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Abstract

In this paper, we examine the labour market effects of lowering the UK's bene-

fit cap in 2016. This policy limits the total amount a working-age non-disabled

household with no-one in employment can receive in social security. We treat

the sharp reduction in this benefit cap as a natural experiment, comparing

those at risk of being capped and those who were not before and after the cap

was lowered. Drawing on data from �500,000 individuals, we find that this

reform reduced unemployment compared to those not at risk of being capped.

The reform also increased economic inactivity, partly because the cap harmed

mental health but also because those at risk of being capped were eligible to

claim disability-related welfare payments that made them exempt. Limiting

total monthly welfare payments of low-income families may increase employ-

ment for some but it can also push others out of the labour market altogether.
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INTRODUCTION

The United Kingdom (UK) is one of a very small number
of countries that superimposes an upper limit on the total
amount of financial support that a household can receive
from all forms of social security, leading to reductions in
monthly payments to claimants. This ‘benefit cap’ has been
in place since 2013 and is designed to incentivise low-
income families to seek employment. The benefit cap

appears to have been somewhat successful, with early esti-
mates suggesting the cap increased employment among
those subject to the policy (Kaur et al., 2014; Tonutti, 2018).
More recently, a government-commissioned evaluation of
the effects of lowering the cap in 2016 (thereby reducing
the amount of money claimants received) has complicated
the picture. This analysis found some increases in employ-
ment but also observed a large number of people who
remained subject to the cap because they had not entered
employment (Griggs et al., 2023).

There are two ways in which these studies do not pro-
vide a full picture of the employment effects of the cap.
First, they largely focus on the transition from unemploy-
ment to employment and paid limited attention to

Abbreviations: DWP, Department for work and pensions; LFS, Labour
force survey; OECD, Organisation for economic co-operation and
development; PIP, Personal indepedence payments; UK,
United Kingdom; WTC, Working tax credits.
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whether the benefit cap pushed some into economic inac-
tivity. This matters because families can become exempt
from the cap if they claim some form of disability-related
social security, some of which remove the requirement to
be available for paid work. Many of those affected by the
benefit cap already have poor health and so capped fami-
lies may have been incentivised to claim disability-related
support to which they were already entitled but had not
applied for, potentially becoming economically inactive as
part of their claim (Geiger, 2017). In addition, being
affected by the cap has a negative effect on mental health
(Reeves et al., 2022), which may also push people away
from the labour market (Frijters et al., 2014; García-
G�omez et al., 2010) and have made them newly eligible
for disability-related support (over 50% of Employment
Support Allowance claimants had ‘mental and beha-
vioural disorders’) (Mind UK, 2023).

Second, existing work on the reduction of the cap in
2016 was conducted with a relatively small, longitudinal
survey collected after the reform was implemented and
which unfortunately but understandably had high rates
of attrition (Griggs et al., 2023). The earlier report pro-
vides helpful insights but is unable to provide a clear pic-
ture of what happened before and after the cap was
lowered, among which groups, and how this varied
across different regions. This is important because, before
the 2016 changes, the cap largely affected people in
London, which was also the region where the cap seemed
to have the largest impact on employment (Kaur
et al., 2014). After 2016, the cap affected more people out-
side of London—in places that were less affluent and eco-
nomically productive (Leyshon, 2021)—and this may
have altered the employment effects of the policy.

Part of the reason the benefit cap is important is
because by design it disproportionately affects families
who have substantial caring commitments. The majority
of those affected have three or more children, many of
whom are headed by single parents (Department for
Work and Pensions [DWP], 2022). These households may
be less able to respond to work incentives than other
groups. One consequence of this could be to incentivise
people to become economically inactive whilst remaining
attached to the social security system, especially if those
parents have poor health.

In this paper, we take up these questions by examin-
ing the labour market effects of lowering the cap in
November 2016. Unlike earlier work, we examine these
issues by treating a change in the level of the benefit cap
in late 2016 as a natural experiment (Dunning, 2012). We
draw on a large, repeated cross-sectional survey to iden-
tify those at risk of being subject to the cap and those
who are not. We then follow these groups over time.
Using a variety of causal identification strategies

(including difference-in-differences models and inter-
rupted time series analysis) we show that lowering the
level of the cap (thereby increasing the number of people
who were at risk of being affected, as well as the size of
the income loss for those already affected) had a dual
impact on those affected. While some individuals
responded to being capped by returning to work, there
was a larger group of individuals who responded by
becoming economically inactive. In the second stage of
our analysis, we unpack who is becoming economically
inactive, finding that there is a rise in the proportion of
people claiming disability-related social security and that
the mental health effects of the cap are likely pushing
more people to become economically inactive post-
reform. Although we adopt a different methodology, our
findings are consistent with but also extend earlier work
(Griggs et al., 2023). The dual impact of the benefit cap
that we uncover has implications for how governments
design policies intended to incentivise employment, espe-
cially because they may inadvertently exacerbate health
and labour market inequalities between those already in
work and those who are currently economically
marginalised.

THE BENEFIT CAP AND WELFARE
REFORM IN THE UK

The benefit cap was announced as part of a broader set of
reforms introduced by the 2010 Conservative-led Coali-
tion Government to reduce spending while increasing
‘fairness’ in the benefit system (Osborne, 2010). The
explicit justification, set out by Chancellor of the Exche-
quer George Osborne in announcing the policy in
October 2010, was to ensure that ‘no family should get
more from living on benefits than the average family gets
from going out to work’ (Osborne, 2010). The cap for
couples was therefore set at the estimated median earn-
ings for working households after tax and national insur-
ance, with the cap for single people set at 70% of the
couple rate, broadly in line with Organisation for Eco-
nomic Co-operation and Development (OECD) equiva-
lence scales.1

Once implemented in April 2013, the roll-out was rel-
atively rapid. By the end of that year, around 28,000 fami-
lies were subject to the cap every month, although many
of these families did not know what the policy was or
that they would be affected (Finlay et al., 2013). The cap
was fixed in cash terms, so as housing costs rose, more
families were drawn into the cap. A review of the policy
conducted 1 year after April 2013 lauded the reform

1No other adjustments were made for household size or composition.

2 REEVES ET AL.

 14682397, 0, D
ow

nloaded from
 https://onlinelibrary.w

iley.com
/doi/10.1111/ijsw

.12651, W
iley O

nline L
ibrary on [12/03/2024]. See the T

erm
s and C

onditions (https://onlinelibrary.w
iley.com

/term
s-and-conditions) on W

iley O
nline L

ibrary for rules of use; O
A

 articles are governed by the applicable C
reative C

om
m

ons L
icense



(DWP, 2014) in part because it was encouraging people
into work (Kaur et al., 2014).

The benefit cap was so popular with the general pub-
lic (Finlay et al., 2013) that the Conservative Party
included a commitment in their 2015 manifesto to lower
its level; and after they won a majority in that year, the
cap was indeed lowered in November 2016 (as noted
above). This increased both the number of households
affected and the average impact. By May 2017 around
68,000 families had their benefits capped each month, up
from 20,000 in August 2016, with 49% capped by more
than £50 per week, up from 42%.2

The cap does not affect everyone in receipt of state
benefits. The policy is explicitly targeted at families with
little or no paid work, so it does not apply to those receiv-
ing Working Tax Credit (WTC) which implies a regular
amount of employment each week. Similarly, where
households are claiming Universal Credit (UC), which is
gradually replacing the tax credit system, they are exempt
if anyone in the household earns a salary equivalent to
16 hours of work per week paid at the minimum wage.
Other groups are also exempt, including pensioners and
families with at least one adult receiving financial sup-
port because of a disability that stops them from working.
The cap disproportionately affects women and children.
In 2018, more than 70% of capped families were single
parents and most of these were headed by women
(�90%) (DWP, 2022). Over 93% of capped families had
children and the majority were larger families with three
or more children (DWP, 2022).

The loss of income experienced by capped families is
significant. The average reduction is approximately £2600
per year, and is slightly higher for families with children
(DWP, 2022). This is approximately a 10% cut in total
family income (more details on who is affected are in
Web Appendix 1, Supporting Information). This puts
household budgets under pressure. The immediacy of the
financial impact of the cap can be temporarily reduced
by Discretionary Housing Payments, which can (at the
discretion of local government) provide transitional pay-
ments to households subject to the benefit cap, thereby
alleviating the immediate impact of the cap on household
incomes. This means it may be a few months before fami-
lies facing the cap see their household incomes fall to the
fullest extent entailed by the cap. We take account of this
in our interpretation.

While one of the intended outcomes was for affected
households to move to a different property with lower

rents, this has happened very rarely in practice (Griggs
et al., 2023), likely because cheaper properties are scarce
or because of a reluctance to move far from schools and
social networks (DWP, 2022). This leaves capped house-
holds with three remaining options: they can find work,
reduce spending, or claim disability-related social
security.

THE DUAL IMPACT OF THE
BENEFIT CAP ON LABOUR MARKET
ACTIVITY

The loss of income to families affected by the cap could
have two divergent effects on labour market behaviour.
The first and most obvious consequence is that those
affected find employment in order to escape the cap and
increase their household income overall (Eissa &
Hoynes, 2004; Jensen & Blundell, 2022). This is the beha-
vioural response desired by the government. As noted
above, there is some existing evidence that a small num-
ber of people affected by the cap did indeed move into
employment after being subject to it (Kaur et al., 2014);
this is consistent with evidence from other settings in
which increased benefit generosity reduced labour supply
(Gonz�alez, 2013; Jensen & Blundell, 2022). Our first
hypothesis then is that the benefit cap will increase
employment.

There is a second consequence of the benefit cap on
labour market status, and this is our second hypothesis.
The policy may push people into economic inactivity
while keeping them attached to the social security sys-
tem. This may occur if people begin claiming disability-
related social security, thereby securing an exemption
from the cap. Such new claims may happen for two rea-
sons. First, a person may start claiming for something
they are already eligible to receive. According to the
Labour Force Survey (LFS), before the cap was lowered
in 2016, around 26% of people at risk of being capped had
some kind of health problem, with around 18% of the
sample considered to be disabled (according to the defini-
tion used in government data). However, around 87% of
those who were (a) at risk of being capped before the cap
was lowered and (b) regarded as disabled under the
Equality Act were not claiming any form of disability-
related social security. In other words, a sizeable group of
people were at risk of being capped and could have
potentially claimed some form of disability-related social
security but chose not to do so (Geiger, 2020). Second,
capped households may start claiming if the policy itself
harms their health, including their mental health, mak-
ing it harder to engage in work-search activity (Hussain
et al., 2020). There is evidence that the benefit cap did

2Most recently, the cap was increased for the first time since it was
established as part of wider inflation linked increases to benefit levels in
April 2023. From April 2023, the cap has increased to £25,000 (for
families in London) and £23,000 for families outside of Greater London.
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cause harm to mental health. After the cap was lowered
in 2016, the number of people experiencing mental
health problems increased substantially: by the end of
2018, over 30% of people at risk of being capped were
reporting depression-like symptoms (Reeves et al., 2022).
If the cap is found to be increasing economic inactivity
via disability-related social security claims, it would point
to a counterproductive impact of the policy in terms of its
intended outcomes, and would stand in contrast to other
evidence on the effect of cuts in benefit generosity.

The labour market effects of the cap may depend on
demographics characteristics, such as age, sex and ethnic-
ity. In particular, older people are often inactive because
of health conditions (GOV.UK, 2023) and so given the
health-related mechanisms outlined above we might
(hypothesis 3) expect the benefit cap to have a larger
impact on older individuals.

Crucially, the impact of the benefit cap on employment
is likely to be contingent on local labour market condi-
tions. Moving into suitable employment may be more diffi-
cult for lone parents with young children (many of whom
are at risk of being capped) (Chzhen & Bradshaw, 2012;
Hussain et al., 2020), particularly in less affluent parts of
the country. Our fourth hypothesis, then, is that the
impact of the cap will vary regionally and will be more
likely to increase economic inactivity in less affluent areas.

BENEFIT CAP AS A NATURAL
EXPERIMENT

We use the introduction of the more restrictive benefit
cap in November 2016 to examine the causal effect of this
type of limit on welfare payments on labour market activ-
ity. We treat this policy change as a natural experiment,
exploiting the fact that the lower cap both expanded the
number of households exposed to the policy and
increased the financial loss associated with being capped
for those households already affected. We focus on the
point at which the cap was lowered, rather than the cap's
initial introduction in 2013, because the increased cover-
age makes it easier to identify capped individuals in sur-
vey data, and because the 2016 reform extended the
reach of the policy beyond London, allowing us to
explore differential regional impact. This specific policy
change, then, allows us to test whether the families most
likely to be affected by the reform—in particular, lone
parents with children—respond to this loss in income by
finding work or by moving away from the labour market.
To date, there is only limited evidence on whether limit-
ing the total monthly value of welfare payments affects
labour market participation (Griggs et al., 2023), and this
paper attempts to fill this gap.

DATA AND METHOD

We use a large, repeated cross-sectional household survey
from the UK, the LFS between January 2015 and
December 2018. This is a stratified random sample of pri-
vate addresses which interviews 90,000 people quarterly,
and is frequently used to generate official statistics. In a
supplementary analysis, we also use the Family Resources
Survey (FRS) (n � 20,000), which has very good data on
household income but does not have measures of mental
health. We therefore use the LFS for most of our analysis
and use the FRS as a sensitivity analysis, as described
below.

To estimate the impact of the benefit cap on employ-
ment we need to identify those who are at risk of being
capped after the policy was changed in 2016
(an intention to treat approach) and compare them to
those who are not. The LFS does not, unfortunately, con-
tain a direct measure of whether people are capped. Simi-
lar to earlier work on this topic (Reeves et al., 2022), we
define families at risk of being capped in terms of
whether they meet the following criteria: aged 16–65, in
rented accommodation, either a lone parent (with any
number of children) or a two-parent family which con-
tains at least three dependent children, and receiving
housing benefit and at least one other form of social secu-
rity (e.g., Universal Credit, Income Support or Jobseeker's
Allowance, and Child Tax Credit). We do not exclude
people who are employed because labour market activity
is our dependent variable. People who meet all of these
criteria but who are also in receipt of Working Tax
Credits or Universal Credit are excluded because they are
exempt from the cap. Lone parents and large families in
rented accommodation are the focus of this analysis
because these are the main risk factors for being capped
prior to the pandemic (DWP, 2022). It is possible that
those at risk of being capped also includes those who
might cut their hours, lose their eligibility for WTCs, and
therefore become subject to the cap. We do not focus on
that group here.

The control group is comprised of everyone else in
our data set except for: (1) those whose earnings are
above the median, (2) those employed in professional
occupations and (3) those with a university degree. We
exclude these individuals because very few people
exposed to the cap are in any of these categories and this
therefore increases the comparability between the treat-
ment and the control group (n = 489,014). We do, how-
ever, recognise the imperfections in this contrast and so
we also explore the stability of our results when we
restrict the control group to specific sub-groups.

Our ‘treatment’ group (those at risk of being capped)
is larger than the proportion of capped households in the

4 REEVES ET AL.
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population. According to our definition, around 0.76% of
households in our sample were at risk of being capped
(n = 6524) while approximately 0.25% of households
were subject to the cap in official statistics. Using this
intention-to-treat approach is necessary because it will
allow us to see the behavioural responses of those at risk
of being capped: if we focused on those actually capped,
rather than those at risk of being capped, we would not
be able to observe changes in employment status which
lead to the cap being lifted. Importantly, however, the
composition of this at risk group is similar to that of
the group actually subject to the cap as shown in official
statistics (Web Appendix 2, Supporting Information). In
this respect, our definition is successful. Our ‘at risk’
sample is largely made up of women (�95%) in their
mid-30s, who are lone parents (�97%) and economically
inactive (�73%). There are some differences, however.
Our sample has a lower share of people in London, a
higher share of lone parents, and a lower average number
of children.

Another possible source of bias in how we construct
the treatment group lies in whether our group of ‘at risk’
individuals changes after the reform is implemented in
ways that might be correlated with employment status.
We explore this possibility but find the compositional
characteristics are largely stable before and after the
reforms were implemented and those changes we do
observe were consistent with administrative data (see
Web Appendix 2, Supporting Information).

Our main dependent variable is current economic
activity. This is split into three categories according to
International Labour Organisation definitions: employed,
unemployed, and economically inactive. We create three
binary variables which examine specific contrasts: not
employed (1) versus employed (0); economically inactive
(1) versus not economically inactive (0); and unemployed
(1) versus not unemployed. In each case, the baseline
combines the other two possible categories of economic
activity. We approach these variables in this way because
if, as we hypothesise, some of the unemployed are mov-
ing into economic inactivity, then focussing only on the
move from unemployment to employment would poten-
tially over-estimate the reduction in the proportion of the
unemployed. We are interested in all transitions, not only
those transitions within the labour market (e.g., moving
between unemployment and employment). We also
explore the data in a multichotomous form with all three
categories kept separate. As a final step, we consider the
data on economic inactivity in more detail by examining
whether there is any change after the 2016 reform in the
proportion of people claiming disability-related benefits.

Additionally, we explore whether the labour market
effects of the benefit cap vary geographically by

estimating the same difference-in-differences model on
the affluent (East Midlands, Eastern, London, South East,
Scotland and South West) and then the less affluent parts
of the country (North East, North West, Northern
Ireland, Yorkshire and Humberside, West Midlands, and
Wales), as defined by their gross disposable household
income.

We also use a measure of mental health in a media-
tion analysis which tests whether the policy's impact on
economic activity is mediated by its impact on mental
health. The measure of mental health which we use is
derived from a battery of health questions in which
respondents are asked to affirm whether they have
(no time period is specified) ‘depression, bad nerves or
anxiety’. People are coded as 1 if they describe them-
selves as having depression, bad nerves or anxiety and
0 otherwise.

Statistical analysis

In the few months following the lowering of the benefit
cap in November 2016, the numbers being capped
increased from �20,000 households to �70,000 house-
holds, exposing many more families to the cap. In addi-
tion, those families already capped faced further
reductions in their incomes when the cap was lowered.
We examine the labour market effects of those at risk of
being capped before and after November 2016, and com-
pare those at-risk of being capped with those who experi-
enced a low risk according to our indicator.

We start by estimating a series of OLS difference-
in-differences models with the following 2 � 2 specification:

EconActi,t ¼ αþβ1AtRiski,tþβ2Policyi:tþβ3AtRiski,t

�Policyi,tþXi,tþ εi,t,

where i denotes individuals and t the time-period in
which the data were collected. EconAct is a vector of
3 binary variables which compare types of economic
activity (e.g., employed vs not employed). α is the con-
stant (which in the model reports the probability of
experiencing a particular type of labour market activity,
it varies across the different dependent variables, before
the policy change and among those at a low risk of being
capped). AtRisk is a dummy variable which is 1 if the
respondent meets the criteria described above for being
at risk of being capped (n = 6524) and 0 otherwise
(n = 489,014). Policy is 1 if an individual was interviewed
during or after November 2016 (n = 257,985) and 0 other-
wise (n = 237,553). AtRisk � Policy is an interaction term
which captures those who are at risk of being capped and

CAPPING WELFARE PAYMENTS FOR WORKLESS FAMILIES 5
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who are interviewed after the cap has become more
restrictive. βzXi,t is a vector of control variables. These
include age (measured in years), age squared, gender, the
subnational region in which the respondent lives,
whether they self-report being ‘white’ in a question
about ethnicity, whether they have other health problems
aside from ‘depression and anxiety’, whether they are a
renter or not, and their education (7 categories ranging
from university degree to no qualifications). ε is our error
term. We also estimate multinomial logistic regression
models which retain the three categories in the depen-
dent variable as a sensitivity check. Our standard errors
are clustered at the level of the treatment period, a con-
servative approach (Brewer et al., 2018).

In seeking to identify the causal effect of this policy
on economic activity we assume that, in the absence of
changes to the benefit cap, the trends in various forms
of economic activity amongst the ‘at risk of being capped’
group would have been identical to the trend for the ‘not
at risk’ group. We conduct extensive checks of the paral-
lel trends assumption. This is particularly important in
this case because there are baseline differences between
those at-risk of being exposed to the cap and those not at-
risk of being unexposed. Specifically, we visualise the
trends for both groups over time but we also formally
examine this assumption using a variety of techniques
that have been recently recommended (Kahn-Lang &
Lang, 2020), such as exploring whether results are consis-
tent when adjusting for the predicted linear trend and
when adjusting for interactions between covariates
and the intervention (see Web Appendix 3, Supporting
Information). We also re-estimate our main models using
an interrupted time series design to test whether the
trends in economic activity diverge after November 2016,
when the cap becomes more restrictive. This confirms
the parallel trends assumption as well as reinforcing our
main results. In short, despite the differences between
the two main groups, our extensive checks suggest that
the parallel trends assumption is plausible in this case.
As there is no variation in the timing of exposure to the
policy that we can detect, there is no need to account for
this (Callaway & Sant'Anna, 2021). However, we do
check our results are stable when using Sant'Anna and
Zhou's doubly-robust difference-in-differences estimator
(Sant'Anna & Zhao, 2020).

Another part of our empirical strategy is to examine
what lies behind any changes in economic inactivity. We
do this in two ways. First, we look at the composition of
the economically inactive in terms of whether they claim
disability-related social security over this period. Here,
we hypothesise that there will be an increase in economic
inactivity and that this rise in economic inactivity will be
linked with a rise in the proportion of people claiming

disability-related social security. Second, we consider
whether the mental health effects of the benefit cap
mediate the relationship between the policy change and
economic activity. In particular, we hypothesise that an
increase in mental health problems may cause a rise in
economic inactivity among those affected. Testing media-
tion is not straightforward, however. It requires addi-
tional assumptions which are challenging to meet with
observational data and harder to test. As a result, we
deploy the approach developed by Imai and colleagues to
estimating mediation (Imai et al., 2011), which enable us
to estimate how sensitive these estimates are to violations
to the sequential ignorability assumption, key additional
assumptions in mediation analysis (Imai et al., 2011).

Sensitivity analyses

We explore whether our results are sensitive to design
choices. We describe these details below in the appendix
but these include changing the composition of the ‘con-
trol’ group. Here we focus on three contrasts, comparing
families at risk of being capped with three other groups
who are not subject to the cap: (1) larger families in
rented accommodation but not in receipt of benefits;
(2) larger families who are home owners; and (3) those
who receive at least one form of social security. We also
explore whether our results are explained by other wel-
fare reforms being implemented over this period (the
main ones being the two-child limit and the roll-out of
Universal Credit) and we discuss what these were and
how they might affect our analysis in detail in an appen-
dix (see Web Appendix 4, Supporting Information). None
of the other reforms differentially affected labour supply
incentives in the way that the benefit cap did.

We also use a separate dataset, the FRS, to develop an
alternative way of identifying our treatment group, those
at risk of being capped. As the LFS lacks a measure of
total income from the government, our indicator of those
at risk is inevitably blunt. The FRS contains more
detailed measures of benefit receipt, allowing us to
more accurately (albeit still imperfectly) identify who is
in fact subject to the cap. We create a statistical model in
the FRS data which predicts whether individuals are
likely to be capped or not (see Web Appendix 12, Sup-
porting Information for full details) and use this to pre-
dict the probability of being capped for LFS respondents.
We then re-estimate our models using this alternative
way of identifying the treatment group. We use the FRS
for this sensitivity analysis rather than for our main esti-
mates because the FRS sample size is considerably smal-
ler than that in the LFS and there is also no indicator of
mental health.

6 REEVES ET AL.
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RESULTS

Did the benefit cap affect employment and
economic inactivity?

The first question we answer is whether rates of unem-
ployment and economic inactivity changed after the ben-
efit cap was lowered. Table 1 shows that when we look at
the proportion of people who are not employed
(i.e., either unemployed or economically inactive) there is
a small negative albeit non-significant effect. Once we
include control variables, we find that being outside of
the labour market falls (and therefore employment rates
rise) by �0.90%-points (95% CI: �2.20 to 2.02). However,
this masks two divergent trends which are seen very
clearly in columns 3–6: those exposed to the more restric-
tive benefit cap are both more likely to become economi-
cally inactive (4.68%, 95% CI: 2.62 to 6.74) and less likely
to be unemployed (�4.77%, 95% CI: �3.72 to �5.82). This
is more clearly seen in Figure 1, which visualises results
from these regression models but estimated using multi-
nomial logistic regression. The results are almost exactly
the same. There is a slight increase in employment after
the reform alongside a decline in unemployment and a
rise in economic inactivity. The rise in economic inactiv-
ity among those at-risk of being capped is striking
because it is the exact opposite of the trend observed in
the control group, which saw a decline in economic inac-
tivity. This rise in economic inactivity is small as a

proportion of all economically inactive people but it is a
big effect among those subject to the cap (it has the same
impact on economic inactivity rates for a mature worker
as making that person 4 years older). This confirms
hypothesis two and contradicts hypothesis one.

We also explore the timing of these changes. Did the
decline in unemployment and the rise in economic inactiv-
ity occur after the policy was introduced in 2013, or was it
only in 2016 when the cap was lowered? In Figure 2, we
show difference-in-difference estimates using quarterly data
rather than a binary measure of before and after the policy.
This allows us to see when precisely the impact of the bene-
fit cap emerges. It is clear that in both cases the rise in eco-
nomic inactivity and the decline in unemployment only
emerges after the benefit was lowered in late 2016.

This decline in economic inactivity may vary by demo-
graphic characteristics, could be particularly acute among
older workers. We find no variation by gender or ethnicity
(Web Appendix 5, Supporting Information) but did see
evidence that older people (41 or older) at risk of being
capped are more likely to move into economic inactivity
than younger people, confirming hypothesis three.

We also hypothesised that there would be regional
variation in the impact of these reforms (Web Appendix
6, Supporting Information). In affluent parts of the coun-
try, we see imprecisely estimated increases in economic
inactivity but we do see stronger associations with reduc-
tions in unemployment and increases in employment. In
contrast, in poorer parts of the country we find very clear

TABLE 1 The introduction of the benefit cap and economic activity.

Not in employment
(unemployed or
economically inactive) Economically inactive Unemployed

(1) (2) (3) (4) (5) (6)

Difference-in-differences: Capped
individuals compared to uncapped
individuals after the reform

�0.0074
(0.012)

�0.00090
(0.011)

0.041**
(0.012)

0.047**
(0.011)

�0.049**
(0.0054)

�0.048**
(0.0054)

Change over time for the non-capped
individuals

�0.011**
(0.0013)

�0.012**
(0.0012)

�0.0025*
(0.0013)

�0.0038**
(0.0011)

�0.0084**
(0.00059)

�0.0080**
(0.00058)

Difference between capped and non-
capped individuals at baseline

0.58**
(0.0078)

0.51**
(0.0070)

0.40**
(0.0075)

0.36**
(0.0068)

0.18**
(0.0035)

0.16**
(0.0035)

Constant 0.36**
(0.00091)

1.69**
(0.0094)

0.31**
(0.00088)

1.55**
(0.0091)

0.051**
(0.00041)

0.14**
(0.0047)

Controls for covariates Y Y Y

Number of individuals 538,790 538,771 538,790 538,771 538,790 538,771

Note: Standard errors are reported in parentheses. In terms of a regression equation, the α is reported as the row ‘constant’, β1AtRiski,t is ‘Difference between
capped and non-capped individuals at baseline’, β2Policyi.t (capturing before and after the policy) is ‘Change over time for the non-capped individuals’, and
β3AtRiski,t � Policyi,t is the interaction effect and is reported in ‘Difference-in-differences’. Data comes from the Labour Force Survey. Control variables

include: age (measured in years), age squared, gender, the government office region in which the respondent lives, whether they self-report being ‘white’ in a
question about ethnicity, whether they have other health problems aside from ‘depression and anxiety’, whether they are a renter or not, and their education
(seven categories ranging from university degree to no qualifications).
*p < 0.05; **p < 0.01.
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rises in economic inactivity. This suggests therefore that
the benefit cap is pushing people from unemployment
into economic inactivity in poorer parts of the country. In
more affluent parts of country, there is some evidence
that the benefit cap may be increasing employment, con-
firming hypothesis four.3

Sensitivity tests

We conduct a series of sensitivity analyses which explore
whether some of the assumptions we have made in the
main analysis affect our findings. First, we re-estimate our
models using the doubly-robust difference-in-differences
procedure developed by Sant'Anna and Zhao (2020), find-
ing that our results are almost exactly the same (Web
Appendix 8, Supporting Information). Second, we exploit

FIGURE 2 The timing of the labour market changes associated with the introduction of a more restrictive benefit cap. Shaded area

represents the 95% confidence intervals.

FIGURE 1 The impact of introducing the more restrictive benefit cap on various forms of economic activity. Vertical lines are 95%

confidence intervals. The models reported in this figure are derived from a multinomial logistic regression model but the substantive

implications are the same as those reported in Table 1.

3We also examine the impact of these reforms on hours in Web
Appendix 7, Supporting Information.
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various exclusions to the benefit cap to see whether
restricting the households included in the ‘control’ group
changes our results. We focus, as described above, on
those that are more similar to the capped group than the
unrestricted comparison group used in the main analysis.
Each model is in the same direction and the difference-
in-differences estimates are of approximately the same size
(see Web Appendix 9, Supporting Information). We also
explore whether our results change if we remove people
who were potentially affected by the two-child limit, given
this policy was introduced only 5 months after the cap was
lowered and reduces the amount of support larger families
can claim even if they are in work, thereby reducing the
financial incentive for capped households to move into
employment. The interaction between these two policies
could make it difficult to isolate the effect of the benefit
cap, but in practice we find that removing these individ-
uals does not alter our findings, perhaps because relatively
few households were affected by the two-child limit at the
start (Web Appendix 10, Supporting Information). Finally,
other policy changes in the years preceding this reform
could have impacted employment outcomes (such as the
roll-out of Universal Credit from 2013 or the reductions in
the local housing allowance in 2011). To account for this,
we therefore compare our capped households to those
who are claiming any other form of social security (captur-
ing a range of reforms that were all intended to incentivise
employment), finding that our results are consistent (Web
Appendix 11, Supporting Information).

Second, we report on the results from our FRS model
of benefit cap risk, which attempts to address the problem
of identifying capped families in the LFS. We use the pre-
dicted probabilities from our FRS model to analyse the
association between the benefit cap and economic activity
in a variety of ways, described in detail in Web Appendix
12, Supporting Information. Here, we report briefly the
results of using the probability of being capped (see Web
Appendix 12, Supporting Information). We conduct a
difference-in-difference analysis similar to that presented
in Figure 1; the results, shown in Web Appendix 13, Sup-
porting Information, are very similar in that they indicate
a statistically significant reduction in unemployment and a
statistically significant increase in inactivity for people at
risk of being capped, after the introduction of the lower
cap. All the results from the FRS model are consistent with
our findings with the simpler risk model from the LFS.

Did the benefit cap affect the proportion of
people claiming disability-related social
security?

Households at-risk of being subject to the benefit cap can
become exempt if they claim disability-related social

security. We therefore check whether the introduction of
the more restrictive cap in November 2016 was also asso-
ciated with a rise in the proportion of households at-risk
of being capped claiming disability-related social security.
Here, we estimate the same difference-in-differences
models as above (adjusting for covariates) except that
now we change the dependent variable to whether
respondents are claiming a form of disability-related
social security or not. The key coefficient from this model
suggests that the proportion of people at-risk of being
capped claiming disability benefits increased by 3.67%-
points (95% CI: 2.34% to 4.99%). Recall that the estimated
rise in the proportion of people at-risk of being capped
who were now economically inactive was around 3.59%-
points (95% CI: 1.37 to 5.80). Of course, not everyone
who claims disability-related social security is economi-
cally inactive and some forms of disability-related social
security can be combined with paid work. In our sample
of households at-risk of being capped, however, over 90%
of those receiving disability-related social security were
economically inactive, including recipients of Personal
Indepedence Payments (PIP). Moreover, our data con-
tains information on the reasons for people becoming
economically inactive. The only reported reason that
increases after the policy was introduced is long-term
sickness. None of the other reasons see any change at all
(such as family commitments or becoming a student),
suggesting that the benefit cap is driving economic inac-
tivity almost solely because of health-related reasons.
Overall, then, this suggests that a significant proportion
of the rise in economic inactivity was potentially driven
by people making new claims for disability-related social
security which made them exempt even if those specific
forms of support could, in theory, be combined with
paid work.

Where are these new claims coming from? We know
from earlier work that there was a rise in mental health
problems among those at-risk of being capped over this
period. Was there also a rise in other health problems?
We find no clear change in health problems that are not
mental health problems (see Figure 3, panel 1:
p = 0.582). We do not observe any changes in the proba-
bility that people report having past health problems that
limited their daily activity (see Figure 3, panel 2:
p = 0.218). There is no change in the probability that
people report having past health problems that limited
their daily activity and that have lasted for more than
1 year (see Figure 3, panel 3: p = 0.411). And finally,
there is no change in the probability that people with
health problems expect those problems to last longer
than 1 year into the future (see Figure 3, panel 4:
p = 0.615). In other words, although there is some
evidence to suggest that more people are claiming
disability-related benefits there is no evidence that

CAPPING WELFARE PAYMENTS FOR WORKLESS FAMILIES 9
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(outside of mental health) the physical health of these
claimants has changed much at all. Therefore, these new
claims appear to be people who were eligible for
disability-related social security but who were not claim-
ing such benefits before they were capped (for more on
take up of benefits see Bennett, 2023).

Did mental health mediate the association
between the benefit cap and economic
activity?

Having established that the introduction of a more
restrictive benefit cap in 2016 increased employment but
also increased economic inactivity (in part because it led
to more people claiming disability-related benefits), we
now explore whether mental health mediates the rela-
tionship between the benefit cap and economic inactivity
(whatever the reason). Previous work has already shown
that the policy reform led to higher rates of mental ill
health among those who were affected by the policy
(Reeves et al., 2022). We therefore test whether mental
health sits on the pathway between the policy and labour
market outcomes.

First (see Figure 4), we consider whether the associa-
tion between the changes to the benefit cap and the rise
in economic inactivity are mediated by the effects of the
benefit cap on mental health. We find that there is some
mediating impact of mental health, in that the policy

change affects mental health and mental health influ-
ences economic inactivity. More precisely, consistent
with our main models, we find that the total effect of
implementing this more restrictive benefit cap policy is
associated with a �4%-point (95% CI: 2.41 to 6.34)
increase in the proportion of people who are economi-
cally inactive. This is consistent with our main results
reported above. The average causal mediation effect of
this policy on economic inactivity through its effect on
mental health is 0.632%-points (95% CI: 0.050 to 1.214).
This suggests that around 15.3% of the total effect of the
policy on economic inactivity is mediated via its effect on
mental health. The average direct effect of the policy
(i.e., not via mental health) is 3.304%-points (95% CI:
1.139 to 5.878). This suggests that the association between
reducing the benefit cap and changes in economic inac-
tivity are partially but not entirely mediated by their
impact on the mental health of those at-risk of being
affected. This is consistent with the evidence we have
already reported, which suggests that some of the new
disability claims (which can include mental ill health)
were people who were previously eligible but who were
not claiming before they were capped.

Given the challenges to proving mediation, we con-
duct a sensitivity analysis in order to determine how sub-
stantial any unobserved confounding of this mediation
effect would need to be in order to push the coefficient to
0 (Web Appendix 14, Supporting Information). We do
this by simulating the correlation (ρ) between the

FIGURE 3 Did the benefit cap increase health problems? The outcome variable ‘health problems’ includes all health problems except

those related to mental health. Past health problems is 1 if respondent has had health problems that limit daily activities. Past health

problems more than 1 year is 1 if respondent has had health problems that limit daily activities for more than 1 year. Long-term health

problems is 1 if respondent believes their health problems will last for more than 1 year.
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residuals in the outcome and the mediator regressions. If
there exists some unobserved pre-treatment confounders
which affect both the mediator and the outcome, we
expect that the sequential ignorability assumption is vio-
lated (a crucial assumption in identifying mediation
effects) and ρ is no longer zero. We therefore explore
what happens to the estimated average causal mediation
effect as ρ goes above and below zero. We find evidence
that our estimated mediation effect is robust, as it would
require the correlation between the residuals of these
models to be �0.2. Or, to put this another way, the total
explained variance of the model would need to double to
remove our estimated mediation effect.

Second, we consider whether the association between
the changes to the benefit cap and the reduction in
unemployment are mediated by the effects of the benefit
cap on mental health. Recall that unemployment here is
contrasted to those who are employed and those who are
economically inactive, in order to avoid over-estimating
the impact of the policy reform on those in the labour
market. Again, we find that there is some mediating
effect, but it is much smaller for unemployment than for
economic inactivity. For example, consistent with our
main models, we find that the total effect of the imple-
mentation of this more restrictive benefit cap policy is
associated with a �5%-point (95% CI: �3.03 to �6.76)
reduction in the proportion of people who are unem-
ployed. This is consistent with our main results reported
above. The average causal mediation effect of this policy
on unemployment through its effect on mental health is
0.040%-points (95% CI: �0.0031 to 0.083). This suggests
that less than 1% of the total effect is mediated via its
effect on mental health. This is not significantly different

from zero and it is very small. The average direct effect of
the policy (i.e., not via mental health) is �4.92%-points
(95% CI: �3.37 to �6.81). This suggests that the associa-
tion between reducing the benefit cap and changes in
mental health is only a very minor part of explaining the
reduction in unemployment. Our sensitivity analysis (see
Web Appendix 14, Supporting Information) also confirms
this, suggesting that it would take a much smaller degree
of confounding to remove the mediating relationship
observed here for mental health.

DISCUSSION

In this paper, we take advantage of a reduction in the
benefit cap to explore whether the reduction in income
that follows being capped—which was intended to incen-
tivise employment—affected labour market activity. We
find that implementing a more restrictive cap both
(a) reduced unemployment and (b) increased economic
inactivity (which appears to be linked with more people
claiming disability-related benefits), corresponding to but
also deepening existing evidence (Griggs et al., 2023). It is
thereby simultaneously pushing some people towards
work and other people away from it. Indeed, the net
effect of the policy on employment rates is basically zero,
suggesting that most of the reduction in unemployment
is actually driven by increases in economic inactivity.
Finally, we also find evidence that part of the reason this
policy change led to economic inactivity is because it
harms mental health, leaving people in a position where
their work-readiness has declined and where they are
now eligible to claim disability-related benefits.

FIGURE 4 Does mental health mediate the association between the benefit cap and labour market activity?

CAPPING WELFARE PAYMENTS FOR WORKLESS FAMILIES 11
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Our findings have implications for broader debates
about how the design of social security systems affects
labour market outcomes (Eissa & Hoynes, 2004). At one
level, we find evidence consistent with standard eco-
nomic models of how people respond to economic incen-
tives, namely that reductions in social security payments
can incentivise people into employment, presumably
because the reduction in incomes increases financial
pressure (Jensen & Blundell, 2022). In this specific case,
working at least 16 h per week also provides a way for
people to escape the cap. This creates a set of clear incen-
tives which seem to have encouraged some people to
return to work. However, our findings also illustrate that
such reductions can also have unintended impacts on
economic inactivity. In particular, increasing financial
strain on households has two consequences. On the one
hand, the financial pressures lead some (likely those who
were already eligible) to claim disability-related social
security. On the other hand, the reduction in income
harms their mental health and actually push some of
those affected further away from the labour market
(again leading them to claim disability-related benefits)
(Hussain et al., 2020). While the net effect of these two
consequences is a very slight increase in employment, it
is important to unpack how the bifurcation of capped
households may deepen inequalities. It may be that those
who are incentivised into work are those who were
already able to take up work because their family situa-
tions allowed it, while those being moved away from
employment are those who have competing responsibili-
ties (often childcare) that make it difficult for them to
return to work right now. These may well be people who
want to work in the future when their circumstances
allow, and there is a chance that the policy may be mak-
ing it less likely that these people will return to the
labour market in that future moment.

Crucially, the regional variation in the impact of the
benefit cap helps us understand how structural eco-
nomic conditions shape the effectiveness of these kinds
of incentives. We find that in poorer parts of the country
the benefit cap seems to be pushing unemployed people
into economic inactivity whereas in affluent areas there
is some evidence that the cap is incentivising people
into work. This variation is particularly salient because
the early trials of the cap were conducted when the pol-
icy largely affected people in London. In other words,
those early findings of higher employment rates may
have been driven largely by the fact that the affected
people were living in a dynamic and high-wage part of
the British economy. As the reach of the cap has
extended to other parts of the UK, its impact on employ-
ment may have diminished to such an extent that we
find no net impact on employment at all. Clearly, the

economic background against which such policies oper-
ate is crucial.

There are a number of limitations to our analysis.
First, we do not have within our data an entirely
exchangeable comparison group for those affected by the
policy, and so there are important differences at baseline
between those at risk of being capped and those who are
not at risk of being capped. This creates uncertainty
regarding our estimate of the causal effect of this policy
change (Dunning, 2012). Second, we cannot perfectly
identify those who are (or could have been) subject to the
cap using the two datasets which underpin our analysis.
We address this limitation by adopting an intention-
to-treat approach, which likely leads to conservative esti-
mates of the causal effect. We have also conducted a
series of sensitivity analyses which explore different ways
of identifying those at risk of being capped. These reveal
that our main estimates may indeed be conservative and
that the impact of the benefit cap could be even larger
than our results suggest. At the same time, however, our
construction of the at risk group over-estimates the pro-
portion of lone parents, who might be less responsive
than others to the labour market incentives of the benefit
cap (Chzhen & Bradshaw, 2012), and this might lead to
under-estimating the impact of the cap on employment.
Together, this creates some uncertainty about the exact
magnitude of the impact of this policy.

While the benefit cap was very popular with British
voters, it is not clear that it has accomplished its stated
goals. It has not contributed to a significant reduction in
government spending, a fact that some seemed to
acknowledge even while the policy was being developed
(Chakelian, 2021). It has led to a reduction in unemploy-
ment, but has also pushed an equally large number of
people into economic inactivity. Our results suggest that
this is in part because the policy harmed mental health
but also because many of the people who were at-risk of
being capped were already eligible for disability-related
social security. The UK's benefit cap, then, bears some
similarities to other policies which attempt to limit
spending on social security in that it does motivate some
to return to work but it also simultaneously pushes other
further away from the labour market. As a result, this
policy has left economically marginalised families strug-
gling to make ends meet (Edmiston, 2021), has harmed
mental health, and pushed some further away from the
labour market. This means the policy is failing against its
own objectives, while also causing real and significant
harms.
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