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Options for unemployment insurance 1

8. Options for unemployment
insurance

Martin Miklo§ and Xiaowei Xu (IFS)

Key findings

1. The UK social security system offers relatively little income protection after job
loss. Across all OECD countries, single homeowners who have just lost their jobs
retain 55% of their in-work incomes on average, falling to 22% five years into
unemployment. In the UK, this ‘replacement rate’ is 12% in both cases, as means-
tested benefits (available for those on low incomes) are low relative to average
earnings and non-means-tested contributory benefits (available to those who have
previously ‘paid in’) are not set at a higher rate. The UK system is slightly more
generous for renters with children, but still has the (joint) fourth-lowest replacement
rate immediately after job loss among OECD countries.

2. At the same time as taxes have risen to a post-war high, and are expected to rise
further, spending on contributory benefits has fallen to just 0.3% of national
income and to 6% of the working-age benefits bill. This is down from 1.3% of
national income and 41% of working-age benefits in 1978-79. Contributory benefits
have become less generous relative to means-tested benefits, eroding the link
between contribution and reward that originally underpinned the welfare state.

3. The government proposes to introduce a new ‘unemployment insurance’ (Ul) that
would replace the existing working-age contributory benefits for those not in paid work,
new style jobseeker’s allowance (NS JSA) and new style employment & support
allowance (NS ESA). The new Ul would offer time-limited support at the higher NS
ESA rate, currently only available to those assessed to have work-limiting health
conditions.

4. The government’s proposed Ul would still offer little income protection by
European standards. The proposed rate of £140.55 a week, up from £92.05 a week

for NS JSA, amounts to an increase from 12% to 19% of average (mean) earnings,
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Options for unemployment insurance 2

equivalent to a third (33%) of full-time earnings on the National Living Wage. This is a
very big increase. But most European countries have graduated Ul schemes that
replace around 60—-80% of previous earnings up to a cap, which generally exceeds a
third of average full-time earnings.

5. The government has yet to decide on how long individuals will be able to claim the new
benefit for. NS JSA is currently available for up to six months, and NS ESA is available
indefinitely for most claimants. Taking NS ESA and NS JSA together, four in five
current benefit claimants have been in receipt of the benefit for at least one year,
with 88% of NS benefit spending going towards these long-term claims. Nearly
two-thirds of claimants have claimed for five or more years.

6. Because there are so many long-term claimants, fiscal savings from time-limiting
the new Ul benefit are likely to offset the cost of higher benefit levels and
extending the benefit to the self-employed. We estimate that replacing NS benefits
with a 6-month Ul would reduce spending by around £1.4 billion a year in the long run,
after any transitional protections are exhausted. A 12-month Ul would reduce spending
by around £0.6 billion in the long run.

7. If the reforms only applied to new claimants, with existing NS ESA claimants
unaffected, savings would take many years to materialise. One option is to ‘reset the
clock’ for existing NS ESA claimants, moving them onto the new Ul and allowing
them to claim for up to the new maximum benefit duration, to give them time to
adjust to any falls in income. Low-income households should be protected, as they
would be able to claim universal credit at the same rate as the NS ESA Support Group
rate. For a 12-month Ul, this would mean a fiscal cost of £1.5 billion in the first year
(from higher rates and expanded eligibility), with savings only materialising in the
second year.

8. Estimated fiscal effects are sensitive to assumptions on the post-reform take-up rate,
though the overall take-up rate (across all individuals with sufficient contributions)
would have to exceed 90% for a 6-month Ul to result in a fiscal cost rather than a
saving; for a 12-month Ul, take-up would have to exceed 50%.

9. Given the likely fiscal savings from the reform, the government could choose to
be bolder on benefit duration — for example, by offering the new Ul for 12 months
rather than 6. Just over half (53%) of workers who lose their jobs find another job within
12 months, so a 12-month Ul benefit would cover about half of workers for their entire
out-of-work spells.

© The Institute for Fiscal Studies, October 2025
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10. The reform offers an opportunity to improve some of the policy design issues in
the current system — for example, the time period used to assess an individual’s
National Insurance contributions record and the treatment of earnings whilst on the
benefit. It will be important that the new Ul is closely integrated with universal credit, to
ensure that low-income households who have made sufficient contributions also
benefit from higher rates and to avoid unintended effects on work incentives.

8.1 Introduction

In March 2025, the government proposed a wide-ranging set of reforms to working-age benefits
in the ‘Pathways to Work’ Green Paper (Department for Work and Pensions, 2025). While the
high-profile reforms to personal independence payments have since been dropped, one
significant proposal remains which has largely escaped media attention: a redesign of the UK’s

contributory benefits system for working-age individuals who have lost their jobs.

Contributory benefits are benefits that are awarded based on past contributions rather than
current need (that is, they are not means-tested). In many countries, the amount of contributory
benefits payable, as well as eligibility, is related to past contributions — for example, they may be
paid in proportion to previous earnings (up to a cap) or the number of years worked. The UK has
two contributory benefits for people who are out of work: new style jobseeker’s allowance (NS
JSA), available to those deemed able to work and who are actively seeking work, and new style
employment & support allowance (NS ESA), for those assessed as being unable to work for
health reasons. Both benefits pay a flat rate, but are contributory in the sense that eligibility for
them depends on an individual’s past National Insurance contributions (NICs), not on their
savings or household income. The government proposes to replace these benefits with a single

‘unemployment insurance’ (UI), paid at the higher rate of NS ESA.

The UK’s contributory benefits system is ripe for reform. Contributory JSA and ESA have not
been reformed since their introductions in 1996 and 2008 respectively — they were simply
rebranded ‘new style’ with the move to universal credit (UC), which overhauled the means-
tested working-age benefits system. The number of people claiming contributory benefits has
declined over time and they now account for a negligible portion of overall spending on
working-age benefits. The COVID-19 pandemic exposed the inability of the current system to
insure against widespread shocks, requiring a new earnings-related benefit — the furlough
scheme — to be swiftly built from scratch.” The tax take has risen to a post-war high and is

expected to rise further, further eroding the link between contributions and rewards, and raising

T The furlough scheme also aimed to preserve job matches.
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questions in some quarters about the need for a new social contract based on the contributory

principle.

This chapter discusses the context for the proposed reform and assesses potential policy options,
with a particular focus on benefit duration — the key parameter of the proposed benefit that the
government has yet to set. Section 8.2 sets out the government’s stated reasons for the reform
and briefly discusses the wider historical context. Section 8.3 describes the current and proposed
contributory benefit systems and compares them. In Section 8.4, we discuss the implications of
different benefit durations in terms of people’s incentives to find work and the coverage and
fiscal cost of the proposed system. More detailed policy design options, such as how the new
benefit interacts with universal credit and how eligibility is determined, are discussed in Section

8.5. Section 8.6 concludes.

8.2 Context for reform

The ‘Pathways to Work’ Green Paper announced plans to establish ‘a new, simple and clear
“Unemployment Insurance” benefit through the reform of contributory working-age benefits’
(Department for Work and Pensions, 2025). This would be a new time-limited, non-means-
tested entitlement for people who have made sufficient National Insurance contributions, paid at
a higher rate than the standard allowance of universal credit. The benefit would not require a
health assessment, and claimants would be expected to seek work actively ‘with easements for
those with work-limiting health conditions’, thereby removing the binary distinction between
jobseekers and those who are unable to work for health reasons in the current contributory

benefits system.

The Green Paper cites two key reasons for the proposed reform. First, it seeks to re-establish the
‘something-for-something’ principle upon which the welfare state was founded, stating that ‘as
part of restoring faith in the social security system, people need to know that if they have paid in,
they will get support when they need it’. Second, the proposed system forms part of the
government’s wider plan to make the welfare system more ‘pro-work’, by reducing the incentive
for claimants to demonstrate an inability to work in order to access more generous benefits.
Unlike the current system, the proposed unemployment insurance would not have a higher rate
for people with health conditions (those receiving universal credit would still be able to access
means-tested health elements), and would be time-limited for all claimants. In addition,
claimants of the proposed unemployment insurance would be required ‘as a minimum, to
participate in conversations’ about returning to work with employment support coaches, ‘with

appropriate exemptions’.

© The Institute for Fiscal Studies, October 2025



Options for unemployment insurance 5

To understand the wider context of the proposal, it is worth bearing two things in mind. First, the
UK is unusual among European countries in not having a temporary higher level of benefits for
those who have recently lost their jobs. Combined with the relatively low level of means-tested
support available through universal credit, this means that many people face large drops in living
standards following job loss. Second, the tax take (as a share of GDP) is at historical highs and is
expected to rise further, whilst the role of contributory benefits has fallen. This has led some to
call for a renewed social contract based on a reassertion of the contributory principle. We discuss

these points below.

The UK is unusual in not having a temporary higher level of benefits
after job loss

Most OECD countries have two layers of support for people who are not in work: means-tested
social safety-net benefits for those on low incomes; and non-means-tested unemployment
insurance benefits, which are based on previous contributions and generally time-limited.? In the
vast majority of OECD countries, unemployment insurance benefits are tied to previous earnings
and are significantly higher than social safety-net benefits. In contrast, contributory
unemployment benefits in the UK are paid at a low flat rate, equivalent to the standard rate in
universal credit (the means-tested social safety-net benefit for working-age families). This means

that people often face large drops in income immediately after losing their jobs.

Figure 8.1 shows the proportion of disposable in-work income that is retained in unemployment
— the ‘net replacement rate’ — in OECD countries for a single homeowner on the average wage
without children. The replacement rate one month after job loss is denoted by diamonds and the
rate five years after job loss is denoted by lines. In the UK, the replacement rate is 12% in both
cases, meaning that single homeowners who have lost their jobs retain under an eighth of their
in-work disposable income, both immediately after job loss and five years into unemployment.
Across all OECD countries, single homeowners who have just lost their jobs face an average
replacement rate of 55%, which falls to 22% five years into unemployment as time-limited

benefits are withdrawn.

In large part, this reflects the different foundations of the welfare state in the UK, summarised in
Box 8.1. Unlike the earnings-related model adopted by most European countries, the UK opted
for a system of flat-rate subsistence benefits (Timmins, 2024). An earnings-related element was
introduced to the contributory UK unemployment benefit in 1966, but this was abolished in
1982. Whilst Beveridge intended for the flat-rate contributory benefits to always be higher than
the means-tested rate, in practice there has never been a stable contributory premium (Brien et

al., 2022). Standard rates of contributory and means-tested benefits have been aligned since

2 Social security contributions are compulsory in the vast majority of countries.
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1996, with the exception of the COVID-19 pandemic, when for 18 months the £20 a week uplift
to universal credit meant that means-tested benefits were more generous than contributory

benefits.

Figure 8.1 shows that for single homeowners without children, unemployment benefits
immediately after job loss in the UK are by far the least generous among OECD countries.® This
is partly because the UK welfare state is heavily focused on supporting families with children
and housing costs. Figure 8.2 plots replacement rates for a single renter on the average wage
with two children. The UK is less of an outlier on this measure, though it still has the (joint)
fourth-lowest replacement rate in the first month of unemployment, and is in the bottom third in
terms of long-term unemployment. The gap (of 6% of the average wage) between replacement
rates immediately after job loss and in long-term unemployment reflects the nine-month ‘grace

period’ in the benefit cap, which disproportionately affects renter families with children.

Figure 8.1. Net replacement rates in unemployment for a single homeowner on average wage
without children, OECD countries, 2024
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Note: Replacement rate defined as percentage of disposable household income before job loss.
Unemployment schemes in the US vary by state; the figures are based on Michigan.

Source: OECD Data Explorer, DSD_TAXBEN_NRR@DF_NRR table.

3 This is true at any level of earnings, including for those on the minimum wage.
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Box 8.1. Beveridge’s design for Britain’s modern welfare state?

Most European countries built their modern welfare states around the Bismarckian model introduced in
Germany in the late 19" century, which involves earnings-related benefits in exchange for earnings-
related contributions. By contrast, William Beveridge’s report of 1942 — widely regarded as the
foundation of the British welfare state — proposed a National Insurance system that involved flat-rate
benefits in exchange for flat-rate contributions. The benefits would be granted ‘as of right and without
means test’, intended to be considered insurance rather than charity. They would be set at subsistence
level, in order to preserve incentives to save and to return quickly to work, but would be higher than

the means-tested safety net, in order to reward contributions.

National Insurance benefits were the primary out-of-work benefit when the system was introduced in 1948,
with means-tested National Assistance playing a residual role. However, changes to the labour market, family
structure and housing market led to an expansion of means-tested benefits, and a series of government

policies further eroded the contributory premium and the ‘something-for-something’ principle.

a. This summary of William Beveridge’s 1942 report, Social Insurance and Allied Services, draws from Brien et al.
(2022) and Timmins (2024).

Figure 8.2. Net replacement rates in unemployment for a single renter on average wage with
two children, OECD countries, 2024
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Note: Replacement rate defined as percentage of disposable household income before job loss. Age of children
assumed at 4 and 6 years. Unemployment schemes in the US vary by state; the figures are based on Michigan.

Source: OECD Data Explorer, DSD_TAXBEN_NRR@DF_NRR table.
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It is worth noting that the UK is less of an outlier among anglophone countries in not having a
higher, earnings-related benefit immediately after job loss. Australia and New Zealand do not
have contributory, non-means-tested unemployment benefits, though social security benefits are
more generous in New Zealand than in the UK, and the Australian system is more generous for
single homeowners. Ireland also had a flat-rate benefit in 2024 (captured in Figures 8.1 and 8.2),
but it introduced a new earnings-related system in 2025. Canada has an earnings-related benefit,
and unemployment benefits in the US vary by state, but virtually all of them are earnings-

related.

The low replacement rates in the UK mean that individuals who lose their jobs can face large
drops in their living standards, unless they have sufficient savings. This can be challenging as
households often have spending commitments that are difficult to adjust in the short term, such
as rent or debt repayments, and many have low savings (Sturrock, 2020). It also means that the
system as a whole is poorly equipped to cushion against widespread shocks. As a result, when
the pandemic struck, the government designed a furlough scheme from scratch in order to reduce
the drop in household incomes and consumption. Looking ahead, the possibility of more
disruptions — for example, from trade conflicts or artificial intelligence — could provide a case for
higher temporary benefits to tide people over periods of transition and/or give them time to

adjust their spending.

The tax take has increased to historical highs whilst contributory
benefits have fallen

A second important piece of context is that the tax take has risen sharply since the pandemic and
is projected to rise further. Having remained remarkably stable at around 33-34% over the
2010s, taxes as a share of GDP have increased rapidly since the pandemic, to 35.0% in 2024-25
(Figure 8.3). In March 2025, the Office for Budget Responsibility forecast that the tax take
would continue to rise, reaching a post-war high of 37.7% by 2027-28. Direct taxes on the very-
highest-income households have increased substantially since 2010—11, whilst entitlements such
as child benefit and the new childcare subsidies have been withdrawn from, or not made

available to, this group.

At the same time, the role of contributory benefits has shrunk, eroding the ‘something-for-
something’ principle that underpinned foundations of the welfare state. Figure 8.4 shows total
spending on working-age benefits since 1978-79 in 2025-26 prices. Whilst total spending on
working-age benefits in 2025-26 is forecast to be 3.4 times higher than at the start of the period,
spending on contributory benefits has actually declined in real terms, almost halving from

£17 billion in 1978-79 to £9 billion this year. As a share of GDP, this represents a fall from
1.3% to just 0.3% (Figure 8.3).
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Figure 8.3. Taxes and contributory benefits as a share of national income
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Source: Department for Work and Pensions, Benefit Expenditure and Caseload Tables, Spring
Statement 2025; Office for Budget Responsibility, Economic and Fiscal Outlook, March 2025.

Figure 8.4. Spending on working-age benefits, 2025-26 prices
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Note: ‘Other’ includes non-contributory and non-income-related benefits excluding child benefit, including
disability benefits. Child benefit has been withdrawn for high-income families from 2013, and so could be

thought of as a means-tested benefit from that point. Figures from 2025—-26 onwards are forecasts, and are

consistent with Office for Budget Responsibility, Economic and Fiscal Outlook, March 2025.

Source: Department for Work and Pensions, Benefit Expenditure and Caseload Tables, Spring
Statement 2025.
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Beveridge originally proposed a system of flat-rate benefits in return for flat-rate contributions.
The 1960s saw a move towards both contributions and benefits being graduated by income:
National Insurance contributions (NICs) stopped being payable at a flat rate, and earnings-
related components were introduced in both the state pension and contributory unemployment
benefits. Today, whilst NICs continue to be levied as a proportion of earnings, neither pensions
nor unemployment benefits are earnings-related.* Further, contributory benefits have become
less generous relative to the means-tested safety net. For example, contributory and means-tested
rates were aligned with the introduction of jobseeker’s allowance (JSA) in 1996, and
contributory JSA became payable for only six months, rather than a year, with claimants

required to ‘actively seek work’.®

Meanwhile, there has been a massive expansion of means-tested working-age benefits, reflecting
a rise in spending on in-work, housing and disability benefits. The combination of rising means-
tested benefits and shrinking contributory benefits means that the latter now constitute a
negligible part of the overall benefits system. Spending on contributory benefits has fallen from
41% of total working-age benefits in 1978-79 to just 6% in 2025-26 (see Figure 8A.1 in the
appendix). As a recent report from the Social Security Advisory Committee and the Institute for
Government put it, ‘for those of working-age, the reward for paying what used to be known as
“the stamp” — i.e. NICs — has shrunk over the years’ (Brien et al., 2025).

This has led some to call for a renewed social contract, based on a reassertion of the contributory
principle. The think tank Labour Together, for example, recently proposed reinstating ‘the
stamp’ in digital form, and introducing an earnings-based unemployment insurance (Wild,
2025). Other think tanks such as Demos, Policy Exchange and the Resolution Foundation have
also called for earnings-based contributory benefits (O’Leary, 2013; Hughes and Miscampbell,
2015; Brewer and Murphy, 2023). ‘Rewarding contribution’ is expected to be a key theme of the

upcoming Budget.®

8.3 Current and proposed systems

This section provides an overview of the two current contributory benefits for out-of-work
working-age individuals and compares them with the proposed unemployment insurance benefit.
Some detailed policy design options, including earnings disregards, tax treatment and the

interaction with universal credit, are discussed in Section 8.5.

For self-employed workers, NICs are levied as a proportion of profits.
Contributory benefits were temporarily lower than means-tested benefits during the pandemic, as the £20 a week
uplift to universal credit was not extended to contributory benefits.

https://www.newstatesman.com/politics/labour/2025/08/torsten-bell-rises-as-rachel-reeves-reshuffles-her-team;
https://news.sky.com/story/chancellor-to-make-case-for-contribution-ahead-of-youth-jobs-guarantee-13440405.
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New style jobseeker’s allowance and employment & support
allowance

NS JSA and NS ESA are contributory out-of-work benefits for working-age adults. They are not
means-tested, which means that eligibility does not depend on an individual’s savings or their
partner’s income. They are the continuation of JSA (introduced in 1996) and ESA (introduced in
2008), which included both means-tested and contributory elements. After the introduction of
universal credit (UC), which replaced the means-tested elements, the contributory elements were

renamed ‘new style’ and continued to operate mostly unchanged.

The two contributory benefits are mutually exclusive. Table 8.1 later outlines the key features of
NS JSA and NS ESA, as well as those of the proposed unemployment insurance. NS ESA is for
people with health conditions that limit their ability to work, as determined by a work capability
assessment, which also determines eligibility for the health element of UC. Those assessed as
having ‘limited capability for work and work-related activity’ and placed in the Support Group —
who made up 94% of all NS ESA claimants in February 2025 — are eligible for the benefit
indefinitely; others (assessed as having limited capability for work but able to prepare for work)
face a maximum benefit duration of 12 months. NS JSA is intended to provide temporary

support to people who are able to work, and is payable for around six months (182 days).

Rates of NS JSA are aligned with the standard allowance of UC, currently £92.05 a week for
adults aged 25 and over. Claimants are expected to look actively for work, with equivalent work-
search conditions to those for out-of-work UC claimants. NS ESA claimants in the Support
Group are entitled to a higher rate of £140.55 a week. This is lower than the current UC
entitlement for people with health conditions (£189.50 a week), but roughly equivalent to the
reduced amount available to new claimants from April 2026. NS ESA claimants in the Support
Group are not required to engage in any work-search activities, similar to recipients of the health

element in UC.

Those who are eligible for UC can claim it alongside NS JSA or NS ESA, but in the case of dual
claims, the UC award is reduced pound for pound by the value of new style (NS) benefits
received. Since NS JSA has the same rate as the standard allowance in UC and the same work-
search requirements, and NS ESA is less generous than UC for those with work-limiting health
conditions, those entitled to means-tested benefits currently have little incentive to claim

contributory benefits alongside.”

7 Claimants of NS benefits get Class 1 NICs credits which count towards (future) entitlements to contributory
benefits and maternity allowance, whereas UC-only claimants do not, but it is unclear how many people are aware
of this. NS benefits are paid fortnightly rather than monthly, which some people may also value.
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Eligibility for NS benefits is assessed based on National Insurance contributions (NICs) made in
the two tax years prior to the claim. Eligibility criteria are complex, but essentially have both a
work duration condition and an earnings condition: claimants must be treated as having paid
NICs — that is, they must have earned at least the lower earnings limit (LEL, currently £125 a
week) — on at least 26 weeks in one of the two previous tax years; and have earned at least 50
times the LEL in each of the two previous tax years.® This is a relatively low threshold — for
example, someone continuously working 20 hours a week on the National Living Wage would
earn £244 a week, around £6,350 over six months, taking them above both the duration and
earnings thresholds for that year. It is worth noting that under the current system, people can be
eligible for contributory benefits without ever having paid NICs (or income tax), which is only
payable on earnings above the primary threshold of £242 a week. NS JSA is based on Class 1
NICs, so is only available to employees, whilst NS ESA is also available to the self-employed
(based on Class 1 or Class 2 NICs).?

Figure 8.5. Caseload for contributory out-of-work benefits
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Note: Caseloads shown are an average over the financial year. ESA was introduced in 2008-09. Its
predecessor, incapacity benefit, was virtually phased out by 2014—15 and fully phased out by 2018-19.

Source: Department for Work and Pensions, Benefit Expenditure and Caseload Tables, Spring
Statement 2025.

Under certain conditions, people can be treated as having earned the LEL even when not in work — for example, if
they are on parental leave or on JSA (https://www.gov.uk/national-insurance-credits/eligibility).

Since April 2022, self-employed individuals are treated as having paid Class 2 NICs if their annual profits are
above the small profits threshold (roughly the same as the lower earnings limit for employees) but below the

primary threshold. Those with profits exceeding the primary threshold are not required to pay Class 2 NICs since
April 2024 but are still required to pay Class 4 NICs.
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The number of claimants on contributory benefits has been in gradual decline, in part due to the
focus on rolling out UC (Social Security Advisory Committee, 2022). The rise in self-
employment, especially at the more precarious end of the labour market, may also have
contributed to falling entitlements to NS JSA (Giupponi and Xu, 2020). Figure 8.5 shows that
the caseload for contributory JSA fell from around 200,000 in the late 1990s to just 46,000 in
2024-25, with a temporary (sixfold) uptick over the pandemic. Contributory ESA caseloads
stood at 752,000 in 202425, with no visible uptick in the pandemic; its predecessor,
contributory incapacity benefit, had a caseload of 1.8 million in 1996-97. We estimate that
around 13,300 new claims were made for NS ESA in the latest data in February 2025 and 34,400

new claims for NS JSA.°

Proposed unemployment insurance

The ‘Pathways to Work’ Green Paper proposed to establish a new unemployment insurance (UI)
benefit that would replace NS JSA and NS ESA, paid at the NS ESA Support Group rate

(currently £140.55 a week). The Green Paper specified that the government would look to ‘carry
over’ the current eligibility criteria based on National Insurance contributions in the last two tax

years and also plans to extend the new benefit to the self-employed.

The benefit would be time-limited, though the Department for Work and Pensions is still
consulting on the benefit duration; the Green Paper gives the example of 6 to 12 months. This
would end the indefinite entitlement to NS ESA for new claimants — in February 2025, 90% of
NS ESA claimants had claimed for at least a year and 70% for at least five years. The Green
Paper further states that unlike the current system, where virtually all NS ESA claimants are
exempt from job-search requirements, ‘almost all disabled people and people with long-term
health conditions receiving the new contributory benefit would be required, as a minimum, to
participate in conversations as part of a new offer of tailored employment support with

appropriate exemptions’.

The proposed Ul benefit represents a substantial increase in the generosity of unemployment
benefits, of £48.50 per week or more than 50% (see Table 8.1). However, it would still be low
relative to average earnings, at just 22% of median (19% of mean) weekly earnings in 2025-26,
or 19% of median (12% of mean) full-time weekly earnings.!" For those working full-time on

the National Living Wage, the Ul would represent 33% of in-work earnings. In contrast, the vast

10 Monthly NS JSA on-flows are directly available from the Office for National Statistics
(https://www.nomisweb.co.uk/query/construct/summary.asp?mode=construct&dataset=39&version=0). As the
Department for Work and Pensions does not publish figures on the number of new NS ESA claims per month, we
base the NS ESA figure on the caseload in the assessment phase of NS ESA, which is generally within 13 weeks of
the start of the claim. We assume that claimants stay in the assessment phase for the full 13 weeks (around three
months), so divide the February 2025 caseload by three.

1 Based on uprating earnings in the Annual Survey of Hours and Earnings 2024-25 with Office for Budget
Responsibility forecasts from the March 2025 Economic and Fiscal Outlook.
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majority of Western European countries have graduated Ul schemes that replace around 60—-80%
of previous earnings up to a cap, where in every case this cap is set at more than a third of
average full-time wages (see Table 8A.1 in the appendix for a summary). Ireland has recently
moved from a flat-rate UI benefit to one that replaces 50—60% of earnings in the initial phase of

unemployment; Greece, the only remaining Western European country with a flat rate other than

the UK, is currently piloting a UI with both flat-rate and earnings-based components.'?

Table 8.1. Comparison between current and proposed contributory benefits

Rate per £92.05 for 25+; £140.55 £92.05 £140.55
week £72.90 for
under-25s
Duration 6 months Indefinite 12 months TBC (Green Paper
gives example of 6
to 12 months)
Eligibility: Class 1 NICs Class 1 or 2 NICs in past 2 tax years ‘Carry over’ NICs
work history in past 2 tax rules, presumably
years for Class 1 or 2
Eligibility: Up to 35 hours None None, but may ‘As a minimum, to
job-search a week need to participate participate in
requirements in work-related conversations’
activities
Caseload 46,000 701,900 5,400 N/A
(latest data)

Note: Caseloads are rounded to the nearest hundred and exclude Northern Ireland. NS JSA figures are a
forecast for 2025-26 and NS ESA figures are from February 2025. A further 39,900 claimants were in the
NS ESA assessment phase in February 2025.

Source: Government websites; Department for Work and Pensions, Benefit Expenditure and Caseload
Tables, Spring Statement 2025; DWP Stat-Xplore.

The groups of people who are financially affected by the proposed Ul are summarised in Table
8.2. Previously employed individuals eligible for NS JSA under the current system would gain
from the higher benefit level, and could gain from a longer benefit duration if it is extended

beyond six months. Previously self-employed workers without health conditions who become

12 hitps://www.citizensinformation.ie/en/social-welfare/unemployed-people/jobscekers-pay-related-benefit/;
https://www.dypa.gov.gr/en/ksekinise-to-pilotiko-proghramma-ghia-to-neo-epidoma-anerghias. Poland (in Eastern
Europe) has flat-rate benefits tied to the number of years of contributions.
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eligible for the new Ul would also gain. In contrast, out-of-work individuals who are past the
new UI duration, who would have been eligible for NS ESA indefinitely under the current
system, would lose out from the proposed UI, though those eligible for means-tested benefits
could get the same amount in UC. The relative sizes of these groups under different benefit
durations are discussed in Section 8.4. Beyond financial impacts, claimants with health
conditions who face no work-search requirements under the current system (in the NS ESA
Support Group) would be required to ‘participate in conversations’ under the proposed UI — of
course, whether this counts as a gain or a loss depends on the extent to which they would benefit

from employment support.

Table 8.2. Groups affected financially by proposed unemployment insurance (Ul), relative to
current system

Former employees eligible for NS JSA who are | Former workers eligible for NS ESA, who are

not receiving UC past the new Ul duration and are not eligible
= Gain £48.50 a week (for 25+) from higher for UC
benefit level = Lose £140.55 a week if eligible for Support
Group

=  Gain from longer duration if extended past
6 months, with additional income of = Lose £92.05 a week otherwise
£140.55 for any additional weeks claimed

Former self-employed without health
conditions who become eligible for Ul and who
are not receiving UC

= Gain £140.55 a week

Note: If the new Ul benefit does not have a lower youth rate, under-25s would gain by £67.65 a week.

8.4 Options for benefit duration

Having announced the rate of the proposed unemployment insurance, perhaps the key remaining
option to decide on is the benefit duration. This section discusses the implications of different
benefit durations for potential incentives to return to work. It uses Department for Work and
Pensions (DWP) administrative data on current contributory benefit claimants, and panel data
from the Understanding Society survey, to examine how the coverage and fiscal implications of

the proposed Ul would vary with different benefit durations.

In choosing the duration of unemployment insurance benefits, governments face a trade-off
between protecting the living standards of those who have recently lost their jobs for longer, and
maintaining incentives for them to look for work. The theory and empirical literature on the

effects of unemployment insurance duration is summarised in Box 8.2. In short, there is
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Box 8.2. The trade-off between insurance and moral hazard?

In economic theory, the canonical model of optimal unemployment insurance is the Baily—Chetty
model, which posits a key trade-off (Baily, 1978; Chetty, 2006). On the one hand, higher rates of
unemployment insurance allow workers to smooth their consumption better upon job loss, which
improves their welfare. On the other hand, they reduce workers’ incentives to look for work (‘moral
hazard’), lengthening their unemployment spells and hence increasing government spending and
reducing taxes. A similar logic applies to extending the duration of unemployment insurance
(Schmieder and von Wachter, 2016). In designing unemployment benefits, governments need to find

the right balance between supporting incomes and maintaining incentives.

There is widespread consensus that increasing the generosity of unemployment benefits — generally
captured in empirical studies by increases in potential benefit duration (PBD) — increases non-
employment duration. For example, Card, Chetty and Weber (2007) find that an increase in PBD from
20 to 30 weeks in Austria increased non-employment duration by about a week. Schmieder, von
Wachter and Bender (2016) find that an increase in PBD from 12 to 18 months in Germany increased
non-employment duration by nearly a month, whilst an increase from 18 to 22 months increased it by
around 2 weeks. Looking across the 21 estimates from 12 studies from Europe and the US reviewed by
Schmieder and von Wachter (2016), the median marginal effect was 0.21, meaning that a 1-month
increase in PBD increases non-employment by just under a week. Half of the estimates fell between
0.1 and 0.33,° meaning that a 1-month PBD extension results in an increase in non-employment of 3 to

10 days.

Some argue that increasing non-employment duration is not necessarily a bad thing, as giving
jobseekers more time to find a good match could lead to improvements in job quality and productivity
(e.g. Brewer and Murphy, 2023). However, the effect on job quality is theoretically ambiguous: more
generous benefits increase the wages jobseekers require to take a job (their ‘reservation wages’), but
they could also reduce the quality of jobs offered to these jobseekers — for example, if their skills
depreciate (or are perceived by employers to depreciate) over the course of a longer spell of
unemployment. Nekoei and Weber (2017) find that an increase in PBD from 30 to 39 weeks increased
re-employment wages by 0.5%. However, the vast majority of studies find no effect or negative
effects, generally with imprecise estimates (Card, Chetty and Weber, 2007; Lalive, 2007; van Ours and
Vodopivec, 2008; Centeno and Novo, 2009; Le Barbanchon, 2016; Schmieder, von Wachter and
Bender, 2016; Johnston and Mas, 2018). Of these, the most precise estimate is from Schmieder et al.

(2016), who find that doubling PBD reduces re-employment wages by 1.4%.

a. This summary draws heavily from Le Barbanchon, Schmieder and Weber (2024).
b. This is the 25" percentile to 75" percentile of estimated marginal effects.
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widespread consensus that increasing benefit duration increases the length of non-employment
spells, with the median estimate across studies suggesting that a 1-month increase in benefit
duration delays re-employment by around a week. Empirical studies do not generally find a
positive relationship between benefit duration and re-employment job quality; in other words,
they do not typically find that those who take longer to move into paid work as a result of

benefits being available end up in higher-quality jobs.

The Green Paper gives the example of 6 to 12 months when discussing potential duration of the
Ul benefit. NS JSA is currently available for 6 months, and NS ESA for those not in the Support
Group is available for 12 months. Most Western European countries have unemployment

insurance durations of 12 months or more, as shown in Table 8A.1 in the appendix.

Half of out-of-work spells would be fully covered by unemployment
insurance lasting for one year

One way to think about the effect of different duration choices is to consider what proportion of
non-employment spells in the UK would be covered under different durations. We use reported
employment histories from the Understanding Society (USoc) survey, and use data from before
the pandemic because the fall in survey response rates over the pandemic means that individuals
often had large gaps in their recorded employment histories.'® Since the new Ul benefit is
intended to cover those who are actively seeking work or have work-limiting health issues, we
focus here on working-age individuals who report being unemployed, or economically inactive

due to long-term sickness.'*

Figure 8.6 shows the duration of out-of-work spells for people who lost their jobs, using data
from 2012 to 2019. Around 1 in 450 (0.22%) workers become unemployed in any given month.
Of these, 60% are still out of work 6 months after losing their jobs; and 42% are still out of work
after 12 months. Far fewer workers lose their jobs due to long-term sickness, with around 1 in
3,000 (0.03%) workers becoming long-term sick in any given month. However, long-term
sickness is much more persistent than unemployment — 72% are still out of work 12 months after

losing their jobs.

Overall, across both unemployment and long-term sickness, more than a third (36%) of out-of-
work spells end before 6 months, just over a half (53%) before 12 months and 62% before 18

3 Understanding Society is an annual panel survey. We convert this into a monthly panel based on reported
employment histories in between waves. The data on employment histories are only reliable at the monthly level,
and so we cannot look at shorter durations than a month. We only keep one employment spell per month, which
means that very short spells (of less than a month) are either dropped or marked as lasting for a month.

% In practice, some individuals in the Understanding Society survey who report being retired or inactive for other
reasons (for example, looking after family) also report claiming NS JSA or NS ESA. This is discussed below.
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months. This implies that if the new Ul were available for 12 months, it would cover about half

of recently out-of-work individuals for the entire duration of their spells.

Figure 8.6. Persistence of worklessness for people who become unemployed or long-term
sick, 2012-19
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Note: Aged 16-63 at time of job loss. Monthly data are based on reported employment histories between
waves. We keep one employment status per month; very short spells are either dropped or marked as
lasting a month.

Source: Understanding Society, waves 1-11.

Four in five current new style benefit claimants have claimed for at
least a year

The fact that sickness is much more persistent than unemployment, however, means that the
current caseload of contributory benefits is skewed towards long-term NS ESA claimants. That
is, the majority of out-of-work spells are shorter than one year, but the vast majority of existing

claimants have been out of work for at least one year.

In the latest available data, more than two-thirds (70%) of NS ESA claimants have been on the
benefit for five or more years; a further 20% have claimed for between one and five years.
Figure 8.7 plots all contributory benefit claims by benefit and the duration of the claim so far.'®

Panel A shows that because NS ESA claims make up the vast majority of the current

15 The latest available data refer to February 2025 for NS ESA and the projected average over 2025-26 for NS JSA.
This is because the monthly Department for Work and Pensions data for JSA do not break down contributory and
income-based JSA.
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contributory benefit caseload, more than four in five (84%) of claimants (672,500 individuals)
have claimed for at least one year. That is, if contributory benefits had been restricted to 12
months, the vast majority of current claimants would not be eligible for the benefit as they would

have already hit the time limit.

Figure 8.7. Number of NS JSA and NS ESA claimants and share of spending on new style
benefits, by current duration of claim
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Note: New style jobseeker’s allowance figures are a forecast for 2025-26. New style employment &
support allowance figures are the latest available data for February 2025 and include contributions-based
claims and both income- and contributions-based claims. Figures exclude Northern Ireland. In Panel B, all
cases are assumed to receive the maximum amount.

Source: Department for Work and Pensions, Benefit Expenditure and Caseload Tables, Spring
Statement 2025; DWP Stat-Xplore.

The fact that benefit rates are higher for most NS ESA claimants than for NS JSA claimants
means that spending on contributory benefits is even more skewed towards higher durations than
caseloads. Claims lasting at least one year account for 88% and those lasting at least six months

account for 92% of total NS benefit spending, as shown in Panel B of Figure 8.7.

NS ESA claimants tend to be towards the end of their working lives. Figure 8A.2 in the
appendix, which breaks down the NS ESA caseload by age, shows that 32% of claimants
(241,000 individuals) are aged 60 or over, and a further 37% (274,750 individuals) are aged
50-59. The share of claimants over 50 is more than double the share in the total working-age
population. 59% of NS ESA claimants simultaneously receive universal credit or other means-
tested benefits, which means that 41% are unlikely to be compensated through the means-tested
benefits system if they lose their entitlement to NS ESA, perhaps because they have a partner
who has sufficient earnings so that they are not eligible for universal credit.
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Some form of transitionary protections may be required for current long-term claimants,

discussed further in Section 8.5.

Extending unemployment insurance from 6 to 12 months doubles
the number of potential claimants at any point in time

To estimate the effect of different benefit durations on the number of individuals able to claim
the new benefit, we combine caseloads from DWP administrative data with employment
histories from the Understanding Society survey. USoc is the only large-scale survey with
monthly employment histories, which are required to model eligibility for contributory benefits.
We use data from the 2019 calendar year'® — since two-year employment histories in the latest
post-COVID year (2023) are affected by the pandemic — and scale these up to 2025 population
estimates. For this and other reasons set out in Box 8.3, the estimates below should be taken as

rough approximations, rather than precise estimates of policy effects.

Box 8.3. Modelling contributory benefits in Understanding Society

Understanding Society is the only UK survey that captures monthly employment histories for more
than two years, which are required to model eligibility for contributory benefits. However, there are
issues with the reporting of contributory benefits receipt in the data. A key limitation is that it does not
distinguish between income-based and contributory JSA and ESA. We assume that all eligible JSA
claimants with claims lasting 12 months or less are on NS JSA (as income-based JSA was no longer
available to new claimants in 2019). For ESA, we assume that individuals in households receiving
other legacy benefits, and no universal credit, are receiving income-based ESA; the remainder are

assumed to be claiming NS ESA.?

Table 8.3 compares estimates of the number of NS JSA and NS ESA claimants based on the USoc data
with official DWP statistics. USoc caseloads are 13% lower for NS JSA and 37% lower for NS ESA
than caseloads in the 2019-20 DWP data. This size of gap is comparable to estimates from a recent
study, which finds both underreporting of benefits and underrepresentation of benefit claimants in
another UK household survey, the Family Resources Survey (Department for Work and Pensions,
2024). Further, DWP statistics show that the caseload for NS JSA has increased since 2019 — when our
data are based — whilst the caseload for NS ESA has fallen, making USoc data from 2019 an even less

reliable guide to current caseloads.

16 We combine data from survey waves 10 and 11.
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Table 8.3. New style benefit caseload in survey and administrative data (in thousands)

NS JSA 21 24 87% 49

NS ESA 504 797 63% 747

Note: NS JSA figure for 202526 is a DWP forecast. NS ESA figure for 2025-26 refers to the latest
available data for February 2025.

Source: Authors’ calculations using: Understanding Society; Department for Work and Pensions,
Benefit Expenditure and Caseload Tables, Spring Statement 2025; and DWP Stat-Xplore.

We therefore rely on the latest available DWP statistics for the number of contributory benefits
recipients and reweight our USoc data accordingly. In particular, we assume a higher proportion of
recipients of NS benefits among those we model as eligible based on employment histories, so as to

match actual caseloads for each broad category of claim duration.

a. DWP data suggest that the vast majority of income-based ESA claimants also claim other means-tested benefits.

The number of people potentially affected by the proposed UL, under different benefit durations,
is set out in Table 8.4. We start with the total number of out-of-work individuals aged 16—64,
which we estimate at 8.8 million in 2025."” (The proposed UI benefit is meant for people who
are unemployed or not working for health reasons, but we do not restrict our analysis based on
self-reported labour market status in USoc as this is not always informative, and in practice 15%
of contributory benefit recipients in USoc report being retired or inactive for other reasons such
as looking after family.) The first column shows that of these, around 730,000 have been out of
work for no longer than six months, of whom 440,000 (60%) are eligible for NS JSA based on
their employment history in the previous two tax years. DWP data show that 90,000 currently
receive either NS JSA or NS ESA, which combined with modelled eligibility in USoc implies a
take-up rate of NS benefits of roughly a fifth.

Note that we model eligibility for NS benefits based on contributions history alone, and do not
account for other eligibility criteria such as the requirement to search for work for up to 35 hours
a week (for NS JSA). We also do not consider deductions against private pension incomes or
reasons for leaving previous jobs (in principle, individuals who leave their jobs ‘without good

reason’ are ineligible and can be subject to sanctions, but in practice no sanctions have been

17 This is based on scaling up USoc 2019 to 2025 population estimates. It is slightly lower than the latest figure from
the Labour Force Survey of 9.1 million in April-June 2025.
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applied since 2013"®). For these reasons, the number of eligible individuals is likely to be lower

than our modelling suggests, and the take-up rate higher.

Table 8.4. Individuals eligible for new style benefits and the proposed unemployment
insurance, 2025 (in thousands)

Total out of work 8,750 8,750 8,750
... with spell length up to duration 730 1,390 1,850
... eligible based on NICs record 440 880 1,140
... claiming NS JSA or NS ESA 90 120 150

Potential winners:

Eligible and taking up NS JSA (benefit 50 50 50
from higher rate)

Potentially eligible but not currently taking 340 720 940
up NS JSA

Newly eligible based on Class 2 NICs 10 40 50

Potential losers:
NS ESA claimants already past duration 700 670 650
Not affected financially:

NS ESA claimants not past duration 40 70 100

Note: Numbers are rounded to the nearest 10,000 and may not sum due to rounding. NS JSA caseload is
based on DWP forecasts for 2025-26. NS ESA claimants within the benefit duration are not financially
affected, but those in the Support Group would be required to do some work search.

Source: Authors’ calculations using: Understanding Society; Department for Work and Pensions,
Benefit Expenditure and Caseload Tables, Spring Statement 2025; and DWP Stat-Xplore.

The lower part of Table 8.4 shows the number of potential winners and losers from moving from
the current system to the proposed Ul benefit. We assume that people on universal credit would
receive a contributory top-up to their UC entitlement, rather than having their UC reduced pound
for pound by the amount of the new UI, as discussed in Section 8.5. If claims of the new benefit
were capped at six months, the 50,000 current NS JSA claimants would gain from the higher
benefit amount. Up to 340,000 out-of-work individuals who are eligible for, but not currently

taking up, contributory benefits could also gain if the higher benefit amount (and perhaps greater

18 Due to the IT system used to administer NS JSA (Social Security Advisory Committee, 2022).
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emphasis on the benefit from DWP or higher public awareness as a result of the reform) induces
them to take up the benefit. The size of their income gains would vary and these individuals
might not wish to claim if they did not want to meet the requirement to be actively seeking paid
work. Those currently on UC — around 20% in our data — could gain by up to £48.50 a week
(£67.65 if under 25"°) by also claiming the new UI benefit; those not on UC could gain the full
£140.55 a week. A further 10,000 individuals would gain eligibility through their work histories
in self-employment. Up to 700,000 current NS ESA claimants, who have been out of work for at
least six months, could lose financially from the policy, though those on means-tested benefits —

59% in DWP data — could see their means-tested benefits rise in response.?’

The last two columns of the table show how the numbers affected would change if the new Ul
benefit were available for 12 or 18 months, rather than 6 months. The total number of out-of-
work individuals eligible for the benefit would be 880,000 under the 12-month duration and

1.1 million under the 18-month duration, compared with 440,000 under the 6-month duration.
Figure 8A.3 in the appendix, which plots the number of eligible individuals by household
income quintile, shows that under a 6-month duration, 38% of eligible individuals would be in
the bottom fifth of household incomes and 15% in the top fifth. Around one-third of those who
gain eligibility under a longer benefit duration are in the bottom quintile — reflecting both the
higher incidence and longer spells of worklessness in low-income households. The number of
NS ESA claimants who stand to lose from the policy, however, changes little across the three
durations, since the vast majority of current claimants have already been out of work for at least
18 months. Extending the benefit to 18 months, rather than 6 months, would reduce the number
of potential losers from 700,000 to 650,000 (by 8%).

The estimates here are rough approximations due to challenges with the data. The big picture is
that there could be a large number of ‘unemployed’ gainers — those who would be eligible for
NS JSA, but not NS ESA, under the current system — and will depend on how many people
eligible for the benefit choose to take it up (discussed below). A large number of people
currently eligible for NS ESA would lose out from the reform. This is not sensitive to the
assumptions being made, and is driven by the fact that NS ESA claimants tend to stay on the

benefit for much longer than any likely maximum duration of the new UL

19 The government has only announced one rate of £140.55 a week, so we assume there will not be age-related rates
under the new UL In any case, very few recipients of NS benefits are aged under 25, not least because younger
individuals in this age band will be particularly unlikely to meet the contribution requirements.

20 DWP data from February 2025 show that 59% of all NS ESA claimants receive either UC or other legacy
means-tested benefits, though this is not broken down by duration.
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Unemployment insurance lasting 12 months is likely to result in
fiscal savings in the long run

Of course, not all eligible individuals will take up the new Ul, and the number of individuals
actually gaining from it will depend on take-up. Similarly, the number losing will depend on
whether those who would have been entitled to long-term NS ESA, but are beyond the duration
of the new Ul, can move onto universal credit. To calculate the likely fiscal effects of the

proposed U, we make the following assumptions:

* For individuals eligible for the new Ul and currently taking up NS or means-tested benefits,
we assume a take-up rate of 100%.

= For eligible individuals who do not currently claim NS or means-tested benefits, we apply a
take-up rate of 21%, consistent with the implied take-up rate of NS JSA.

= 59% of current NS ESA claimants beyond the new duration cap are fully compensated by

means-tested benefits, based on the share of current NS ESA claimants who also receive

UC legacy means-tested legacy benefits.?’!
Table 8.5. Approximate fiscal effects of the proposed unemployment insurance with no
transitional protections, 2025 (in £ million)

Employees eligible for new Ul 700 1,400 1,800
Newly eligible self-employed 0 50 100
NS ESA claimants past new Ul duration -2,150 -2,050 -1,950
Total -1,400 -550 -100

Note: Assumes full take-up among those receiving means-tested benefits, 21% take-up rate otherwise, and
no transitional protections. Numbers are rounded to the nearest £50 million and may not sum due to
rounding.

Source: Authors’ calculations using: Understanding Society; Department for Work and Pensions,
Benefit Expenditure and Caseload Tables, Spring Statement 2025; and DWP Stat-Xplore.

Table 8.5 shows the resulting estimated fiscal impact for different benefit durations. If the new
Ul is limited to 6 months, and there were no transitional protections for existing claimants, the
reform would result in a net saving of £1.4 billion a year as the saving from removing eligibility
from long-term NS ESA claimants outstrips the cost of higher benefit amounts and extending

eligibility to the previously self-employed. As context, the projected spend on NS benefits in

21 This is a conservative assumption that is likely to overstate costs, as some will be on the UC taper — for example,
due to the earnings of their partner — and only be partially compensated.
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2025-26 is just £5.2 billion. As set out in Figure 8.7 earlier, this reflects the fact that over 90%

of current NS benefit spending goes on claimants who have claimed for at least 6 months.

Extending the new Ul to 12 months roughly doubles the cost of supporting eligible individuals,
but this would still be outweighed by the saving from removing eligibility from long-term NS
ESA claimants, which is only reduced slightly. Claimants with durations of at least 12 months
account for 88% of current NS benefit spending. A benefit duration of 12 months would reduce
spending by £0.6 billion, whereas a duration of 18 months would make the reform overall

roughly fiscally neutral.

To the extent that current NS ESA claimants are given transitional protections, these figures
could be interpreted as the long-run fiscal effects after transitional protections are exhausted. For
example, if the government introduced a Ul benefit lasting 12 months and effectively ‘reset the
clock’ on current NS ESA claimants, allowing them to claim for up to another 12 months (as
discussed in Section 8.5), then the savings from the reform would only materialise one year after
its introduction. In the first year of the reform, the policy would result in a net cost of roughly
£1.5 billion. If the reforms only applied to new claimants, with all existing claimants unaffected,
the savings would take much longer to materialise, and the policy is unlikely to generate

substantial fiscal savings over the remainder of the parliament.

These estimates do not account for potential behavioural responses to extending benefit
duration, although the expectation that the proposed reform would represent a fiscal saving
overall is fairly robust to plausible changes in both take-up of benefits and the duration of out-

of-work spells.

The precise estimates of fiscal effects are very sensitive to assumptions on the take-up rate for
those not currently claiming NS or means-tested benefits, which we set at 21%.2? Each increase
of 5 percentage points in this rate would increase spending by approximately £0.1 billion,

£0.2 billion and £0.3 billion under durations of 6, 12 and 18 months respectively. If 87% of
eligible individuals (who are not currently claiming NS or means-tested benefits) took up the
new UI benefit (implying an overall take-up rate of 92%, including those on NS and means-
tested benefits) a Ul lasting 6 months would result in a fiscal cost rather than a saving. For a 12-

month duration to result in a fiscal cost, overall take-up would have to reach 56%.

Extending benefit rates or duration may also affect how long individuals are out of work for,
and hence the number eligible for the new benefit. As set out in Box 8.2, the median estimated
effect across a number of European and US studies suggests that a 1-month increase in the
duration of unemployment benefits extends out-of-work spells by around a week. Based on this
figure, a new Ul benefit of 12 months’ duration, compared with the current NS JSA duration of

6 months,

2211 those on NS or means-tested benefits, we continue to assume full take-up.
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could increase out-of-work spells of eligible individuals by perhaps a little over a month on
average. A back-of-the-envelope calculation suggests that if all non-employment spells were
extended by 1 month, the total number of out-of-work individuals would be around 100,000
(1%) higher in the 2019 data, or 110,000 higher scaled to 2025 population figures.?* Even if all
these additional people were eligible for and took up the new Ul — a conservative estimate as
roughly 60% of out-of-work individuals are eligible today, and we estimate that around a fifth
take up the benefit — this would increase the cost of a 12-month UI by less than £0.2 billion a
year.?* Further, for those eligible for NS ESA under the current system, the reform represents a
shortening of benefit duration. If some of this group move back into work sooner as a result of
the reform, this could offset some of the effects of lengthening benefit duration for claimants

without work-limiting health conditions.

There is a case for varying benefit duration with macroeconomic
conditions

The fundamental trade-off between providing insurance and avoiding moral hazard implies that
there is a case for varying UI duration (and/or rates) depending on macroeconomic conditions.
In recessions, vacancies are scarce and job-search efforts are less likely to result in a job, so
reduced incentives to search are less detrimental (reducing the moral hazard cost of UI). On the
other hand, people are likely to remain unemployed for longer, which increases the insurance
value of longer Ul durations. Both these channels have been documented in the recent empirical
literature (Schmieder, von Wachter and Bender, 2012; Kroft and Notowidigdo, 2016). Further,
extending Ul duration during recessions could help to keep up household spending as
unemployment rates rise, stabilising the macroeconomy (Brewer and Murphy, 2023).2°

In the US, federal and state programmes typically increase UI duration when local
unemployment rates exceed predefined levels (Le Barbanchon, Schmieder and Weber, 2024).
France has also recently adopted a countercyclical UI: as of 2022, the benefit duration is 18
months in normal times and 24 months when the unemployment rate exceeds 9%. The
temporary £20 a week uplift in universal credit during the pandemic can be seen as following

this same logic.

23 This calculation is based on extending all out-of-work spells in the USoc monthly employment histories by 1
month, constructing a counterfactual snapshot at 2019, and comparing the observed number of out-of-work
individuals in 2019 with the counterfactual.

24 The reform represents an increase in benefit rates as well as duration for some, but again this is unlikely to affect
the expectation of fiscal savings in the long run.

25 The same argument also applies to means-tested benefits, though the moral hazard cost is likely to be more
important for UI, as the short-term unemployed are more likely to find work and are likely more responsive to
financial incentives.
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As shown in Table 8A.1 in the appendix, some Western European countries such as France,
Luxembourg, the Netherlands and Spain also have different UI durations depending on the
claimant’s employment record or age. The economic argument here is less clear-cut — older
unemployed people (with longer employment histories) tend to find it harder to find work, but
also tend to have higher savings, which reduces the insurance value of UI. On the other hand,
one could argue that in the absence of earnings-related Ul benefits, linking UI duration to

contributions history could be one way to strengthen the link between contributions and rewards.

Many countries also have lower benefit levels at longer durations. In Italy, for example, benefit
amounts are reduced by 3% per month after the sixth month of unemployment. In the
Netherlands, benefits are set at 75% of in-work earnings for the first two months of
unemployment, declining to 70% thereafter. A declining path can be justified by the theoretical
insights in Shavell and Weiss (1979), who show that holding overall spending on UI constant,
declining benefit levels provide strong incentives for people without savings to search for jobs.
On the other hand, if workers have savings at job loss, smoothing consumption points to
delaying benefit payments to later periods of the unemployment spell when workers have
depleted their savings. This could result in an optimal path for benefits that is increasing over
time. Recent empirical evidence has been mixed: Lindner and Reizer (2020) find that a reform in
Hungary that front-loaded benefits without changing the overall amount paid increased job-
finding early on in the spell, whilst Kolsrud et al. (2018) find the opposite in Sweden — that
increasing benefits early in the spell reduced job-finding more than increasing benefits later in

the spell.

8.5 Other policy design options

In addition to deciding on the duration of the UI benefit, there are a number of more detailed
policy design choices that need to be made. A comprehensive discussion of potential options can
be found in a report by the Social Security Advisory Committee (2022). Rather than repeating
that analysis here, in this section we briefly discuss some of the more important policy design
choices, such as how the new benefit interacts with universal credit. Our recommendations on

these options are summarised in Table 8.6.
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Table 8.6. Recommendations on policy design options

Earnings tapers NS JSA: reduced pound for pound 55% taper, aligned with UC
and disregards (100% taper) above £5 a week

NS ESA: cliff edge at 16 hours or
£195.50 a week

Interaction with 100% taper Pay a contributions-based top-up to
universal credit UC recipients

Benefit rate uprated with UC
standard allowance to 2029-30

Eligibility NICs in past two tax years Real-Time Information (RT]I) rolling
window for employees; existing NICs
rules available for those with self-
employed earnings

Transitional N/A ‘Reset the clock’ for NS ESA
arrangements claimants

Earnings tapers and disregards

NS JSA and NS ESA currently have different rules for working while in receipt of the benefit.
NS JSA is essentially incompatible with work: earnings above £5 a week reduce entitlements
pound for pound, so claimants have no financial incentive to work. NS ESA claimants can work
up to 16 hours a week, and earn up to £195.50 a week after tax, without any deductions to their

benefits; work above this threshold disqualifies people from the benefit.

We recommend that the new Ul benefit retains an incentive for claimants to work, as in NS
ESA, but avoids the cliff edge of the current system. Applying a taper rate of 55% as in UC —
meaning that every pound earned from work reduces benefits by 55p — is one potential solution.
Indeed, the UC White Paper in 2010 recommended aligning earnings rules of contributory
benefits with UC (Department for Work and Pensions, 2010), but this was never implemented.
Given that NS JSA recipients have no incentive to work and NS ESA recipients do not have
their benefit withdrawn while working, this change would not increase fiscal costs and could
result in modest savings. Other taper rates are also possible, though would complicate the

treatment of dual Ul and UC claims (discussed below).

Interaction with universal credit

Income from NS JSA and NS ESA is currently treated as unearned income for the purpose of

calculating UC entitlements, which means that it reduces UC amounts pound for pound. Earned
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income in UC is subject to a 55% taper rate, in order to preserve incentives to work. Under the
current system, replacing one benefit with another of the same amount does not affect work

incentives, so a 100% taper rate is in principle justified.

However, with a new Ul set at a higher rate than the UC standard allowance, a 100% taper rate
would imply that UC claimants who have made sufficient National Insurance contributions
would be no better off than those who have not. This would mean that workers in low-income

households would not benefit from the ‘something-for-something’ principle.

One option would be to treat Ul as earnings and apply a 55% taper. However, this could
substantially weaken work incentives. It could use up (a part of) the household’s work allowance
— the amount of money a household can earn before their UC is withdrawn — and thus increase
their effective tax rate upon returning to work. Dual UI-UC claimants who are already on the
UC taper (for example, because they do not have a work allowance or because their partner’s
earnings take them above the work allowance) would face an effective taper rate of 80%, with

benefits withdrawn by 80p for every additional pound earned.?®

We therefore recommend that the proposed benefit is integrated with UC and paid in the form of
a contributions-based top-up to the individual’s UC standard allowance, equivalent to £48.50 per
week at current rates. This would also help avoid marginal tax rates in excess of 100% in cases

where Ul and UC are tapered with earnings separately.

It is worth noting that with the recent benefit reforms, the standard allowance of UC is set to
grow faster than inflation until 2029-30. If the new UI benefit is uprated with inflation, as NS
rates have been in recent years, this would imply a fall in the contributions-based premium over
time for those not on UC. There is an argument for uprating the proposed benefit in line with the
UC standard allowance, including any temporary uplifts such as those introduced during the

pandemic.

The taxation of benefits also affects how the new Ul benefit interacts with UC. At present, NS
JSA and NS ESA are subject to income tax, while UC is not. Yet UC entitlements are withdrawn
pound for pound by the gross amount of contributory benefits, rather than the post-tax amount.
As aresult, UC recipients who are eligible for NS benefits can actually end up worse off by
claiming them. The same problem could arise if the new Ul is taxed: a worker would be worse

off on UI alone than on both benefits, which would undermine the contributory principle. There

26 For each £1 the person earns, 55p is withdrawn from UC as well as Ul directly, assuming the 55% UI taper
proposed above. The lower UI subsequently increases UC entitlement by 30p for a total loss in benefit entitlement
of 79.75p.
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may be a case for simplifying the system by not subjecting the new Ul benefit to income tax, as

with UC, though this could increase the cost of the reform.

Eligibility

The Green Paper states that the government wants to maintain the current eligibility rules based
on NICs in two full recent tax years. However, these rules create various timing anomalies,
leading to unequal treatment of otherwise similar individuals. Eligibility can change sharply
between December and January when the two tax years being assessed change. Depending on
when claims are made, some people are eligible after only 8 months of work, whilst others may
be deemed ineligible even after 33 months of continuous work.?” The arbitrary distinctions based

on tax years can be especially harmful for people with multiple years of contributions but brief

work interruptions, or those with irregular incomes or work patterns.

An obvious improvement would be to use Real-Time Information (RTI) from tax records for
employees and assess eligibility based on a rolling window, potentially with the option of also
taking into account more earlier years. Using RTI would also make it easier to implement the
earnings taper we recommend above. However, this would not be possible for the self-
employed. The existing NICs rule could be maintained for the self-employed, who could be
asked to file their tax returns early as part of the benefit claim in order to provide the most up-to-
date information. Workers with earnings from both employment and self-employment could
qualify based on either RTI or NICs rules, with their employment and self-employment earnings

potentially added together in the latter case.

Transitional arrangements

There were 625,400 NS ESA claimants with claims lasting at least two years in the latest data. If
the new Ul benefit is available for less than two years, as might be expected, this would mean
large numbers of current claimants not being eligible for the benefit under the new system. One
option would be for their claims to be ended immediately. At the other extreme, the government
could choose to protect current claimants indefinitely, as it has done for the recent halving of the

health element of UC. However, doing so would create arbitrary inequalities in how people are

27 For example, take a claimant who is continuously employed from March 2022 through November 2024 (33
months) but out of work in the year before that, who submits a claim in December 2024. They are assessed on their
contributions between April 2021 and March 2023 and would not therefore be eligible. If they wait and submit
their claim in January 2025 instead, they are assessed based on contributions between April 2022 and March 2024
and would be eligible. Another claimant who is continuously employed between February and September 2023 (8
months) and earning at least £3,125 a month, who submits a claim in January 2025, would be eligible.
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treated based on the date of their claim, and significantly increase the cost of the policy, given

that NS ESA claimants tend to stay on the benefit for a long time.?

A suggested way between these two options would be for the government to move all NS ESA
claimants onto the new system, and to allow them to claim for up to the new maximum benefit
duration from the point of the switch, effectively resetting the clock and giving them time to
adjust to any falls in income. This would essentially give them the same notice period as new
claimants of UI. Low-income households should be wholly or partially protected, since the rate
available to new single UC claimants with work-limiting conditions is roughly equivalent to the
current NS ESA Support Group rate, and such individuals would still be able to claim UC
indefinitely. Providing such temporary transitional protection would mean that savings from the
reform would materialise only after one or two years, with short-term fiscal costs from higher

rates and expanded eligibility.

8.6 Conclusion

The UK social security system was founded on the ‘something-for-something’ principle,
offering more generous support than basic means-tested assistance to those who have
contributed to the system. Over time, this principle has been eroded, and contributory benefits
have been reduced to a negligible and often ignored part of the welfare state. One opportunity
for a major reform of the contributory system was missed at the introduction of universal credit.
Now, the government is trying to reinstate the contributory principle with a new unemployment

insurance benefit.

The proposed Ul would provide much better income protection for jobseekers, with a boost of
up to £48.50 per week. But it would remain far less generous than most European systems,
representing 22% of median earnings as compared with the 60-80% replacement rates common
in European countries. Further, the fiscal savings from time-limiting UI for all claimants are
likely to offset the costs of higher benefit amounts and widening eligibility to former self-
employed workers. The government could therefore choose to be bolder on duration — for
example, offering the benefit for 12 months, which would cover around half of recently out-of-
work individuals for the entirety of their non-employment spells and is still likely to deliver
savings relative to the current system. This is because the vast majority of current spending on

new style benefits (88%) goes on those who have been in receipt of one for at least a year.

28 1t could also discourage NS ESA claimants from trying to find work, for fear of losing their indefinite entitlement,
though this could be mitigated by making transitional protections unrelated to a change in work status. See Latimer
and Oulton (2025) for a detailed discussion on transitional protections.
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Any probable time limit on the new Ul benefit would mean that the vast majority of current
claimants of new style employment & support allowance would no longer be eligible under the
new system. More than 40% of NS ESA claimants do not claim means-tested benefits, which
means that they are unlikely to be compensated. Transitional protections are likely to be
required — for example, ‘resetting the clock’ on their claim duration and allowing them to claim

UI for the new maximum duration, to give them time to adjust their spending.

The government also needs to make a number of detailed policy design choices with respect to
the new benefit. Simply carrying over the existing design would be another missed opportunity
for meaningful reform. The introduction of UI should be accompanied by wider improvements:
aligning earnings tapers with UC to preserve work incentives; integrating the benefit with UC
to maintain a contributory premium for low-income households and ensure they are not made
worse off by claiming UI; and reforming eligibility using Real-Time Information and a rolling
window to avoid arbitrary exclusions. Taken together, these changes would help to modernise

the contributory system.

Appendix 8A. Additional figures and table

Figure 8A.1. Share of spending on types of working-age benefits
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Note: ‘Other’ includes non-contributory and non-income-related benefits excluding child benefit, including
disability benefits. Child benefit has been withdrawn for high-earning families from 2013, and so could be
thought of as a means-tested benefit from that point. Figures from 2025—-26 onwards are forecasts, and are
consistent with Office for Budget Responsibility, Economic and Fiscal Outlook, March 2025.

Source: Department for Work and Pensions, Benefit Expenditure and Caseload Tables, Spring
Statement 2025.
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Table 8A.1. Summary of other Western European Ul systems as of 2024

Austria

Belgium
Denmark

France

Germany

Greece

Iceland

Ireland

Italy

Luxembourg

Netherlands

Norway
Portugal

Spain

Sweden

Switzerland

9
Unlimited
12

18 to 36 (depends on
macroeconomic
conditions and age)

12
12

30

24

12 or 24 (depends on
age)

16 (depends on
employment record)

24
24

24 (depends on
employment record)

14 or 21 (depends on
children)

18

No
Yes
Yes

No

No

No

Yes

No

Yes

No

Yes

No
Yes

Yes

Yes

No

55%
65%
90%

57-75% (fixed and
variable component)

60%

Flat rate (currently
piloting earnings-
related system)

70%

Flat rate (has since
moved to 50—60%
depending on
employment record)

Up to 75% (tiered)
80%

75%

Up to 80% (tiered)
65%
70%

80%

70%

35%
65%
57%
242%

86%
19%

56%
19%

36%
104%

109%

66%
59%
46%

44%

104%

Note: Most countries pay a proportion of previous earnings up to a cap, which is set out in the last column.
Ireland has introduced a new earnings-related Ul scheme as of 2025. The table shows the previous flat-
rate regime. Greece is currently piloting a new earnings-related Ul scheme, also not shown in the table.

Source: OECD Policy Tables and OECD Descriptions of Tax and Benefit Systems, 2024.
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Figure 8A.2. Caseload for new style employment & support allowance, by age, February 2025
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Note: New style employment & support allowance includes contributions-based claims and both income-
and contributions-based claims. Figures exclude Northern Ireland.

Source: DWP Stat-Xplore. Office for National Statistics, 2022-based national population projections.

Figure 8A.3. Number of people eligible for the proposed unemployment insurance at any one
time, under different benefit durations, by household income quintile
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Source: Understanding Society, waves 10-11, scaled to 2025 population estimates using Office for
National Statistics, 2022-based national population projections.
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