the
left panel, a jobseeker is entitled to unemployment benefits, but does not claim social
assistance or housing benefit. The TaxBEN model assumes that this person still makes a
claim for universal credit, but does not have housing costs. Because it is a run without
social assistance top-ups, the graph shows the standard allowance of universal credit as
unemployment assistance, to preserve the continuity from the legacy benefit income-based
jobseeker’s allowance. In the right panel, the jobseeker is assumed to apply for social
assistance and housing benefit top-ups. TaxBEN translates this to a full Universal Credit
claim, as shown by the social assistance and housing benefit components.
Figure 3.2. Classification of Universal Credit in the TaxBEN model, principal out of work
Net income by benefit and duration of unemployment, single jobseeker without children, GBP per year, by
model run and duration of unemployment
Jobseeker is entitled to unemployment benefits, but does not
claim SA or HB top-ups
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Source: Source: OECD Tax and Benefit Models. http://oe.cd/TaxBEN

If the principal household member is in work, but the user specifies a run without SA topups, TaxBEN assigns Universal Credit to in-work benefits, to preserve the continuity from
the legacy benefits working tax credit and child tax credit. Note that if the principal is
unemployed, assignment will always be to social assistance or unemployment assistance,
even if the spouse is assumed to be employed. This asymmetry between the work status of
principal and spouse is necessary to preserve the consistency of the timeline for the UK.
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Figure 3.3. Classification of Universal Credit in the TaxBEN model, principal in work
Net income by TaxBEN model run-type, benefit and working hours of the principal household member at the
minimum wage, couple with 2 children, spouse works full-time at the minimum wage.
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Standard allowance
Variable name: [SA, UA, HB4, IW5]

4

In runs where the principal is out of work and where the user has chosen to run the model without
social assistance, but with housing top-ups.
5

In runs where the principal is in work and the user has chosen to run the model without social
assistance.

OFFICIAL

hb

12 │
Universal Credit (Monthly Figures)
Temporary rates due to COVID19 – in place on the TaxBEN
reference date 6th of April 2020
Standard Allowance – single
Standard allowance – couple

Under 25

25+

£342.72
£488.59

£409.89
£594.04

Because of the COVID-19 crisis, the standard allowance has been increased by £20 per
week for all new and existing claimants.
Support for Children
If the claimant has 1 or 2 children, they will receive an extra amount for each child.6
If the claimant has 3 or more children, they will receive an extra amount for at least 2
children. Claimants can only receive an extra amount for more children if any of the
following are true:




The children were all born before 6 April 2017,
They were already claiming for 3 or more children before 6 April 2017, or
Another exception applies (not simulated in the TaxBEN model).

The claimant can also receive an extra amount for any disabled or severely disabled child,
irrespective of how many children they have or when they were born. Note that the situation
of disabled children is not simulated in the TaxBEN model.
Extra monthly amount
For the first child
For the second child and any other eligible children
For a disabled or severely disabled child
If the claimant is entitled to a childcare supplement (see
Section 5.2. )

£281.25 (born before 6 April 2017)
£235.83 (born on or after 6 April 2017)
£235.83 per child
£128.25 or currently 400.29 in 2020
Up to 85% of childcare costs (up to £646.35 for one child
and £1,108.04 for 2 or more children), see Section 5.2.
for more details.

Support for those with disabilities
If the claimant has a disability or health condition, they may receive an additional amount
as set out in the table below.7 Note that this situation is not simulated in the TaxBEN model.

6

Top-ups for children are included in the SA variable in the TaxBEN model.

7

For more details, see https://www.gov.uk/health-conditions-disability-universal-credit.

OFFICIAL

│ 13
Extra monthly amount
If the claimant has limited capability for work and work-related activity

£341.92

If the claimant has limited capability for work and started health-related Universal
Credit or Employment and Support Allowance (ESA) claim before 3 April 2017

£128.25

Support for carers
If the claimant cares for a severely disabled person, they receive an additional monthly
amount as follows. Note that this situation is not simulated in the TaxBEN model.
Extra monthly amount
If the claimant provides care for at least 35 hours a week for a severely disabled
person who receives a disability-related benefit

£162.92

This is on top of any extra amount the claimant will receive if they have a disabled child.

Support for housing costs
Variable name: [HB]
Claimants may receive support for housing costs. How much the claimant receives depends
on their age and circumstances. The payment covers eligible rent. (The TaxBEN model
focuses on households in rented accommodation; if the claimant is a homeowner, they may
be able to get a loan to help with interest payments on their mortgage or other loans they
have taken out for their home through the Support for Mortgage Interest scheme, see
Annex).
Eligible rent may differ from the contractual rent. This may happen, for example, if the
contractual rent includes ineligible service charges or is deemed to be excessive (either for
the property in question or relative to other rents in the area) or if the size of the property
is excessive relative to the claimant’s needs. In the private sector (the situation simulated
in the TaxBEN model), the maximum amount a family can claim is the Local Housing
Allowance (LHA) rate, which varies by the number of occupiers in a household and the
area in which they live. The household size criteria determine the appropriate number of
bedrooms for which the occupiers qualify: a family is entitled to one bedroom for each
couple or single person aged 16 or over, for any two children of the same sex aged under
16 and any two children under 10. The maximum entitlement is four bedrooms. Single
people without children aged under 35 can only claim the ‘shared accommodation’ rate. In
most circumstances, benefits are paid directly to the tenant rather than to the landlord.
There are situations where an individual’s circumstances might require larger
accommodation than the size criteria would allow, and they may consequently face a
shortfall in their ability to meet their rent as a result. In such cases (and in others), the local
authority has a discretionary power to consider the award of Discretionary Housing
Payments which can address an individual’s specific accommodation needs where
necessary. These discretionary payments are not simulated in the TaxBEN model.
The weekly LHA rates used in the TaxBEN model are those for Maidstone in Kent, which
are as follows from April 2020:
Maidstone Broad Rental Market Area
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Shared Accommodation
1 Bedroom
2 Bedrooms
3 Bedrooms
4 Bedrooms

£88.85
£149.59
£187.56
£224.38
£287.67

There are also national caps on LHA rates, which are currently set at the following levels
(as of April 2020):





£295.49for shared accommodation and one bedroom properties,
£365.92for a two bedroom property,
£441.86 for a three bedroom property,
£593.75for a four bedroom property.

Because of the COVID-19 Emergency, LHA rates have been increased to the 30th percentile
of market rents. This applies to all private renters claiming Universal Credit.

Other support the claimant could receive
If the claimant receives Universal Credit, the claimant may also be able to get other
financial support depending on their circumstances.

3.1.3. Benefit duration
Universal Credit is paid as long as the conditions are fulfilled, after the assessment period.

3.1.4. Means test
Most forms of income, including occupational pensions, reduce the claimant’s Universal
Credit payment on a one-for-one basis. However, some benefits, such as Child Benefit are
fully disregarded.
However, earnings net of income tax and employee’s National Insurance Contributions are
subject to a single taper rate of 63%. There is also a work allowance which disregards a
certain amount of earnings for those with children or limited capability for work. The work
allowance is £292 per month for those receiving the housing support in Universal Credit
and £512 per month for those not receiving housing support.
For those who are self-employed, there is a Minimum Income Floor is calculated using the
National Minimum Wage for their age group, multiplied by the number of hours they are
expected to look for and be available for work. It also includes a notional deduction for tax
and National Insurance. If self-employed earnings are below the Minimum Income Floor,
the Minimum Income Floor is used to calculate Universal Credit entitlement rather than
actual earnings. Following the outbreak of COVID-19, the DWP temporarily relaxed the
application of the Minimum Income Floor for all self-employed Universal Credit claimants
from 6 April (outside of the scope of TaxBEN).
The benefit cap may also limit the total amount of benefit received. The benefit cap restricts
the amount that claimants may receive in benefits including Jobseeker’s Allowance,
Universal Credit and Child Benefit. The Benefit Cap rates are £20,000 per year for couples
and lone parents (£23,000 in Greater London; this situation is not simulated in TaxBEN) and
£13,400 per year for single people without children (£15,410 in Greater London). Certain
groups are excluded from the benefit cap, including those claiming disability benefits and
those earning at least 16 times the hourly minimum wage per week (£604 per month in
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2020–21). There is a nine month grace period during which the cap does not apply for those
who were previously in work for at least a year earning at least 16 times hourly minimum
wage per week (£604 per month in 2020–21).

3.1.5. Tax treatment
Universal Credit is not taxable.

3.1.6. Interactions with other components of the tax-benefit system
Contributions based benefits (new style JSA and ESA) can be received alongside Universal
Credit but reduce Universal Credit entitlement on a one-for-one basis.

3.1.7. Combining benefit receipt and employment/starting a new job
Universal Credit recipients can be unemployed or working, as there are no-cliff edges or
maximum working hours to be entitled but the amount received is dependent on any
earnings, and are taken into account in the means test as described above.

4. Family benefits
4.1. Child benefit
Variable name: [FB, FAMBEN]
This is a non-contributory benefit, not means-tested (though there is a tax charge applicable
to claimants and their partners if they have an Adjusted Net Income (ANI) over a specified
amount under certain conditions that is related to the amount of Child benefit payments
received) and it is not taxable. The Tax Charge is known as the High Income Child Benefit
Charge (HICBC).

4.1.1. Eligibility conditions
Child Benefit is paid in respect of each child in the family aged under 16 where specified
eligibility conditions are met or in respect of a young person who has not attained the age
of 20 if still in approved education or training and other related eligibility conditions are
met.

4.1.2. Benefit amount
Child Benefit is payable at the weekly rate of GBP 21.05 for the eldest child for whom
benefit is payable and GBP 13.95 per week in respect of each other child.

4.1.3. Benefit duration
As long as the eligibility conditions hold.

4.1.4. Means test
Child Benefit is not subject to any means test, but claimants are subject to a tax charge for
those with an annual ANI in excess of GBP 50,000 who claim child benefit or whose
partner claims it (the partner with the higher income is liable to the tax charge). For those
with income between GBP 50,000 and GBP 60,000, the amount of the charge is 1% of the
Child Benefit received for every GBP 100 of taxable income over GBP 50,000. For those
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with income over GBP 60,000 the tax, charge is equal to the amount of Child Benefit.
Claimants can keep receiving their Child Benefit payments and pay a tax charge, or
alternatively stop receiving their Child Benefit payments.

4.1.5. Tax treatment
The benefit is not taxable.

4.1.6. Interaction with other components of the tax-benefit system
The benefit is universal and can be received together with any other benefit.

4.1.7. Combining benefit receipt and employment/starting a new job
No restrictions, but see Section 4.1.4 above for details of High-income Child Benefit
Charge.

5. Net costs of Early Childhood Education and Care
The reference date for the policy rules described in this section is April 6, 2020.
Education is a devolved responsibility, and each of England, Scotland, Northern Ireland
and Wales are responsible for setting the policy and monitoring participation in childcare
for pre-school children in their respective countries. The TaxBEN model simulates the
situation in England.
In England and Wales, children enter primary school from age five (the compulsory school
age) though many start in the reception class of primary school at age four.
In Scotland, children born between March and August start school in the August of, or
following, their fifth birthday. Those born between September and February start school in
the August prior to their fifth birthday. As such, children in Scotland usually start school
between the ages of 4.5 and 5.5 years old.
In Northern Ireland, children enter primary school from age four.
Prior to starting school, children may participate in pre-school, but this is not compulsory.

5.1. Gross childcare fees
Variable name: [UKcc_cost]
The mean hourly fee charged by providers in England in Spring 2019 was estimated to be
£5.15 for children under age two, £5.16 for children aged two and £5.04 for three and four
year old preschool children8. These figures vary for Scotland, Wales and Northern Ireland
The TaxBEN model uses a figure for gross childcare costs of GBP 231.75 per week. This is
taken from a survey conducted by the Family and Childcare Trust and reflects the average
fee for a full time nursery place for a child aged 2 or over in England in 2018.

8

Mean hourly fees from the Survey of Childcare and Early Years Providers: Local Authority Fees
Statistics, England, 2019
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5.1.1. Discounts for part-time usage
The same survey suggests that the average cost for a part time (25 hours per week) nursery
place in England for a child aged 2 or over in 2015 was GBP 120.66.Fee discounts and free
provision
Variable name: [cc_susbsidy]
Some free provision is available in England, Scotland and Northern Ireland and Wales.

5.1.2. Eligibility
All three and four year olds in England are entitled to free provision of 30 hours per week
for 38 weeks per year if both parents and earn at least 16 times the minimum wage each
week, and neither parent has a taxable income of more than GBP 100,000. All other three
and four year olds are entitled to 15 hours of free childcare per week for 38 weeks per year.
Disadvantaged two year olds who meet the eligibility criteria (broadly speaking, that their
family is receiving an out-of-work benefit) are also entitled to a free place (though this
provision is not simulated in the TaxBEN model as workless families are assumed not to
require childcare). Children become eligible for a free place from the term after their second
or third birthday.
Free early education places are available at nursery schools, nurseries on school sites,
nursery classes in schools and academies, children’s centres, day nurseries, playgroups and
pre-schools and with child-minders.
In Scotland, all 3 and 4 year olds are entitled to part-time free provision from the term
beginning after their 3rd birthday (starting in August, January or April). Around a quarter
of 2 year olds are also eligible, based on entitlement to certain benefits and also 2 year olds
who are looked after, under a kinship care order, or with a parent appointed guardian. The
local authority may offer places at nurseries, nursery classes in schools, playgroups, or
child-minders either through their own services or through partners in the private or third
sector.
In Northern Ireland the Pre-school Education Programme (PSEP) is a universal service
which offers funded pre-school education places for children in their immediate pre-school
year. Pre-school education places are available in nursery schools, primary schools with
nursery units and voluntary and private settings.
In Wales, all children are entitled to a minimum of 10 hours of free early education from
the term after their third birthday until they start full time education, which is usually the
September after they turn four. Access to early education is via local authorities, and in
some areas children will receive more than the minimum number of hours available. Under
the terms of the Childcare Offer for Wales working parents of three and four year olds can
access a total of 30 hours of government-funded early-education and childcare for 48 weeks
per year. This includes the universal early education provision. A working parent is one
who earns the quivalent of 16 hours at the minimum wage each week, and neither parent
has a taxable income of more than GBP 100,000.
Across Wales the Flying Start programme provides free additional support to two and three
year olds in more deprived communities. As well as a range of additional healthcare and
developmental support this includes 12.5 hours of childcare per week across school terms.
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5.1.3. Amount of discount or free provision
In England, free provision for 3 and 4 year-olds amounts to 1,140 or 570 hours a year
depending on whether parents are working or not (see Section 5.2.1 above). This is spread
over no fewer than 38 weeks of the year (so generally 30 or 15 hours a week for 38 weeks).
In Scotland, 3 and 4 year-olds are entitled to 600 hours of free early learning and childcare
per year. This must be over a minimum of 38 weeks a year and need not be confined to
term time.
In the PSEP in Northern Ireland, nursery schools and primary schools with nursery units
can offer either full-time (minimum of 4.5 hours per day) or part-time (minimum of 2.5
hours per day) sessions. All voluntary and private pre-school education providers offer
part-time sessions only. Places in the PSEP are funded for 38 weeks of the year.
In Wales some 2-3 year olds are able to access 12.5 hours of free childcare across school
terms. All 3-4 year olds are able to access a minimum of 10 hours of early-education,
though the exact amount of provision varies across local authorities. The 3-4 year olds of
working parents are then entitled to up to a further 20 hours of government-funded
childcare, making an overall entitlement of 30 hours of combined provision, which is
available for 48 weeks per year.

5.1.4. Variation by income
In England, disadvantaged 2 year-olds from families claiming an out of work benefit9 are
also entitled to a free part-time early education place, but otherwise there is no variation in
entitlement by income.
Similarly, in Scotland 2 year-olds in families entitled certain benefits and those who are
looked after, under a kinship care order, or with a parent appointed guardian are entitled to
a free part-time early education place, but otherwise there is no variation by income.

5.2. Child-care benefits for formal centre-based care
Variable name: [cc_benefit]
There are two types of childcare support in the UK. First, there is an additional element of
Universal Credit (see Section 3.1. ) to support parents with childcare costs. This is a benefit.
Second, there is a ‘Tax-Free Childcare’ scheme, which is available more widely. This is a
workers right for workers with associated childcare costs. Families must choose which of
these schemes they wish to take advantage of. In the TaxBEN model it is assumed that they
choose whichever is most advantageous.

5.2.1. Eligibility
To claim the childcare element of Universal Credit, the claimant must be aged 16 or over.
If the claimant is a lone parent, he or she must be in paid work. For couples, both members
must be in paid work. However, only one partner needs to work if the other partner is
receiving a disability benefit, is an in-patient in hospital, or is entitled to Carer’s Allowance.
To qualify for the Tax-Free Childcare Scheme, the claimant (and their partner of
applicable) must be in work and earning at least 16 times the minimum wage (that is, GBP

9

Including Income Support and Income-Based JSA.
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131.36 per week for those aged 25 and over), but their adjusted net income must be below
GBP 100,000 per year.

5.2.2. Benefit or subsidy amount
The childcare element of Universal Credit is payable for the cost of “registered” or
“approved” childcare. It can cover up to 85% of a family’s childcare cost subject to a
maximum cost of £646.35 per month for one child and £1,108.04 per month for two or
more children. This means that the maximum a family can receive is £549.40 per month
for one child and £941.83 for two or more children.
The Tax-Free Childcare scheme pays for 20% of parents’ childcare costs up to a maximum
of GBP 10,000 per year for each child up to 11 years old (GBP 20,000 per year for disabled
children, though this situation is not simulated in the TaxBEN model). The maximum
benefit is thus GBP 2,000 per child per year (or GBP 4,000 per year for disabled children).

5.2.3. Benefit duration
No limit.

5.2.4. Means test
See Section 3.1.4. for details of the means test for Universal Credit.
For Tax-Free Childcare, both parents must have earnings have an adjusted net income
under GBP 100,000 as stated in Section 5.5.1 above in order to qualify, but other than this,
there is no variation by income.

5.2.5. Tax treatment
Both Working Tax Credit and Tax-Free Childcare are not taxable.

5.2.6. Interaction with other benefits
See Section 6.1.6 for details of how the Working Tax Credit interacts with other benefits.
Receipt of Tax-Free Childcare is not compatible with receipt of Universal Credit or other
monetary forms of government childcare support such as bursaries or tax exemptions.

5.2.7. Combining benefit receipt or subsidy and employment/starting a new job
For both Universal Credit and Tax-Free Childcare, claimants must be in work to qualify;
see Section 5.3.1 above. However, parents with work agreed to start in the future can apply
a month in advance.

5.3. Child care allowance for children not using child care centers
Tax-Free Childcare can be used for any regulated childcare whether or not at the providers’
premises; for instance, nannies.

5.4. Tax concessions for childcare expenditures
Tax-Free Childcare allows working parents to deposit funds into a special account, have
government subsidy added on an 80:20 ratio and spend the balance created on childcare for
work Eligibility
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All parents must work at least 16 hours a week and earn no more than £100,000 per year

5.4.1. Maximum amount
Parents can receive a maximum of £2,000 government subsidy this way per child, per year.

5.4.2. Variation by income
The rate of subsidy is not varied by the parent’s income, so long as they remain eligible.

5.4.3. Impact on overall income tax calculation
Although the scheme replaces a tax exemption, Tax-Free Childcare is not a tax exemption
and so does not impact overall tax calculations.

6. In-work benefits
Universal Credit can be claimed while in work, see Section 3.1.4.

7. Social security contributions and payroll taxes
7.1. National Insurance Contributions
Variable names: [SOCSEC_p; SOCSEC_s; SSCR_p; SSCR_s]
National Insurance Contributions are payable by employees earning more than GBP 183 in
any week. These amount to 12 per cent of earnings between GBP 183 and GBP 962 per
week, and 2 per cent of earnings above GBP 962 per week. All employees earning under
GBP 183 per week do not have to make National Insurance Contributions, but those
earnings between GBP 120 and GBP 183 per week are deemed to have made a notional
contribution, which gives them entitlement to benefits.
Employer's contributions are not payable for employees earning less than GBP 169 per
week. The rate of employers’ contributions is 13.8 per cent of earnings above GBP 169 per
week.
Eligible employers (those with NIC liabilities under £100,000 in the previous tax year, who
don’t operate in the public sector) are able to claim relief off their Employer National
Insurance contributions of £,4,000 in 2020-21 (not modelled in TaxBEN).
For those aged under 21 and those aged under 25 on a recognised apprenticeship training
programme, employer National Insurance contributions are zero on earnings less than GBP
962 per week. Contributions are still payable on earnings above GBP 962 per week at the
standard 13.8 per cent rate.
The apprenticeship levy was introduced in April 2017. The apprenticeship levy is charged
at a rate of 0.5% on the gross pay bill of employers. Employers will receive an allowance
of GBP 15 000 per year to offset against the levy meaning that only employers with a gross
pay bill of over GBP 3m will end up paying the levy. As not all employers pay the
apprenticeship levy, it is not included in the TaxBEN model.

8. Taxes
Taxation in the UK is on the individual level. The tax year begins on 6 April. Note that the
devolved administration in Scotland has powers to alter income tax rates and thresholds,
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and that these were used for the first time in the 2017–18 tax year. The TaxBEN model does
not simulate these differences, and the information in this section does not apply to
Scotland.

8.1. Income tax
Variable names: [INCTAX_p; INCTAX_s]

8.1.1. Tax allowances
Basic tax allowance: a personal annual allowance of GBP 12,500 is available to
individuals. The personal allowance is gradually withdrawn if the Adjusted Net Income is
above GBP 100,000 at a rate of 50% of all Adjusted Net Income above GBP 100,000 and
reaches zero if income is £125,000 or above.
Marriage Allowance: A member of a married couple or civil partnership may transfer
10% of their personal allowance to their spouse or civil partner (i.e. GBP 1,250 in 2020–
21) if they are not using their full allowance, providing they are not a higher or additional
rate taxpayer.
Allowances for specific types of income (not simulated in the TaxBEN model):


Dividend Allowance of GBP 2,000 for income from dividends.



Personal Savings Allowance of GBP 1,000 for taxpayers with total income below
the basic rate limit, or GBP 500 for those with total income below the higher rate
limit, for income from savings.

8.1.2. Tax base
In the TaxBEN model, the tax base is gross earnings plus contribution-based JSA minus the
personal allowance.

8.1.3. Income tax schedule
In 2020–21, all taxpayers who live in England, Wales and Northern Ireland are liable on
taxable income other than savings and dividend income at the basic rate of 20 per cent for
the first GBP 37,500, a higher rate of 40 per cent over the basic rate limit of GBP 37,500
up to GBP 150,000, and an additional rate of 45 per cent over GBP 150,000. (Taxable
Income is defined as gross income for income tax purposes less allowances)
Taxable income (GBP)
0 – 37 500
37 510 – 150 000
Over 150 000

Rate %
20
40
45

In 2020–21, all taxpayers who live in Scotland are liable on taxable income other than
savings and dividend income at the starter rate of 19 per cent for the first GBP 2,085, a
basic rate of 20 per cent over the starter rate limit of GBP 2,0845 up to GBP 12,658, an
intermediate rate of 21 per cent over the basic rate limit of GBP 12,658 up to GBP 30,930,
a higher rate of 41 per cent over the intermediate rate limit of GBP 30,930 up to GBP
150,000, and an top rate of 46 per cent over GBP 150,000 (the Scottish system is not
modelled in TaxBEN).
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Taxable income (GBP)
0 – 2,085
2,086 – 12,658
12,659-30,930
30,931-150,000
Over 150 000

Rate %
19
20
21
41
46

Special rates apply to some forms of income (not included in the TaxBEN model). Dividend
income is charged at 7.5 per cent up to the basic rate limit of GBP 37,500, 32.5 per cent
above GBP 37,500 to GBP 150,000 and 38.1 per cent above GBP 150,000. Savings income
is charged at 0 per cent on the first GBP 5,000 of total income, at 20 per cent up to
GBP 37,500, 40 per cent between GBP 37,500 and GDP 150,000 and 45 per cent above
GBP 150,000.

8.1.4. Tax credits
There are no tax credits in the UK income tax system.

9. Paid sick leave (not modelled in TaxBEN)
9.1. Sickness Benefit (Employment and Support Allowance - ESA)
9.1.1. Entitlement and eligibility conditions
A person may be eligible for ESA if they:
 are at least 16 years of age and under state pension age.
 are in Great Britain.
 have an illness, health condition or disability which limits their ability to work – this applies
regardless of their normal employment status, i.e. whether they are normally employed, selfemployed or unemployed; and
 are not entitled to Statutory Sick Pay (SSP), or their entitlement to SSP has ended.
Normally, to be entitled to New Style /Contributory ESA, a claimant has to satisfy two contribution
conditions:




To have worked and paid enough National Insurance contributions in one of the two tax years
prior to claiming ESA for at least 26 weeks; and
To have either paid, or been credited with, enough National Insurance contributions in both of
the two tax years prior to claiming ESA that is at least 50 times the minimum threshold.

The majority of new claims to ESA are to New Style ESA, which is a contributory benefit.
Universal Credit has replaced legacy (old style) ESA, though existing claimants are still
entitled to the benefit. Only people who are eligible for/receiving a Severe Disability
Premium (SDP) within the last month are able to make a new claim to legacy (old style)
ESA. Those claiming New Style ESA must also enter into a Claimant Commitment which
is a record of their work-related requirements and responsibilities in order to claim
New Style ESA
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9.1.2. Benefit amounts
The ESA provides a flat-rate benefit for ill workers according to the following rules:


Assessment phase (first 13 weeks): under 25 years of age GBP 58.90 per week; over
25 years of age GBP 74.35 per week;



Main Phase (as from 14th week (following a Work Capability Assessment)):
GBP 74.35 per week for those in the Work-Related Activity Group or GBP 113.55 per
week for those in the Support Group..

ESA is an individual benefit and does not pay additional amounts for dependants.

9.1.3. Benefit duration
Benefits are paid after a 7-day waiting period, and are paid for up to a 1-year (365 days)
period or indefinitely if a recipient is placed in the Support Group following a Work
Capability Assessment. The first 13 weeks of benefit receipt form the Assessment Phase,
which is followed by the Main Phase.
For employees infected with Covid-19, or who need to self-isolate, Employment and
Support Allowance is made available on the first day (waiving the 7-day waiting period).

9.1.4. Means test
New Style/ Contributory ESA is not subject to a means test. However, it is impacted by
any occupational or personal pension, or permanent health insurance, the claimant is
receiving

9.1.5. Tax treatment
The benefit is taxable.

9.1.6. Interactions with other components of the tax-benefit system
New Style ESA may be combined with Universal Credit as a dual claim.

9.1.7. Combining benefit receipt and employment/starting a new job
To enable ESA recipients to make a gradual move into full time work, they can work for
up to 16 hours per week and earn up to £140 per week (April 2020 rate) for an indefinite
period without it affecting their benefit entitlement. This is known as ‘Permitted Work’.

9.2. Mandatory employer sick pay (Statutory Sick Pay)
9.2.1. Entitlement and eligibility conditions
Statutory Sick Pay coverage is provided for persons with earnings at or above the Lower
Earnings Limit of GBP 120 per week.

9.2.2. Benefit amounts
Employers provide employees with a standard rate of GBP 95.85 per week.
Due to the Covid-19 pandemic, the government introduced a SSP relief package for small
and medium sized businesses (SMEs) with less than 250 employees. These employers will
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be able to claim a 100% rebate on Covid-19 related sick pay paid to their employees, for
up to 2 weeks, which will be refunded by the State. This is a temporary measure that will
be kept under constant review.

9.2.3. Benefit duration
Payment made after three waiting days for up to a maximum of 28 weeks.
SSP is payable to employees who were sick due to coronavirus or self-isolating because
they, or someone in their household, displayed symptoms of coronavirus, from 13 March
2020. It is payable from the first day of sickness or self-isolation subject to other eligibility
criteria.

9.2.4. Means test
None.

9.2.5. Tax treatment
Benefits are subject to taxation.

9.2.6. Interactions with other components of the tax-benefit system
None.

9.2.7. Combining benefit receipt and employment/starting a new job
[Not pre-filled]

10. Job retention programmes (not modelled in TaxBEN)
10.1. Coronavirus Job retention Scheme
This is a new scheme which was announced on 20th March 2020 in the context of the
COVID-19 Pandemic. It was initially intended to apply to the period from 1 March to 31
May 2020, but has been extended until 31 October 2020. New claims are only possible
until the end of June (with certain exceptions). More flexibility for the scheme was
introduced from 1 July.
Employers were required to place their employees on “furlough”, which meant that the
employee remained employed, but did not do any work for the employer. Until the end of
June, employees were required to be furloughed for a minimum of 3 consecutive weeks
each time they were furloughed to qualify for the scheme. From July, employees can be
brought back for any amount of time and any work pattern.

10.1.1. Entitlement and eligibility conditions
Employers can only claim for furloughed employees that were employed on 19 March 2020
and who were included on the employer’s PAYE payroll on or before 19 March 2020. This
means a Real Time Information (RTI) submission notifying payment for that employee to
HMRC must have been made on or before 19 March 2020. From 1 July, entitlement is
limited to employees who were subject to a valid claim for the period 1 March – 30 June
and completed at least 21 consecutive days of furlough. subject to exemptions for those
returning from statutory parental leave and armed forces reservists. Claims needed to be
submitted by 31 July for the period to 30 June.
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Employees do not have to be eligible for UB to be furloughed. Temporary workers can be
furloughed.
Employees are required to undertake no work whilst on furlough. There are no restrictions
on the general activities of employers.

10.1.2. Benefit amounts
80% of usual earnings, up to GBP 2,500 per month. 100% of the amount is publicly funded
until the end of July, 90% in September, and 80% in October. Employers can also claim
for the associated ER NICs costs and pension contributions (up to the level of the
mandatory employer contribution) for the furloughed wages.

10.1.3. Benefit duration
CJRS is payable for the time an employee is being furloughed.

10.1.4. Means test
There is no means test for CJRS purposes. However, grants are capped at a maximum of
80% of the employee’s usual earnings up to a maximum of £2,500 per month. Where a
employee is flexibly furloughed, the maximum cap is reduced proportionately to the hours
not worked.

10.1.5. Tax treatment
The CJRS grant is taxable as trading income in the hands of the employer. but any
employment costs that they have actually incurred can be deducted from this liability. The
subsequent payment of earnings to the employee is subject to income tax and National
Insurance in the usual way.

10.1.6. Interactions with other components of the tax-benefit system
CJRS is a grant payable to the employer. The employee is still employed and the subsequent
payment to the employee is a payment of earnings and subject to tax and NIC in the usual
way.
The CJRS payments flow through the Real Time Information system and are included as
employment income for the purposes of tax credits. This will not have a negative impact
on a customer’s tax credits award but could mean a customer has an increase in their tax
credits entitlement if their annual income is reduced by more than £2,500 over the tax year
Combining benefit receipt and employment/starting a new job

10.1.7. Combining benefit receipt and employment/starting a new job
An employee placed on furlough and subject to a CJRS claim may undertake no work for
the employer. However, furloughed employees are free to undertake work (paid or
voluntary) for organisations unconnected to their employer. This, for example, allows
furloughed employees to undertake charity work, or to supplement their income with
alternative temporary work.

10.2. Self-Employment Income Support Scheme
The government introduced the Self Employment Income Support Scheme (SEISS) to
support those who are self-employed or members of partnerships whose business has been
adversely affected by the coronavirus outbreak.
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SEISS provides two grants:


The first provides eligible claimants a taxable grant worth 80% of their average
monthly trading profits, paid out in a single instalment covering three months’
worth of profits, and capped at £7,500 altogether.



The second provides eligible claimants a taxable grant worth 70% of their average
monthly trading profits. Claimants must confirm that their business has been
adversely affected on or after 14 July 2020.

The value of the grant is based on a 3-year average of trading/partnership trading profits,
from the tax years 2016-17 to 2018-19. The grant amount is based on trading profits, not
on financial loss due to coronavirus. Grants are subject to income tax and National
Insurance Contributions and should be declared on claimants’ 2020/21 tax returns.
Parents and military reservists, that are not eligible under the usual criteria because having
or adopting a child or their service affected their 2018/19 tax returns, may also claim SEISS
and their entitlement is calculated on a similar but separate basis as a result.
Access to this scheme does not prohibit access to other income support schemes; if eligible,
individuals can also claim the SEISS, Coronavirus Job Retention Scheme (CJRS), and
Coronavirus Business interruption Loans.

11. Selected output from the OECD tax-benefit model (TaxBEN)
This section shows selected output of the TaxBEN model for the UK in 202 (see figure
below). TaxBEN by default produces the following output: 1) net household incomes
(black line) and 2) related income components (coloured stacked areas) for selected
family and individual circumstances (users are free to select many of these circumstances).
The model and the related web calculator is accessible from the project website. The figure
below shows output for a two-adult family with two children (adults are both 40 years old
whereas children are 4 and 6 years old respectively) and four different scenarios:


By percentage of the average wage (Panel A);



By unemployment duration (in months) for a jobseeker claiming unemployment
benefits (Panel B);



By previous gross earnings levels for a jobseeker claiming unemployment benefits
(Panel C);



By previous employment record (in months), for a jobseeker claiming
unemployment benefits (Panel D).

The stacked areas show the following household income components: GROSS = gross
earnings; UB = unemployment benefits; SA = social assistance / guaranteed minimum
income benefits; HB = housing benefits; FB = family benefits; IW = in-work benefits; SSC
= social security contributions; IT= income tax. Note that these components may be the
result of the aggregation of more than one benefit/tax into a composite category. Please
refer to the sections above for the benefits/taxes included in each category.
Social assistance and housing benefit supplements are assumed to be available in all the
four scenarios provided that the necessary income and eligibility requirements are met.
Where receipt of social assistance or other benefits is subject to activity tests (such as active
job-search or being available for work), these requirements are assumed to be met.
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Panel A assumes that one adult family member (the so-called ‘second adult’ using the
TaxBEN terminology) is out of work and not eligible for unemployment benefits (e.g.
because they have expired) whereas the other adult member (the so-called ‘first adult’) is
employed full-time throughout the entire year at different earnings levels ranging between
0 and 200% of the average wage (AW). When earnings of the first adult are precisely 0%
of the AW this person is assumed to be out of work without receiving unemployment
benefits (again, e.g. because they have expired) but claiming social assistance or guaranteed
minimum income benefits, as applicable.
Panels B to D assume that the second adult is out of work and not eligible to unemployment
benefits whereas the first adult is also out of work and claiming unemployment benefits. In
Panel B and C the first adult is assumed to have a ‘long’ employment record of 264
consecutive months before the job loss. The x-axis in Panel B measures the time of benefit
receipt, starting from the first month. The x-axis in Panel C shows the amount of previous
gross earnings (before any social contribution payments). Results in Panels C and D refer
to the 2nd month of unemployment benefit receipt. In Panel B and D, previous earnings are
assumed to be equal to the average wage.
Figure 9.1. Selected output from the OECD tax-benefit model, 2020
Couple with two children

Source: OECD TaxBEN model.

OFFICIAL

28 │

Annex: Other benefits and direct taxes

This section provides a brief description of other cash benefits and taxes on employment
incomes in the United Kingdom that are relevant for some members of the population
below the statutory retirement age, but which are not included in the OECD tax-benefit
model.

Support for Mortgage Interest
Housing Benefit cannot be claimed by people who are owner occupiers (unless they part
own and part rent).
Help is available to homeowners as support for mortgage interest (SMI) which is an interest
bearing loan and is secured by a charge on the property. SMI is available to claimants in
receipt of one of the following qualifying benefits; Income Support, Income-based
Jobseeker’s Allowance, Income related Employment & Support Allowance, State Pension
Credit and Universal Credit.
The aim of SMI is to make a contribution towards the interest on loans taken out to purchase
their home and specific loans for repairs and improvements (in UC all loans secured on the
property are eligible). The amount of the SMI loan is calculated by applying a standard
interest rate (SIR) (currently 2.61%) to the capital balance up to a maximum of £200k
(£100k for those in receipt of Pension Credit). Exceptions to these limits may apply where
a home improvement loan is needed to make the existing property suitable for a disabled
member of the household.
No help is provided towards arrears, endowment policies or capital repayments. Help is
provided from the outset of a claim for customers in receipt of State Pension Credit, but
waiting periods apply for those in receipt of Income Support, income-based Jobseeker’s
Allowance income-related Employment & Support Allowance and Universal Credit. There
is a waiting period of 39 weeks (or 9 consecutive assessment periods for Universal Credit)
when no support is provided. For claimants in receipt of UC there is a zero earnings rule
which means that where any earned income is received entitlement to SMI will cease.
SMI loans are recoverable when the property is sold or ownership transferred.
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