Office for

Budget
Responsibility

IWeIfare trends report

June 2026

CP 1634



Office for Budget Responsibility

Office for Budget Responsibility:

Welfare trends report

Presented to Parliament
by the Exchequer Secretary to the Treasury
by Command of His Majesty

June 2026

CP 1634



OGL

© Crown copyright 2026

This publication is licensed under the terms of the Open Government Licence
v3.0 except where otherwise stated. To view this licence, visit
nationalarchives.gov.uk/doc/open-government-licence/version/3 or write to the
Information Policy Team, The National Archives, Kew, London TW9 4DU, or
email: psi@nationalarchives.gov.uk.

Where we have identified any third party copyright information you will need
to obtain permission from the copyright holders concerned.

This publication is available at www.gov.uk/official-documents

Any enquiries regarding this publication should be sent to us at
obr.enquiries@obr.uk

ISBN 978-1-5286-6461-5
E03599306 06/26
Printed on paper containing 40% recycled fibre content minimum

Printed in the UK by HH Associates Ltd. on behalf of the Controller of
His Majesty’s Stationery Office.


http://www.nationalarchives.gov.uk/doc/open-government-licence/version/3
mailto:psi%40nationalarchives.gov.uk?subject=
http://www.gov.uk/official-documents
mailto:obr.enquiries@obr.uk

Contents

FOrEWOId. ... i 1

Chapter 1 EXecutive SUMMOIY.......uiiiiiiiiiiiiiiiie e 3
Chapter 2 Recent trends in fraud and error ............cooovviiiiiieeeiiiiiiieeee 7
ey [geTe (U 1) o PSSP 7

Box 2.1: Defining and measuring fraud and error .................. 7

Fraud and error rates across welfare ............ccccceeveeeieninnnee. 9

The PANAEMIC ..vvveiieeeiiiieee e 11

The move to universal credit.........ccooevviiiiiiiieeeeieiiieee e, 19

Chapter 3 Fraud and error in the forecast............eeeiieieiiiiiiiiiiiieeeeee 29

How fraud and error affects our welfare spending forecasts .. 29
How we forecast fraud and error ............coevvvvviiiiiiiiiiiienenn.n. 30

Box 3.1: The effect of universal credit overpayments

ON DOITOWING e 36
Lessons for, and risks to, our forecasts ........coeevueiiueiiniennne.n. 37
Index of charts and tables .......ccoooiviiiiiii e 39

Supplementary information and charts and tables data are available on our website.






Foreword

The Office for Budget Responsibility (OBR) was created in 2010 to provide independent and
authoritative analysis of the UK’s public finances. In December 2013, the Government asked the
OBR to take on additional responsibilities in relation to its newly announced cap on a subset of
welfare spending. This request was in two parts: to assess performance against a cap on a subset of
welfare spending, and to “prepare and publish information on the trends in and drivers of welfare
spending within the cap”, so as to facilitate open and constructive debate. Parliament formally
included these requirements in the 2015 edition of the Charter for Budget Responsibility, which since
its 2022 update has required us to publish a Welfare trends report (WTR) once every two years.

We have explored several issues in our successive WTRs, ranging from a broad historical sweep of
trends in UK welfare spending and international comparisons of welfare spending in our first two
reports; to topics including universal credit, disability benefits, the Summer Budget 2015 welfare
cuts, changes in welfare spending during and after recessions, and trends in working-age incapacity
benefits spending across our subsequent seven reports. With rates of fraud and error in welfare
having fluctuated substantially over recent years, this 10th WTR focuses on the drivers of these recent
trends and what they imply for our approach to forecasting fraud and error in the welfare system.

The analysis in this report represents the collective view of the OBR’s Budget Responsibility
Committee. We take full responsibility for the judgements that underpin it and for the conclusions we
have reached. We have, of course, been supported in this by the full-time staff of the OBR, to whom
we are enormously grateful, as we are to officials in the Department for Work and Pensions and HM
Revenue and Customs who provided their help and expertise. We are also grateful to external
stakeholders who gave their time and insights, including staff at the National Audit Office, Institute
for Fiscal Studies, Institute for Government, Resolution Foundation, and National Institute of
Economic and Social Research. In line with our Memorandum of Understanding, we provided a final
copy of this report to HM Treasury two working days in advance of publication.

As with all our reports, the WTR remains a work-in-progress. We would be pleased to receive

feedback on any aspect of the content or presentation of our analysis. This can be sent to

feedback@obr.uk.

@‘-‘A K. Mies /
s .

Professor David Miles CBE Tom Josephs

The Budget Responsibility Committee
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1.1

Executive summary

Fraud and error in welfare refers to overpayments where a claimant receives more than they
are entitled to. The overall rate of welfare fraud and error rose sharply from 3.1 per cent of
spending in 2019-20 to 4.3 per cent of spending during the Covid years of 2020-21 and
2021-22, an increase of around two-fifths (Chart 1.1). Over the subsequent four years the
rate has fallen back to 3.2 per cent, close to its pre-pandemic level.

Chart 1.1: Fraud and error rate across welfare by benefit group
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Note: Total welfare refers to all DWP welfare spending and HMRC spending on child and working tax credits. UC and legacy includes
universal credit, working-age housing benefit, income-based employment and support allowance and jobseeker’s allowance, child and
working tax credits, incapacity benefit, and income support. Pensioner benefits include state pension, pension credit, and pensioner-age
housing benefit. Disability benefits include disability living allowance, personal independence payment, and attendance allowance. Tax
credit fraud and error includes in-year overpayments, as outlined in Box 2.1.

Source: DWP, HMRC, OBR

1.2

1.3

This Welfare trends report investigates the drivers of these recent trends, with a particular
focus on the pandemic and the move to universal credit (UC), and considers how this
analysis should be reflected in our fraud and error forecasts. Data on fraud and error
comes from sampling exercises and there is limited evidence on the underlying drivers of
trends. This means there is inevitably some uncertainty around the conclusions reached in
this report.

We focus our analysis on fraud and error in universal credit. The 2020-21 rise and
subsequent fall in welfare fraud and error was entirely concentrated within UC. The UC
fraud and error rate rose from 9.4 per cent of UC spending in 2019-20 to 14.7 per cent in
2021-22, before then falling to 8.5 per cent in 2025-26. Fraud and error rates across other
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Executive summary

large benefits — including for legacy benefits that were being progressively phased out in
favour of UC — were largely stable over this period.

1.4 The initial rise in UC fraud and error in 2020-21 and the subsequent decline were primarily
concentrated among the cohort of claimants joining UC in the first year of the pandemic
(Chart 1.2). By contrast, the fraud and error rate among pre-existing cohorts was relatively
stable. The fraud and error rate among the ‘Covid cohort’ was 25.8 per cent of spending in
2020-21. This compares to the overall 2019-20 rate of 9.4 per cent, and the rate among
pre-existing cases in 2020-21 of 9.8 per cent. Likewise, the rate of fraud and error among
the Covid cohort fell by two-thirds between 2020-21 and 2025-26, while the rate among
all other UC cases fell by less than a sixth over the same period.

Chart 1.2: Universal credit fraud and error rate in the Covid and non-Covid cohorts
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Note: The Covid cohort refers to new claims to UC made between 14 March 2020 and 27 February 2021. The non-Covid cohort refers
to all other cases on UC in each year.
Source: DWP, OBR

1.5 The initially high fraud and error rate in the Covid cohort is likely to be primarily explained
by operational easements introduced by the Department for Work and Pensions (DWP) at
the start of the pandemic, which aimed to reduce restrictions and speed processes at a time
of acute need. This included relaxing departmental checks normally in place to process a
benefit claim, and the suspension of the minimum income floor and gainfully self-employed
checks for self-employed claimants. The nature of the Covid shock to the economy also led
to a significant rise in self-employed cases on UC, which have substantially higher rates of
fraud and error than the rest of the caseload.

1.6 The subsequent fall in fraud and error is very likely to be largely driven by the removal of
these measures in the following years along with additional departmental activity to combat
fraud. In response to the Covid spike, DWP increased staff addressing fraud and error from
4,700 in 2020-21 to 15,000 in 2025-26, with plans for further increases in the coming
years which we expect to lead to further falls in the medium term.
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1.8

1.9

Executive summary

It is possible that there was also a greater willingness to commit fraud among potential
claimants during the Covid period, though the extent of this is uncertain. Prior to the
pandemic, there is some evidence that societal views towards fraud were softening, and that
fraud and error across society was on the rise. The onset of the pandemic may have
accelerated these trends. First, due to the greater incentive for fraud among those facing
economic hardship. And second, due to the greater opportunity for fraud from the
operational easements mentioned above alongside wider Covid-related changes, such as
the suspension of face-to-face appointments to monitor compliance with conditionality
requirements, and more publicity around available benefits and the digital claims system.

The pandemic hit while the working-age welfare system was undergoing significant
structural change, in particular from the transition to UC. While UC had been fully rolled
out for new claims in 2019-20, it made up just 31 per cent of combined UC and legacy
spending in that year. By 2025-26, this share had risen to 91 per cent. Significant structural
differences between UC and the legacy system are also likely to have contributed to
changing patterns of fraud and error in this period, although our analysis suggests these
changes may have been largely offsetting overall. The differences include:

e Growth in capital- and housing-related fraud and error in UC relative to the legacy
system as a result of tighter restrictions on savings levels, and centrally administered
housing support in UC. Overpayments related to these factors were small in the legacy
system — averaging around 0.4 per cent of UC and legacy spending between 2011-12
and 2018-19 - but have become more significant since 2019-20, averaging 2.1 per
cent.

e  Evidence of higher fraud and error among those with self-employment income in UC,
as monthly assessment and other changes have increased reporting requirements for
self-employed claimants. In addition, stronger incentives to work at low hours and
earnings levels in UC have increased the prevalence of low levels of self-employed
income among those who would have been on out-of-work legacy benefits.

e  Pushing in the other direction is lower in-work fraud and error for employees in UC
than the legacy system. In large part this is because UC’s monthly assessment has
removed the possibility of in-year overpayments — reconciled at year-end — that were a
feature of the annually assessed tax credits system. These in-year overpayments
averaged 1.7 per cent of spending between 2011-12 and 2018-19. The use of real-
time earnings information to calculate UC entitlement has also reduced the scope for
income-related overpayments among those earning via PAYE.

Based on the findings in this report, we plan to change our forecast methodology for fraud
and error at the next forecast. Previously we assumed that the underlying propensity for

fraud and error in UC would rise in each year of the forecast. This was based on increased
fraud and error rates and some evidence that fraud has risen more widely across society in
recent years. However, as the analysis in this report suggests that the rise was concentrated
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Executive summary

in the Covid cohort, and that fraud and error rates have now returned close to pre-
pandemic levels, we will now remove this rising underlying propensity assumption.

1.10  There is uncertainty around this judgement and the wider outlook for fraud and error. Even
before making this change the forecast assumed that the recent decline in fraud and error
rates would continue for several years, largely based on a judgement that that the ongoing
significant increase in DWP resource to combat fraud and error would be effective. We will
monitor this and wider developments in fraud and error as new data becomes available.
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Recent trends in fraud and error

Introduction

2.1

2.2

Our biennial Welfare trends reports (WTRs) examine trends in social security benefits and tax
credits. This year’s report considers fraud and error in the welfare system, with a particular
focus on the changing trends in fraud and error in universal credit (UC) following both its
full rollout and the pandemic. Other public bodies, such as the National Audit Office
(NAO), also examine fraud and error in the welfare system, often with a focus on assessing
the value for money and effectiveness of Department for Work and Pensions (DWP)
operations. This is not our focus — the role of the WTR is to provide insights that improve our
welfare forecasts and our costings of welfare policy — however, we draw on these findings in
this report where relevant to our analysis.'

Fraud and error is an inherently more uncertain topic than those covered in previous WTRs.
While benefit expenditure and caseloads are recorded in DWP administrative data, fraud
and error is unobserved and therefore analysis depends on sampling exercise data with
small samples and complex methodologies. In addition, there is relatively limited evidence
on the underlying drivers of trends in fraud and error. For example, there is some evidence
that fraud across society has been on the rise in recent years, and we have used this to
support our past forecast judgements (see Chapter 3). However, this evidence is very far
from conclusive. These features of measuring and understanding fraud and error mean
there is inevitable uncertainty around all the conclusions we reach in this report. Box 2.1
explains how we define fraud and error in this report and how we measure recent trends
using DWP’s annual sampling exercise data.

Box 2.1: Defining and measuring fraud and error

Defining fraud and error

The definition of ‘fraud and error’ in welfare used in this report is a claimant receiving more than
they are entitled to in their benefit award. The amount by which their award exceeds their
entitlement is defined as an ‘overpayment’. A claimant receiving less than their entitlement in
their award is called an ‘underpayment’. Underpayments are not included in the analysis of
fraud and error in this report as they have different drivers and fiscal implications compared to

overpayments.®

Within universal credit (UC) and the legacy benefits that preceded it, entitlement is based on a
range of claimant information and reported circumstances. In 2025-26, 81 per cent of fraud

! For example, the NAO focuses on evaluating the effectiveness of DWP's efforts and initiatives in reducing fraud and error. See: NAO,
Tackling benefit overpayments due to fraud and error, October 2025.
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Recent trends in fraud and error

and error in UC was classified as fraud — which is where the department has evidence or
suspicion of fraudulent intent regarding a claimant’s misreporting of circumstances. Claimant
error, where claimants inadvertently misreported their circumstances, and official error, where
the department or other authorities were responsible for the overpayment, explain 10 per cent
and 9 per cent of 2025-26 UC overpayments respectively. The main categories for fraud and
error include:

¢ Income-related overpayments, where a claimant misreports their income. These
accounted for 31 per cent of UC overpayments in 2025-26.

e Overpayments due to household composition, either due to an undeclared partner or
other misreporting of household members such as children or non-dependents. These
accounted for 24 per cent of UC overpayments in 2025-26.

e Capital-related overpayments, where a claimant misreports their savings. These
accounted for 16 per cent of UC overpayments in 2025-26.

e Housing-related overpayments, where a claimant misreports their housing costs. These
accounted for 10 per cent of UC overpayments in 2025-26.

For the purposes of consistent comparison between UC and legacy benefits in this report we
have adjusted the definition that HM Revenue and Customs (HMRC) used for fraud and error in
the tax credits system. Specifically, we have included a separate category of ‘in-year’
overpayments in addition to those due to claimant misreporting and department error. Tax credit
entitlement was decided retrospectively at the end of the financial year when claimant
circumstances were finalised. This meant that there were often overpayments made through the
year compared to the final entitlement calculated at the end of the year. These in-year
overpayments were not defined as fraud and error by HMRC as they arose within the rules of the
tax credit system. However, we include them in our definition of fraud and error to align with the
definition of entitlement in UC, which is determined monthly at the point of payment rather than
retrospectively at annual finalisation.®

Throughout the report, ‘fraud and error rates’ and ‘overpayment rates’ refer to overpayments as
a share of spending, and the terms are used interchangeably.

Measuring fraud and error

The monetary value of fraud and error is estimated by an annual sampling exercise conducted
by the Department for Work and Pensions (DWP). The department undertakes a detailed review
of a random sample of benefit cases, including a telephone interview with claimants and asking
for documentation to verify their circumstances.© For the 2025-26 estimates, DWP reviewed
13,000 cases across their major benefits, including 4,000 UC cases. This sampling exercise is a
research tool to understand the levels, trends, and reasons behind fraud and error in welfare; it
is distinct from DWP’s fraud investigation process.

The reliance on sampling exercise data adds uncertainty to the estimates for fraud and error,
especially for subsets of data where sample size limitations are a significant issue. Chart A
presents 95 per cent confidence intervals for the trends both in the overall rate of fraud and error
in UC and the rate of self-employed fraud and error in UC. The size of these confidence intervals
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is significant — around 2 percentage points for the overall rate and 5 percentage points for the
self-employed subset in the latest outturn — although not so substantial that trends cannot be
identified. This uncertainty applies to all analysis of outturn fraud and error trends in this chapter.

Chart A: Universal credit fraud and error rates and confidence intervals
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Source: DWP, OBR

@ Claimants receiving awards below their entitlement due to misreporting their circumstances are not defined as underpayments by
DWP but rather as ‘unfulfilled eligibility’, as under benefit legislation these claimants are not eligible for increases in their award until
they provide the correct information, and therefore are not entitled to retrospective compensation, creating an asymmetry with
overpayments due to claimant error. UC underpayments due to official error, which were 0.4 per cent of UC spending in 2025-26,
are driven by departmental operational activity and are rectified by DWP through a different procedure and to a different timescale
than overpayment recoveries.

b In-year overpayments also have a substantial net fiscal cost, with a recovery rate of roughly 50 per cent before the introduction of
ucC.

¢Further detail on DWP’s sampling exercise methodology can be found in: DWP, Background Information and Methodology Note:
Fraud and error in the benefit system: financial year ending (FYE) 2026 estimates, May 2026. HMRC conducted a similar sampling
exercise to estimate fraud and error in personal tax credits, last undertaken for 2021-22; more detail can be found in: HMRC, Child
and Working Tax Credits error and fraud statistics 2021 to 2022, June 2023.

2.3 In this chapter, we consider recent trends in fraud and error in the welfare system, with a
particular focus on the volatile trends within UC and their key underlying drivers. This
analysis then informs the next chapter, where we present our forecast for fraud and error in
welfare and describe how the review of recent trends in this report has led to improvements
in our forecast methodology.

Fraud and error rates across welfare

2.4 Fraud and error rates have differed significantly across different benefits. As shown in Chart
2.1, the overall level and trend in fraud and error across the welfare system has been driven
predominantly by UC and the legacy benefits it replaced.? UC and legacy benefits have a
much higher rate of fraud and error than other large benefits, accounting for over 70 per
cent of total fraud and error expenditure in 2025-26 despite only representing around 30
per cent of total welfare expenditure.

2 Legacy benefits here comprise income-related employment and support allowance (ESA), income-related and jobseeker’s allowance
(JSA), incapacity benefit (IB), income support (IS), working-age housing benefit (HB), and child and working tax credits.
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Chart 2.1: Fraud and error rates across welfare by benefit group
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Note: Total welfare comprises all DWP welfare expenditure and HMRC expenditure on child and working tax credits. UC and legacy
comprises UC, income-related ESA and JSA, IB, IS, working-age HB, and child and working tax credits. Pensioner comprises state
pension, pension credit, and pensioner HB. Disability comprises disability living allowance, personal independence payment, and
attendance allowance.

Source: DWP, HMRC, OBR

2.5 Chart 2.1 shows that the overall rate of fraud and error within the welfare system fell
between 2003-04 to 2019-20. There were two particular periods of decline in the mid-
2000s and early 2010s, which were both concentrated in tax credits. The former was driven
by a definitional change, the latter by a policy focus on fraud and error:

. In the early 2000s, HM Revenue and Customs (HMRC) reformed its ‘income
disregards’ process, which significantly reduced measured overpayments. Under the
tax credits process, claimants would receive a monthly payment based on their income
in the previous year or estimated income for the current year, but would then confirm
their final annual income after the financial year was complete to calculate their final
tax credits entitlement for that year. There was an ‘income rise disregard’, initially set
at £2,500, which created a buffer zone within which a claimant’s income could
increase over the year without affecting their entitlement. This process resulted in very
large corrections to entitlements and accordingly high volumes of overpayments,
because in a large number of cases income changed by more than the threshold. In
April 2006, HMRC significantly raised the income rise disregard threshold, allowing
claimants to revise up their annual income by up to £25,000 without affecting their
final entitlement.? This helped to reduce the tax credits overpayment rate from 23 per
cent in 2003-04 to 14 per cent by 2007-08.* This decrease therefore reflected a
narrower definition of overpayments rather than a change in claimant behaviour.

3 Further changes were made to the system of income disregards in the years following, with the income rise disregard reduced back to
£2,500 in stages by 2016-17. An income fall disregard of £2,500 was introduced in 2012-13; previously tax credits increased in
response to any fall in annual income.

4 Public Accounts Committee, Thirty-Seventh Report — Inland Revenue Standard Report: New Tax Credits, March 2006.
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2.6

Recent trends in fraud and error

e Inthe early 2010s, HMRC was able to drive reductions in the tax credit overpayment
rate through a policy focus on its detect and correct activities, which contributed

towards a reduction in overpayments from over 13 per cent in 2010-11 to 10 per cent
in 2014-15.°

Turning to the more recent period, fraud and error rates spiked sharply in 2020-21,
remained high in 2021-22, and since then have been falling. Almost all of this trend has
been concentrated in UC and legacy benefits. The timing of these changes suggests they
were likely driven by one or a combination of two major developments: the transition from
the legacy system to UC, and the onset of the Covid pandemic. In the remainder of this
chapter we explore these factors in more detail and consider their relative importance in
explaining recent trends:

¢  The pandemic: The onset of the Covid pandemic was followed by a 1.2 percentage
point (39 per cent) increase in the welfare fraud and error rate in 2020-21, the largest
year-on-year change on record. We consider how the pandemic altered claimant
behaviour and departmental activity in the short term, to what extent these pandemic
effects unwound over the subsequent five years, and how policy announcements
following the pandemic have affected fraud and error.

e  The move to universal credit: 2019-20 was the first financial year in which universal
credit was fully rolled out for new claims across the UK. UC’s share of welfare
spending has rapidly increased since then, rising from less than 10 per cent of total
spending in 2019-20 to over 25 per cent in 2025-26, and from around 30 per cent of
UC and legacy spending in 2019-20 to over 90 per cent in 2025-26. We consider
whether features inherent to the UC system may have contributed to higher rates of
fraud and error.

The pandemic

2.7

This section explores the short- and medium-term impacts of the pandemic on UC fraud
and error, which saw the overpayment rate increase by over 50 per cent in a single year
(from 9.4 per cent of UC expenditure in 2019-20 to 14.5 per cent in 2020-21) before then
declining, and eventually falling to below its pre-pandemic level to 8.5 per cent by 2025-
26. We examine how the pandemic affected new and existing claims differently, how
operational easements affected fraud and error, and how additional policy measures
following the pandemic have begun to reduce overpayments.

The Covid cohort impact

2.8

Both the sharp rise in UC fraud and error in 2020-21 and the subsequent decline over the
following five years was driven predominantly by claimants that joined during the first year
of the pandemic. As shown in Chart 2.2, in 2020-21, overpayments accounted for over a

5 NAO, Fraud and error stocktake, July 2015.
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quarter of all UC spending on the ‘Covid cohort’,® a rate more than two-and-a-half times
higher than the overpayment rate for pre-existing claims, which only increased slightly
between 2019-20 and 2020-21, from 9.4 to 9.8 per cent. Over subsequent years, the
Covid cohort’s overpayment rate fell by nearly two-thirds (from 25.8 per cent of spending in
2020-21 to 8.9 per cent in 2025-26), whereas the rate for all other UC cases was relatively
unchanged, rising slightly from 9.8 per cent of spending in 2020-21 to 11.7 per cent in
2022-23 before falling to 8.4 per cent in 2025-26.

Chart 2.2: Universal credit fraud and error rates in the Covid and non-Covid cohorts
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Note: The Covid cohort refers to cases that joined UC between 14 March 2020 and 27 February 2021. The non-Covid cohort refers to all
other cases on the UC caseload that joined in the years before and after.
Source: DWP, OBR

2.9 It is typical for claimant cohorts to begin with higher rates of fraud and error which then fall
as the cohort matures (Chart 2.3). This is explained by the changing composition of cohorts
over time, which typically begin with a large proportion of unemployed and in-work cases
(which tend to have substantially higher overpayment rates) before shifting towards a
greater proportion of inactive cases as unemployed cases either leave UC or fall into ill
health and move into inactivity. While the 2020 cohort follows a similar trend to the other
cohorts shown in Chart 2.3, the scale of fraud and error within it far exceeds that seen in
any other cohort in the first three years of the claim, underlining the likelihood of a
pandemic-specific effect driving higher fraud and error rates in this group.

¢ The Covid cohort refers to cases that joined UC between 14 March 2020 and 27 February 2021.

Welfare trends report 12



Recent trends in fraud and error

Chart 2.3: Universal credit fraud and error rates by cohort and duration
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Note: Cohorts are split by calendar year of initial claim, and therefore the 2020 cohort is not entirely equivalent to the Covid cohort in
Chart 2.2, which spans mainly the 2020 and the early part of the 2021 calendar years.
Source: DWP, OBR

The short-term impact of the pandemic on fraud and error

2.10  The vast majority of the rise in fraud and error in 2020-21 was driven by higher
overpayment rates across all conditionality groups.” The fraud and error rates in the Covid
cohort for unemployed, in-work and inactive cases were all more than double their non-
Covid counterparts (left panel of Chart 2.4). This indicates that the pandemic’s impact on
fraud and error was primarily due to factors that affected the entirety of the Covid cohort,
rather than being due to differences in the composition of the Covid cohort compared to
previous cohorts. These higher rates within conditionality groups explain over four-fifths of
the total rise in the UC overpayment rate in 2020-21, with Covid cohort composition, and
higher non-Covid cohort fraud and error rates, each explaining roughly a tenth of the rise
(right panel of Chart 2.4).

7 Detail on the definitions of conditionality groups is available in paragraph 2.24.
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Chart 2.4: Decomposition of change in universal credit fraud and error rate by
cohort and conditionality groups, 2019-20-2020-21
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Note: The Covid cohort refers to cases that joined UC between 14 March 2020 and 27 February 2021. The non-Covid cohort refers to all
other cases on the UC caseload that joined in the years before and after.
Source: DWP, OBR

2.11  ltis likely that the high fraud and error rates across all conditionality groups within the
Covid cohort are primarily explained by operational measures taken by DWP around the
onset of the pandemic. Assessments of the impact of these measures, including by DWP 2
suggest the following factors, which particularly affected new claims, contributed to this:

e  The relaxation of departmental checks normally in place to process a benefit claim.
During the pandemic, verification checks related to identity, household circumstances,
and tenancy agreements were eased in order to meet the high demand of new claims
and comply with wider public health restrictions. These easements created greater
scope for people to make fraudulent UC claims as information pertaining to eligibility
was self-reported without verification by the department.

e  The suspension of the minimum income floor (MIF) and gainfully self-employed (GSE)
checks for self-employed claimants, providing the opportunity for claimants to under-
report earnings from their businesses to earn higher UC awards.

o Smaller operational adjustments may also have played some role, including the
suspension of jobcentre appointments, for example to monitor compliance with
conditionality requirements, and the rapid expansion of staff capacity to process high
volumes of new claims and payments.

2.12  In addition to operational measures, the nature of the Covid shock on the economy also
contributed to the rise in fraud and error in 2020-21. With many businesses forced to close
in response to the pandemic, there were large onflows onto UC of self-employed claimants
who otherwise would not typically engage with system, with the self-employed share of the

8 DWP, Fraud and error in the benefit system for financial year ending 2021, May 2021.
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2.14

Recent trends in fraud and error

UC caseload rising from 5 per cent in 2019-20 to 13 per cent in 2020-21. Given that fraud
and error rates among self-employed claimants (32.5 per cent in 2020-21) are much
higher than the rest of the caseload, this shift in composition contributed to a higher overall
fraud and error rate within UC.

Combined with these factors, the rise in UC fraud and error rates in 2020-21 may have
reflected an increased willingness to commit fraud in wider society, though this is uncertain.
Starting before the pandemic, some survey evidence indicated softening societal views
towards fraud,” and there was some evidence of increasing fraud in other parts of society.'®
The onset of the pandemic may have accelerated these trends, with greater incentives and
opportunity to commit fraud due to the economic need and instability the pandemic caused,
alongside enhanced publicity around the availability of UC and its digital claims system.

While new cohorts typically have a higher share of overpayments attributed to income-
related fraud (given new cohorts have high volumes of unemployed and in-work cases), the
scale of income-related fraud in the Covid cohort was much higher than for other cohorts.
Nearly half of all fraud and error in the Covid cohort in 2020-21 was related to income
(Chart 2.5), compared to much smaller shares in the non-Covid cohort in 2020-21 (a
quarter) and across UC in 2019-20 (a third).

Chart 2.5: Composition of universal credit fraud and error by reason and cohort
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Source: DWP, OBR

2.15

The maijority of the rise in income-related fraud and error relates to self-employment and
was likely driven in part by specific easements made for self-employed claims. The nature of

? DWP, British Social Attitudes: Fraud and Error in Welfare Benefits, 2016-2022, October 2023.

19 Police recorded crime data showed a 5 per cent average annual increase in reported fraud crime between 2015-16 and 2019-20.
Home Office, Police recorded crime open data, April 2025. Similarly, the Crime Survey for England and Wales has found that fraud as a
share of all crimes rose consistently between 2016-17 and 2022-23.
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the Covid shock to the economy drove a lot of self-employed claimants into UC who would
not normally engage with the system. This economy shock was paired with the suspension
of gainfully self-employed checks to verify self-employed status and the removal of the
minimum income floor in March 2020, which together contributed to both high inflows of
self-employed claimants and higher fraud and error rates among the self-employed. With
these easements, claimants not only no longer needed to demonstrate a credible business
plan but also could under-report earnings from their businesses to earn greater UC awards.
Even if circumstances improved, claimants had no incentive to report a change in their
earnings and so remained on the caseload. DWP estimates that the suspension of the MIF
increased UC fraud and error rates by between 0.7 per cent (£0.3 billion) and 1.5 per cent
(£0.6 billion) of spending in 2020-21."" Total UC overpayments related to self-employment
rose from £0.3 billion in 2019-20 (17 per cent of all UC overpayments) to £1.9 billion in
2020-21 (34 per cent of UC overpayments).

The medium-term impact of the pandemic on fraud and error

2.16  The UC fraud and error rate fell from 14.5 per cent in 2020-21 to 8.5 per cent in 2025-26,
a rate lower than the pre-pandemic level of 9.4 per cent. This gradual unwind of the
pandemic impact is likely to be the result of a combination of new policy initiatives and
changing Covid cohort trends. Chart 2.6 decomposes this fall first into the respective Covid
and non-Covid cohort drivers, showing that:

e Roughly half of the fall (3.2 percentage points) was driven by lower fraud and error
rates in the Covid cohort across all conditionality groups. The unemployed, in-work,
and inactive overpayment rates in the Covid cohort all more than halved between
2020-21 and 2025-26, and are now very close to their non-Covid cohort counterparts
(Chart 2.7). This reflects the removal of fraudulent cases in the cohort over time,
primarily through claim closure or the removal of overpayments by the department
after identification of fraud.

e Afurther tenth (0.5 percentage points) of the fall shown in Chart 2.6 is explained by a
caseload composition shift within the Covid cohort towards inactive cases. The inactive
share of spending in the Covid cohort rose from 20 per cent in 2020-21 to 72 per
cent in 2025-26. These inactive cases have a significantly lower fraud and error rate
(7.5 per cent of spending in 2025-26) than unemployed and in-work cases in the
Covid cohort (11.3 and 12.8 per cent of spending respectively).

e  Lower fraud and error within the non-Covid cohort explains a fifth (1.1 percentage
points) of the fall.

e The remaining fifth (1.2 percentage points) of the fall is due to the Covid cohort
becoming a smaller share of the UC caseload. As UC has expanded through both new
claims and migrations from legacy benefits, the relative size of spending on the Covid
cohort (and therefore its impact on the overall UC fraud and error rate) has

" DWP, Fraud and error in the benefit system for financial year ending 2021, May 2021.
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diminished, falling from 29 per cent of UC spending in 2020-21 to 12 per cent in
2025-26.

Chart 2.6: Change in universal credit fraud and error rate, 2020-21-2025-26
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Chart 2.7: Universal credit fraud and error rates by cohort and conditionality group,
2020-21-2025-26
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2.18

As described above, DWP initiatives also likely contributed to the reduction in fraud and
error after 2020-21. In part, this reflected the resumption of business-as-usual departmental
activity as the pandemic eased:

In January 2021, DWP introduced retrospective verification checks for claims that
joined during the height of the pandemic. Between January and December 2021 the
department reviewed around 600,000 cases within the Covid cohort, with around 8
per cent of reviews leading to claim closures and a further 4 per cent correcting
overpayments on claims that remained open after review.

The minimum income floor (MIF) and gainfully self-employed (GSE) checks were
reinstated in August 2021. Cases that had come on during the pandemic without
being subjected to a GSE check were invited to a check from October 2021 onwards.
Many decided to close their claim rather than present a credible business plan to DWP,
which reduced the self-employed caseload by around 11 per cent in 2021-22 (56,000
cases). DWP estimate the reinstatement of the GSE checks to have reduced the
measured fraud and error rate by 0.9 per cent of UC spending that year.

Further, DWP announced new policy measures aimed at reducing fraud and error:

Targeted case reviews (TCR). In 2022, DWP established the TCR programme to identify
and amend incorrect UC claims. The programme was designed to scale to around
6,900 reviewing staff by March 2025, with a phased rollout from 2022 to full national
delivery by 2025. In 2025-26, TCR was estimated to reduce UC fraud and error by
£0.7 billion (0.9 per cent of UC spending), costing DWP £0.3 billion in additional
resource.'? More detail on the additional savings we expect from TCR over the forecast
(as well as from other additional policy measures) is available in Chapter 3.

Additional core counter-fraud staff. In October 2021, DWP announced that it would
temporarily hire an additional 2,500 full-time equivalent (FTE) staff until March 2025
to undertake more of its core counter-fraud activity, before expanding the policy
further and making it permanent at subsequent fiscal events. Between 2020-21 and
2025-26, core FTE staff rose from 4,700 to 8,000. In 2025-26, it is estimated that
core counter-fraud activity reduced UC fraud and error by £0.9 billion (1.1 per cent of
UC spending), costing DWP £0.4 billion."

122025-26 estimate is taken from our March 2026 forecast, as 2025-26 outturn figures were not available for this report. The saving
refers to October 2025 to September 2026 rather than the financial year.

13 2025-26 estimate is taken from our March 2026 forecast, as 2025-26 outturn figures were not available for this report. The saving
refers to October 2025 to September 2026 rather than the financial year. DWP is unable to separate out the impact of ‘baseline’ and
‘additional’ core counter-fraud activity, and therefore we are unable to identify the share of the £0.9 billion impact that was due to
‘additional’ policy. Some of the funding for core counter-fraud activity was focused on other parts of the welfare system separate to UC.
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Conclusion

2.19

The pandemic led to the greatest increase in welfare fraud and error on record in 2020-21,
but the resumption of business-as-usual departmental checks, the evolution of the Covid
cohort over time towards lower-fraud cases, and the expansion of the non-Covid caseload
have contributed to UC fraud and error returning to its pre-pandemic levels. Taken together
with the impacts of significant additional policy to reduce fraud and error, the UC
overpayment rate fell to below its pre-pandemic level for the first time in 2025-26. We
consider the implications of these trends for our forecast for fraud and error in Chapter 3.

The move to universal credit

2.20

2.21

The introduction of UC represented a far-reaching reform to working-age welfare. UC has
replaced six different means-tested working-age benefits: tax credits (child and working),
non-contributory jobseeker’s allowance (JSA), non-contributory employment and support
allowance (ESA), incapacity benefit (IB), housing benefit (HB), and income support (1S).
While the initial legislation underpinning UC was passed in 2012, rolling out the new
system has taken over a decade.' The rollout of UC can be broadly grouped into three
phases:

e  Pilot stage (2013-2018): UC was initially rolled out via a system of pilots, beginning in
the North West of England in 2013. By November 2018, the month before UC
became available across the UK, the claimant caseload had reached 1.4 million
people.

¢ Natural migration (2019-2022): From December 2018, legacy benefits closed to new
claims and UC became available across the UK. This began a process of natural
migration as not only all new claims but all legacy claimants who experienced a
change in circumstance were directed to claim UC.

e Move to UC (2023-): Under this final phase of UC rollout, previously known as
‘managed migration’, DWP has actively worked to move claimants of legacy benefits
onto UC. This began with tax credit claimants in April 2023, enabling the tax credit
system to be closed in April 2025, and has been followed by efforts to transition
remaining legacy claims (mainly ESA).

Ahead of the transition to UC, modelling suggested that its design would reduce fraud and
error relative to the legacy system. These assumptions formed part of a broader costing and
forecasting framework used to estimate the fiscal impact of UC and were explored in some
detail in the OBR’s 2018 Welfare trends report. Taken together, these assumptions implied
that, following its full implementation, UC would reduce measured fraud and error by
approximately £1.6 billion a year.' This reflected:

4 More information on the initial development of UC and its initial rollout can be found in our 2018 Welfare trends report.

15 The figures presented here are based on DWP’s assessment of the impact of universal credit on fraud and error at Spring Statement
2018, the final assessment ahead of full national rollout in December 2018. As this assessment post-dates the 2018 Welfare trends
report, some figures differ from those presented in that report.
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e £2.0 billion of estimated gross savings from fraud and error. Most estimated savings
were expected to reflect the removal or simplification of features of the legacy system
that were associated with higher fraud and error rates. The largest estimated saving
was expected to come from the use of real-time earnings information (RTI), which
replaced greater reliance on annual reporting and reconciliation processes, and was
expected to reduce fraud and error by around £0.8 billion a year. The removal of
hours rules was estimated to reduce fraud and error by a further £0.5 billion, with the
rest explained by several smaller savings.

e These savings were expected to be partly offset by £0.4 billion of additional fraud and
error. This was largely expected to reflect the policy decision to restrict eligibility and
entitlement within UC through the application of capital (savings) rules to all claimants.
This affected previous tax credit claimants who were not subject to capital rules under
the legacy system, and thus created a new channel through which overpayments could
arise. Estimates suggested that these rules would increase fraud and error costs by
£0.4 billion relative to the legacy system in 2022-23. Other changes, including the
move to monthly assessment and late RTI reporting, were expected to only have a very
small impact.

Table 2.1: 2018 estimated impact of transition to universal credit on fraud and error

£ billion, 2022-23

Net savings from fraud and error -1.6
of which:

Gross savings from fraud and error -2.0
Real-time information -0.8
No hours rule -0.5
Other -0.7

Gross costs from fraud and error 0.4
Capital 0.4
Other 0.1

Note: The estimates above are modelled steady-state estimates produced for the 2018 Spring Statement. They reflect the estimated
annual impact of UC on fraud and error compared to a legacy counter factual in 2022-23 and are given in nominal 2022-23 terms.
The estimates present the projected impact of UC on annually managed expenditure (AME) and as such the effects of recoveries and
underpayments are netted off.

Source: DWP, OBR

Differences in fraud and error rates between UC and legacy benefits

2.22  Across the set of legacy benefits that UC replaced, there was a wide variation in fraud and
error rates (Chart 2.8). These differences largely reflect variation in claimant circumstances
and benefit design, particularly the extent to which awards depended on volatile in-work
earnings or required retrospective reconciliation of income:

e  Tax credits: tax credits (working and child) consistently exhibited the highest rate of

overpayments of any of the legacy benefits, with an initial peak of over 20 per cent of
tax credit spending shortly after their introduction in April 2003 followed by a rate that
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remained consistently over 10 per cent throughout the 2010s." This decline during the
2000s is explained in paragraph 2.5. Ongoing high fraud and error rates in tax
credits reflected both a largely in-work caseload with fluctuating earnings and
household circumstances, and a design based on estimated annual income with end-
year reconciliation, which created substantial scope for temporary, in-year
overpayments.'’

e  Working-age housing benefit: housing benefit tended to show the second-highest rate
of fraud and error, averaging over 6 per cent across the 2010s. This was driven by the
complexity of the means-test calculation, including detailed rules on earnings, capital
and household composition, alongside frequent changes in rent and living
arrangements.

e Income support, jobseeker’s allowance, incapacity benefit and employment and
support allowance: These benefits generally exhibited lower rates of fraud and error.
This largely reflected a more stable claimant base with limited or no labour market
attachment, reducing exposure to fluctuating in-work earnings.'® These benefits were
awarded fortnightly or monthly based on current circumstances rather than annually
reconciled, and awards tended to be based on relatively static household situations. In
addition, ongoing conditionality and regular claimant contact (particularly in JSA)
supported more timely reporting of changes in circumstances, limiting the build-up of
undetected overpayments.

Chart 2.8: Legacy benefit fraud and error rates
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Note: The fraud and error rate for tax credits includes in-year overpayments, as explained in Box 2.1.
Source: DWP, HMRC, OBR

16 These rates include in-year overpayments, as outlined in Box 2.1.
7 NAO, Tackling tax credits error and fraud, February 2013.
18 These benefits all restricted eligibility to those working 16 hours or fewer a week.
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2.23

Chart 2.9 shows that by 2019-20, the year before the pandemic, and when UC had been
fully rolled out for new claims across the UK, its overpayment rate had reached 9.4 per cent
of spending. This compares with the legacy fraud and error rate of 8.6 per cent in 2017-18,
which was the final year before UC rollout began to significantly impact the legacy
caseload. Fraud and error rates under UC then increased sharply during the pandemic
period before subsequently falling back to 8.5 per cent by 2025-26, due to the pandemic-
related trends discussed in the previous section. This makes it difficult to disentangle the
effects of the pandemic from the effects of the new system itself. However, both the initial
and current UC overpayment rates remain towards the upper end of the range observed
under the legacy system, which had not exceeded 9 per cent since the earliest years of tax
credits in 2005-06. Some allowance should be made for teething issues in the early stages
of UC rollout, the lingering effects of the pandemic that were discussed in detail in the
previous section of this chapter, and also the possibility that there was an upward trend in
the prevalence of fraud across society in this period. But, nevertheless, this could suggest
that some features of UC are having an upward impact on fraud and error relative to the
legacy system, rather than delivering the reductions that were originally expected. This is
explored further in the next sections.

Chart 2.9: Legacy benefit and universal credit fraud and error rates

16

14

12

10

Per cent
©

0

= | egacy ===-Llegacy (post-UC rollout) UC (pilot stage) UC (full rollout)

2003-04 2005-06 2007-08 2009-10 2011-12 2013-14 2015-16 2017-18 2019-20 2021-22 2023-24 2025-26

Note: Full rollout refers to the stage from 2019-20 onwards when UC had replaced legacy benefits for all new claimants, but some
existing claimants continued to claim legacy benefits.
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Universal credit fraud and error rates by conditionality group

2.24

The impact that the move to UC has had on fraud and error varies by the labour market
conditionality groups within the UC and legacy system. UC conditionality (or, more
properly, labour market regime) groups, which broadly reflect a claimant’s labour market
status and expected level of work-related activity, can be broadly compared with legacy
benefits that served claimants in similar circumstances, although the mapping is not perfect
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and so conclusions on its basis should be treated with a degree of uncertainty.'” Table 2.2
provides more detail on UC groups and sets out the broad correspondence between three
groups that can be identified in both UC and the legacy system, which we describe as

‘unemployed’, ‘inactive’ and ‘in work’.

Table 2.2: Conditionality groups in universal credit and legacy benefits

Claimant group
Unemployed

UC labour market regime Relevant legacy benefit(s)
Intensive work search: For claimants who are Jobseeker's allowance (JSA)
unemployed or earning below the 'administrative

earnings threshold' (AET). Claimants must actively

search for work, attend fortnightly reviews and work-

focused interviews.

Inactive

Work focused interview; Work preparation: Employment support
Unable to work currently due to caring allowance (ESA)/ incapacity
responsibilities or limited capability for work. benefit (IB); income support
Requirements range from attending periodic (1S)

interviews to engaging in preparatory activities,

depending on circumstances.

No work-related requirements: No requirements

at all to look for or prepare for work. Includes

carers of severely disabled people (35+ hrs/week),

pregnant women, and those with limited capability

for work-related activity.

In work

Light touch: Individual or household earnings above Working tax credit
the AET but below the 'conditionality earnings

threshold' (CET). Claimants in this group are

expected to try and increase earnings/hours and

may be required to attend work preparation

activities.

Earning enough: Individual or household earnings

meet or exceed the CET. Required to inform DWP

of changes of circumstance.

Note: The 'unemployed', 'in-work' and 'inactive' labels for the three groups refer to benefit receipt or labour market regime
membership (rather than actual labour market status). As a result, they represent the labour market status of most, but not all, of their

constituent claimants (e.g. within the unemployed and inactive groups there will be a minority of claimants who are working). The
table shows only the legacy benefit most closely associated with each group. Claimants in all three groups may have also been in

receipt of housing benefit and child tax credit.

Source: DWP, HMRC, OBR

2.25  Chart 2.10 shows that the impact of UC on fraud and error rates has varied across these

three claimant groups. Among in-work claimants, the introduction of UC has been

associated with a reduction in fraud and error (excluding the pandemic period). By contrast,

rates have risen significantly for both inactive and unemployed claimants, with the increase
for the latter particularly marked, lifting it well above the inactive rate with which it had

previously moved closely, and above that for in-work claimants. This suggests that, while
system-wide factors have contributed to higher fraud and error under UC relative to legacy

benefits, these effects have been concentrated among unemployed and inactive claimants,

19 While several legacy benefits were only available to claimants in one of these claimant groups, both housing benefit and child tax
credits were available across all three. Official records for these benefits did not generally identify claimants’ labour market status beyond
whether they were in or out of work. We have therefore made several simplifying assumptions to allocate overpayments within these

benefits to the relevant groups.
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whereas the transition from tax credits to UC appears to have reduced fraud and error
among in-work claimants. We explore the potential reasons for these differences below.

Chart 2.10: Legacy benefit and universal credit fraud and error rates by
conditionality group
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both overpayments and expenditure from benefits that covered multiple groups, such as tax credits and housing benefit.
Source: DWP, HMRC, OBR

The role of the design of universal credit

2.26  Alongside the overall rates of fraud and error by benefit, sampling exercise data also shows
overpayments decomposed by their reason (Chart 2.11). This exercise suggests that the
largest overpayment reasons under the legacy system — household composition and income
— have respectively remained broadly stable and modestly fallen with the move to UC. The
fall in income-related overpayments corresponds with lower fraud and error rates in the in-
work group in UC than legacy benefits, discussed above. By contrast, increases in
overpayments have been concentrated in reasons that were relatively minor under the

legacy system, namely capital, housing, and unknown reasons. We explore these in more
detail below.
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Chart 2.11: Legacy benefit and universal credit fraud and error rates by reason
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Note: ‘Household composition’ comprises an undeclared partner and other household composition reasons for fraud and error. ‘Other’
includes disability, living abroad and childcare costs, as well as all other smaller reasons for fraud and error.
Source: DWP, HMRC, OBR

2.27  The growth in capital, housing, and unknown/uncategorisable reasons for fraud and error
in UC relative to the legacy system can be explained by specific design elements of UC:

e  Capital: Of these reasons, capital has experienced the largest growth, with
overpayment rates rising from an average of 0.2 per cent of UC and legacy spending
between 2011-12 and 2018-19 to an average of 1.4 per cent between 2019-20 and
2025-26. Under UC, all claimants are subject to capital requirements reflecting their
cash savings and investments. UC entitlement is reduced for those with between
£6,000 and £16,000 in capital, while those with over £16,000 are not eligible. While
DWP-administered benefits in the legacy system were also subject to capital limits,
HMRC-administered tax credits did not include the same restrictions.

. Housing: Overpayments relating to housing reasons, reflecting incorrect information
around housing costs or residency, grew from representing 0.2 per cent of UC and
legacy spending in the years between 2011-12 and 2018-19 to an average of 0.7 per
cent since 2019-20. Under UC, most claimants receive the housing element as part of
a single monthly payment, based on information provided to DWP to verify residency
and rent liability. This contrasts with the legacy system, where housing benefit was
administered by local authorities rather than DWP, and payments were more
commonly made directly to landlords. These differences may have contributed to
higher housing-related fraud and error in UC through two channels. First, direct
payment to claimants may increase the risk that changes in housing circumstances are
not as accurately or promptly reported. Second, the shift from local to central
administration may have reduced the role of local knowledge in identifying
implausible claims at the point of award.
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2.28

Unknown: Overpayments for which DWP was unable to attribute an error reason
likewise rose significantly in the transition to UC, from 0.2 per cent of UC and legacy
spending between 2011-12 and 2018-19 to 1.0 per cent of spending since 2019-20.
The increased prevalence of ‘unknown’ overpayments partly reflects methodological
changes in how DWP classifies fraud and error made since UC was fully rolled out,
rather than reflecting a ‘genuine’ underlying increase in fraud or error activity.?

The reduction in overpayments related to income in the transition from the legacy system to
UC has been modest, but the move to UC has had a clear impact in changing their
composition. This has been driven by the following factors (Chart 2.12):

Removal of in-year overpayments.?’ Compared in particular to tax credits, UC was
designed to create a more responsive system that reflects changes in circumstances in
real time. The shift to monthly assessment replaced the annualised structure of tax
credits, meaning entitlements are decided at the point of payment, updated in line with
current earnings and household circumstances, rather than being reconciled
retrospectively as in the tax credits system. This effectively removed the possibility for
‘in-year’ overpayments (blue bars in Chart 2.12), which had averaged 1.7 per cent of
UC and legacy spending in the 2010s (equivalent to an average of over 20 per cent of
all UC and legacy fraud and error).

Rise in self-employed income-related fraud and error. Partly offsetting this is the rise of
self-employed and self-reported income-related fraud and error in UC (yellow bars in
Chart 2.12) — although it is not possible to separately identify the equivalent group in
the legacy system in Chart 2.12, so these conclusions are somewhat tentative. Since
full rollout in 2019-20, overpayments related to self-employed income in the UC
system have averaged 1.9 per cent of UC and legacy spending, roughly in line with
the amounts previously lost to in-year overpayments. While a large part of this
increase was driven at least initially by the pandemic (see paragraph 2.15), the
persistence of high self-employed overpayments as overall UC fraud and error rates
have declined suggests the increase may also be linked to the design of UC. This is
likely to reflect the shift to monthly income assessment under UC, which, alongside the
MIF, places a higher reporting requirement on self-employed claimants than the
legacy tax credits system. Additionally, the removal of hours rules, income-related cliff
edges and pound-for-pound withdrawal of benefits at low levels of earnings that
existed for ‘'unemployed’ and ‘inactive’ benefits in the legacy system (JSA, ESA and 1S)
has increased the prevalence of work and income among claimants in these
conditionality groups in UC.?2 DWP evidence suggests this is very largely driven by self-

20 DWP introduced a specific category of ‘failure to provide evidence/fully engage in the process’ in 2020-21, applied retrospectively to
2019-20. This category fully captured cases where claimants refused to engage with the review process for the first time, replacing the old
system of classification where most of these cases would be assigned to an error reason based on available evidence and assessor
judgement with very few cases labelled as officially unknown.

2! An explanation for why we include these in-year overpayments in our definition of fraud and error can be found in Box 2.1.

22 While we use the terms ‘unemployed’ and ‘inactive’ for these conditionality groups in our approximate mapping exercise, Table 2.2 sets
out that claimants in these groups can work and earn up to a certain threshold.
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employed income. Income-related overpayments in these conditionality groups have
risen from around 1 per cent of spending in 2017-18 to nearly 3 per cent in 2025-26.

e  The fall in other income-related fraud and error, shown in the purple bars in Chart
2.12, is mostly driven by the use of real-time information on employee earnings in UC,
reducing reporting requirements and therefore the scope for overpayments. In
addition, the decline will be partly driven by the reduction in legacy self-employed
fraud and error as tax credits have been progressively replaced by UC (as mentioned
above, it is not possible to separate out self-employed income-related overpayments
for the legacy system in Chart 2.12).

Chart 2.12: Income-related fraud and error rates in legacy benefits and universal
credit

6 5
® Tax credit in-year overpayments

UC self-employed and self-reported

B Income (other)

Per cent
w
L

2011-12 2013-14 2015-16 2017-18 2019-20 2021-22 2023-24 2025-26

Note: Income (other) includes all sources of income (including both earnings and employment) related fraud and error overpayments

other than in-year overpayments, and self-employed and self-reported income within UC. We are not able to separate out legacy self-
employed fraud and error from other income-related fraud and error, meaning there is not a consistent time series for self-employed

fraud and error between UC and legacy benefits.

Source: DWP, HMRC, OBR

Conclusion: the effect of the move to universal credit on fraud and error

2.29  Quantifying the net impact of the move to UC on fraud and error is complicated by the
concurrent impact of the pandemic, as well as smaller factors such as sampling exercise
methodology changes, the gradual process of migration from legacy benefits, and the
impact of new fraud and error policy initiatives. This all limits our ability to precisely isolate
the impact of the move from the legacy system to UC on rates of fraud and error.

2.30  But while very uncertain, it appears the various impacts of the transition from legacy benefits

to universal credit have been broadly offsetting for fraud and error, in contrast to the
modest reduction in fraud and error originally anticipated as a result of the move to UC:
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e UC design features appear to have increased the prevalence of capital, housing, and
self-employed income-related fraud and error. The extension of capital rules and
changes to the administration of the housing element have increased opportunities for
fraud and error. Self-employed fraud and error is likely to be higher in UC than in the
legacy system in part because of the increased prevalence of self-employment income
in the caseload due to UC encouraging work at low hours and earnings much more
than the legacy system did, and in part because monthly assessment and other
changes have increased reporting requirements for self-employed claimants.

. Offsetting these features, UC has reduced other income-related fraud and error,
particularly due to the shift from annual to monthly assessment for in-work claimants,
and the use of real-time earnings information for those earning via PAYE.

2.31  Alongside the evidence on the impact of the pandemic on fraud and error in the preceding
section of this chapter, these findings allow us to reflect on our approach to forecasting the
evolution of fraud and error rates in the years ahead. This assessment is provided in the
following chapter.
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3.1

Fraud and error in the forecast

This chapter explores how fraud and error affects the public finances and our medium-term
forecasts of welfare spending. We also set out how the findings in the previous chapter,
alongside ongoing forecast development work with the Department for Work and Pensions
(DWP), have led us to make changes to our fraud and error forecast methodology, and the
wider lessons and risks this analysis highlights for our forecast.

How fraud and error affects our welfare spending forecasts

3.2

There are four separate ways that fraud and error feeds into our welfare spending forecasts.
Chapter 2 explains that welfare overpayments each year are estimated based on an annual
DWP sampling exercise. To capture the effect of overpayments on the public finances we
need to consider how many of the total estimated overpayments derived from the sampling
exercise evidence will actually be identified in future and then subsequently recovered.
Figure 3.1 below sets out these stages for universal credit (UC). We therefore forecast how
many overpayments in the forecast are: (1) made; (2) identified; (3) recovered; and (4)
written off. Details on how fraud and error affects public sector net borrowing are presented
in Box 3.1 later in this chapter.

Figure 3.1: The four stages of fraud and error in universal credit

Never identified

(£5.6 billion)

83 per cent

UC overpayments made

(£6.7 billion, 2025-26)

Eventually written off
(£0.3 billion)

24 per cent

76 per cent
Eventually recovered
(£0.8 billion)

17 per cent

Eventually identified
(£1.1 billion)

Note: The identification and recovery rates presented in this figure are DWP estimates based on identification and recovery trends in UC
so far, and assumptions about how these trends may persist or change in the future; the methodology to produce these estimates is being

refined by DWP and may be subject to change in the future. This figure is illustrative of how overpayments made in a given year will

eventually affect identifications, recoveries, and write-offs; this is different to our medium-term forecast processes for identifications,
recoveries, and write-offs, which are described in paragraph 3.12 and the latest forecasts presented in Table 3.1.
Source: DWP, OBR
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How we forecast fraud and error

3.3 For all benefits aside from universal credit, fraud and error rates have been largely stable
over time (Chart 2.1 in Chapter 2), and therefore our forecasts will generally simply assume
the fraud and error rates seen in latest outturn will persist through the forecast period.' For
UC, as discussed in Chapter 2, the fraud and error rate spiked in 2020-21 before falling
back significantly over the following five years. In our March 2026 forecast,? we expected
UC fraud and error rates to continue to fall over the forecast period (Chart 3.1). This
forecast is developed through the following key steps:

e  accounting for the expected changing composition of UC spending by conditionality
group in the forecast;

e making an assumption, based on available evidence, on trends in the underlying
propensity fo commit fraud; and

e  accounting for the impact on fraud and error of DWP activity and policy initiatives over
the forecast period.

3.4 The subsequent sections describe each of these steps in more detail.

Chart 3.1: Universal credit fraud and error rate: outturn and March 2026 forecast

Forecast

Outturn

Per cent

2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26 2026-27 2027-28 2028-29 2029-30 2030-31
Source: DWP, OBR

! Some adjustments are made to reflect DWP allocating additional resource in the forecast period to reduce non-UC fraud and error.

2 In this chapter we present our March 2026 forecast, our latest forecast at the time of publication of this report. This forecast does not
include the 2025-26 fraud and error outturn statistics published in May 2026 by DWP, which are used in Chapter 2 when analysing past
trends. Therefore there is a discrepancy between the fraud and error rate in 2025-26 presented in the two chapters of this report.
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3.5

Fraud and error in the forecast

Universal credit spending composition

The composition of UC spending is expected to shift slightly over the forecast period towards
a higher share of spending on the inactive group (see Table 2.2 in Chapter 2 for details on
UC conditionality groups). Given inactive cases tend to have a much lower overpayment
rate (7.7 per cent of spending in 2024-25) compared to in-work and unemployed cases
(13.2 and 13.7 per cent of spending in 2024-25 respectively), this change in composition is
expected to reduce the overall UC overpayment rate by 0.6 percentage points at the
forecast horizon (Chart 3.2).

Chart 3.2: Composition of universal credit spending by conditionality group and
impact on March 2026 fraud and error rate forecast
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Note: ‘In work’ refers to cases in the light touch or earning enough conditionality groups, unemployed to cases in the intensive work
search group, and inactive to cases in the no work-related requirements, work preparation, or work-focused interview groups. See Table

2.2 in the previous chapter for further details.
Source: DWP, OBR

3.6

3.7

Underlying propensity for fraud and baseline departmental activity

Recent UC forecasts have incorporated an assumption on the underlying propensity to
commit fraud over the forecast period. This is intended to capture the overall impact of a
range of potential factors that could lead to increases or decreases in the future underlying
fraud and error rate. These include factors such as changing economic circumstances,
developments in the design of the welfare system, and changing societal views in relation to

fraud.

At previous forecasts, we have assumed a net increasing propensity for fraud in UC across
the forecast period of 5 per cent each year (dashed yellow line in Chart 3.3). This reflected
evidence collected by DWP of increasing fraud across society and increased opportunity for
fraud due to the digitalisation of the claims process and to greater information sharing on
opportunities for fraud via social media.? This upwards pressure was assumed to be partially

3 See ‘Propensity of fraud’ section: DWP, Fighting fraud in the Welfare System: Going Further, May 2024.
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offset by operational improvements in DWP’s business-as-usual baseline fraud and error
prevention activity across the forecast period (solid yellow line in Chart 3.3).

Chart 3.3: March 2026 universal credit fraud and error rate forecast: capturing
underlying propensity and baseline activity
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Note: The 5 per cent rising underlying propensity assumption refers to an annual 5 per cent increase in pre-measures fraud. Baseline
departmental activity refers to additional fraud and error savings from UC ‘continuous improvement’ initiatives in the forecast period.
Source: DWP, OBR

3.8

Additional policy measures

In addition to business-as-usual preventative activity, DWP has made significant investment
at recent fiscal events in initiatives to further reduce fraud and error. In the forecast, we
make an additional adjustment to reflect the estimated impact of this on fraud and error.
This additional resource includes:

e  Targeted case reviews (TCRs). Announced in 2022, by March 2025 DWP had an
additional 6,900 FTE staff undertaking reviews of UC cases at highest risk of fraud
and error to identify and amend incorrect claims. Despite all additional staff now
being in place, TCR savings are estimated to continue to increase across the forecast
period on the assumption that it takes several years to reach steady-state savings. By
2030-31, DWP expects TCRs to reduce UC overpayments by £3.2 billion, a saving
£3.0 billion larger than the 2024-25 impact.*

e  Additional core counter-fraud staff. Announced initially in 2021 and extended
indefinitely in 2022, DWP increased its core counter-fraud staff from 4,700 full-time
equivalent (FTE) staff in 2020-21 to 6,600 FTE in 2024-25, and intends to further
increase staff to 9,700 FTE by 2027-28, more than double 2020-21 levels.® The total

4 TCR savings here are on an October-September year basis rather than a standard financial year.
5 While primarily focused on combatting fraud and error in UC, some of this resource is focused on combatting fraud and error in other
parts of the welfare system.
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impact of all core counter-fraud activity is expected to reduce overpayments by £1.0
billion in 2030-31, though most of this annual saving is already seen in 2024-25
outturn (£0.9 billion).

e Other policy measures. The main measures in this group are DWP’s eligibility
verification measure (EVM) and periodic redeclaration of earnings (PRE). EVM,
announced in 2023 for implementation in 2026, increased DWP’s legislative power to
check claimant eligibility against capital rules with banks, and is expected to reduce
fraud and error by £0.3 billion in 2030-31. PRE, announced in 2024 and introduced
in 2025, asks claimants to periodically redeclare their circumstances and is expected
to reduce overpayments by £0.2 billion in 2030-31.

3.9 Overall, DWP has committed very significant additional resource to combatting fraud and
error following the pandemic. Across the 2020s, DWP spending on combatting fraud and
error is forecast to rise from £150 million in 2020-21 to £940 million in 2029-30 (Chart
3.4). Dedicated FTE staffing is forecast to increase (from 4,700 in 2020-21 to 16,600 in
2029-30). This significant expansion of fraud and error initiatives by DWP is the main factor
explaining the substantial forecast reduction in the UC fraud and error rate shown in Chart
3.5, to a low of 7.5 per cent of spending in 2028-29 and 2029-30, which would be 2.2
percentage points below 2024-25 outturn.

Chart 3.4: DWP spending and staffing on combatting fraud and error: outturn and
March 2026 forecast
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Source: DWP, OBR
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Chart 3.5: March 2026 universal credit fraud and error rate forecast: capturing
additional policy
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Changes to methodology

Following the review of recent trends in Chapter 2 of this report, we have decided to change
the methodology we will use at future forecasts regarding the underlying propensity for
fraud. Chapter 2 shows that the main cause of higher UC fraud and error rates in outturn
after 2019-20 was likely the higher rates of fraud and error in the Covid cohort. The
analysis in Chapter 2 suggests that this effect has now largely dissipated, leaving overall
fraud and error rates at a similar level to before the pandemic. This does not suggest there
is a rising underlying propensity for fraud and error in the UC caseload.

Considering this, we intend to change our methodology to assume a flat propensity for
fraud and error in the future. In practice, this means removing the two stages of forecast
development shown in Chart 3.3 above, which accounted for the underlying propensity
assumption partly offset by baseline prevention activity. Given the uncertainty around this
issue, and in the absence of clear evidence of an upward or downward underlying trend, we
judge it is reasonable to assume any upwards and downwards pressures will broadly net out
over the medium term. This also aligns with our approach to forecasting HM Revenue and
Customs'’s tax gap — which similarly measures the overall rate of compliance within the tax
system.® We expect this methodology change to reduce UC spending in the forecast period.
This new assumption is highly uncertain and we will keep it under review as more outturn
data becomes available.

6 Turner, A., and B. Garrett, Estimating the yield from tax compliance policies, October 2025.
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Overpayment identifications, recoveries, and write-offs

3.12

As set out in paragraph 3.2, there are four stages which determine the effect of
overpayments on the public finances. Having produced a forecast for fraud and error, i.e.
the monetary value of overpayments, in each year we need to forecast how much will be
identified, recovered, and written off to determine fraud and error’s full fiscal effects. This
section details how DWP’s identifications, recoveries, and write-offs of overpayments are
captured in our forecast (Table 3.1), and their effects on public sector net borrowing (Box

Identifications occur when DWP identifies that it has overpaid a current or previous
claimant and subsequently refers the overpayment for debt recovery. Identifications
totalled £1.9 billion in 2024-25, with £1.4 billion (70 per cent) of this relating to UC.
Our forecast for identifications is driven by overpayments identified in the latest year of
outturn as a share of the total overpayments estimated to have been made in that
same year.” To forecast identifications in future years, this share is adjusted to reflect
the expected impact of any relevant policies due to be implemented over the course of
the forecast, and then applied to our forecast for overpayments made in each year. In
our March 2026 forecast, identifications across welfare are projected to increase
slightly from £2.4 billion in 2025-26 to £2.7 billion in 2030-31, driven mainly by
additional initiatives to identify fraud and error within UC.

Recoveries occur when DWP recovers a previously identified overpayment. These were
estimated to be £1.3 billion across welfare in 2024-25. Our forecast for recoveries is
largely driven by assumed recovery rates based on recoveries observed in recent years,
the duration composition of the stock of identified overpayments, and the expected
total stock of overpayments identified across the forecast. In our March 2026 forecast,
recoveries are expected to increase from £1.3 billion in 2025-26 to £1.7 billion in
2030-31, driven by the rising value of the total stock of overpayments identified.

Write-offs occur when DWP decides it will no longer try to recover previously identified
overpayments. Total write-offs across welfare are expected to increase slightly over the
forecast, from £0.4 billion in 2025-26 to £0.5 billion in 2030-31, driven by the rising
stock of overpayments identified.? Write-offs for UC overpayments are significantly
lower, averaging less than £0.1 billion a year over the forecast. This is mainly because
write-offs are skewed heavily towards older-duration overpayments, and given UC has
only been rolled out over recent years the stock of UC overpayments, compared to
overpayments of other benefits, relates mostly to more recent overpayments.’

7 There is a time lag between overpayments being made and being identified; this method therefore makes an assumption that
overpayments identified as a share of overpayments made in that same year is a reasonable proxy for the pre-measures ‘identification
rate’ we will see in the forecast period. Within UC, just over three-quarters of identifications occur within two years of the overpayment
being made and just over nine-tenths occur within five years.

8 Write-off rates applied to this stock are derived from historic rates and assumed to remain constant across the forecast in the absence of
specific policy measures to alter them.

? UC also expanded the scope of recoverable overpayments to include small overpayments and official error, which together reduce write-
offs compared to the legacy system.
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Table 3.1: Identifications, recoveries and write-offs in our March 2026 forecast

£ billion
Outturn Forecast
2024-25 2025-26 2026-27 2027-28 2028-29 2029-30 2030-31
All welfare
Overpayments 9.4 10.3 10.3 9.9 9.8 10.1 10.8
Identifications 1.9 2.4 2.5 2.6 2.8 2.6 2.7
Recoveries 1.3 1.3 1.3 1.5 1.6 1.7 1.7
Write-offs 0.4 0.4 0.5 0.4 0.4 0.5 0.5
Universal credit
Overpayments 6.2 7.4 7.4 7.1 7.0 7.2 7.7
Identifications 1.4 1.6 1.8 1.9 2.0 1.9 2.0
Recoveries 0.5 0.6 0.6 0.8 0.9 1.0 1.0
Write-offs 0.1 0.0 0.1 0.0 0.0 0.1 0.1

Note: Identifications, recoveries, and write-offs all refer to the amount of overpayments identified, recovered, and written-off in that
financial year, rather than overpayments made in that given year that will be eventually identified, recovered, and written-off in
later years. Universal credit recoveries and write-offs are lower than identfifications in part because UC is a relatively new benefit
and there are typically long time lags before overpayments are recovered or written off, as discussed further in Box 3.1.

Source: DWP, OBR

Box 3.1: The effect of universal credit overpayments on borrowing

The public finance measures of public sector net borrowing (PSNB) and public sector net
financial liabilities (PSNFL), as recorded by the ONS and forecast by the OBR, are based on
accruals accounting, which aims to record transactions when the associated economic activity
occurs and so to reflect the underlying economic reality of a transaction.

The ONS is obliged to follow international accounting guidance when recording the public
finances. In some cases, the guidance used for accruals accounting does not record the
underlying economic reality in a timely fashion and so can give distorted signals. We call these
occasions ‘fiscal illusions’. One such illusion relates to the effects of universal credit (UC)
overpayments on borrowing.

In economic terms, UC overpayments can be thought of as having two components:

e a recoverable amount that results in what should be viewed as a temporary transfer of
cash to the recipient and so should not be recorded as spending and should not affect
PSNB; and

e an unrecoverable amount that represents a permanent transfer out of the public sector,
and so should be counted as spending and so increase PSNB.

Therefore to reflect this, when UC payments are made two transactions impacting borrowing
should be recorded: an amount which reflects the correct payment to the recipient and a transfer
representing any unrecoverable overpayment. The recoverable amount of any overpayment
should not be recorded as it represents a temporary transfer to the recipient. In practice,
however, under current accruals accounting guidance a more complex series of effects of various
transactions on borrowing takes place over a long time period:
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e Payments: when an initial payment is made it is in effect assumed to be the correct
payment to which the recipient is eligible. This stage therefore over-estimates spending
within PSNB as any portion of the total payment which is in fact a recoverable
overpayment should not be recorded as spending.

¢ Identifications: when an overpayment is subsequently identified and referred for recovery
it is recorded as an equal reduction in UC spending and borrowing, regardless of
whether it will eventually be recovered or not. This is therefore an over-estimate of the
recovery and reduces spending and PSNB by too much.

e Recoveries: when recoveries are actually made they do not reduce UC spending or PSNB,
as they have already been recorded at the point they are identified and referred for
recovery.

o Write-offs: at the point that DWP decides it will not recover the overpayment and a write-
off occurs, spending and PSNB increase by an amount equal to the value of the write-off.

After all these steps have taken place the correct amount of spending and borrowing will have
been recorded. But the time lags involved — especially before reaching write-off — can be
decades long. This means that a fiscal illusion — where full recovery of an overpayment is
assumed and so reduces spending and PSNB by more than will finally be the case because some
portion will eventually be written off — can persist far into the future and well beyond our five-
year forecast period.

This persistent underestimate of spending due to the long lag before writing off unrecoverable
debt has a material impact on borrowing. Approximately 25 per cent of UC overpayments which
are referred for recovery are likely to be written-off eventually. This means that PSNB is
eventually increased by around £0.5 billion a year by this effect. Put differently, were the
accounting treatment to better reflect the economic reality, PSNB would be around £0.5 billion
higher each year over our forecast.

We have raised this issue with the ONS which has recently stated that it intends to now consider
its approach to cases such as these where there are long time lags involved in accruals
accounting, with explicit reference to UC overpayments.©

2 ONS, Looking ahead — developments in public sector finance statistics: 2026, June 2026.

Lessons for, and risks to, our forecasts

3.13  As set out above, the findings in Chapter 2 regarding the drivers of recent trends in fraud
and error have led us to change our forecast methodology for the underlying rate of fraud
and error in UC. The evidence suggests that the sharp rise and subsequent fall in fraud and
error across all of welfare after 2019-20 was primarily driven by the Covid cohort on UC,
rather than a widespread increase in fraud and error across UC as a whole. As a result, we
have decided that in our next forecast we will remove our previous assumption that there is
an ongoing underlying increase in the propensity for fraud and error over the forecast
period.
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3.14

3.15

The analysis in Chapter 2 also highlighted that fraud and error rates in the past decade
have been quite volatile. This has been driven by several concurrent underlying trends which
we will continue to monitor closely as we develop and produce future forecasts, including:

How the completion of the move to UC will affect steady-state fraud and error. All
outturn trends in UC fraud and error are taken from a ‘partial’ UC caseload, where
some but not all of the move to UC has taken place and therefore the UC caseload
composition is different from what we would expect in a post-move-to-UC world.

How wider societal trends and changing attitudes to and opportunities for fraud may
affect trends in the underlying propensity for fraud. Some wider evidence indicates
changing societal views towards fraud. The digitalisation of benefit administration
through UC provides new potential routes for fraud never observed before. These
factors may contribute to significantly different trends in the underlying propensity for
committing welfare fraud to those seen in previous decades, and we will continue to
review evidence on this as it becomes available.

How effective the additional policy initiatives intfroduced by DWP to address fraud and
error will be in the forecast period. The ever-changing nature and composition of
fraud within UC, along with potential diminishing returns from further initiatives acting
on a smaller pool of fraud and error than seen in the early 2020s, means the extent of
effectiveness of new initiatives is highly uncertain.

The treatment of overpayment identifications in the current National Accounts framework,
with the implicit assumption that they will be recovered in full once identified, creates a fiscal
illusion that underestimates the cost of fraud and error in our medium-term forecast. We
have raised concerns about this accounting treatment with the ONS which has recently
stated that it will assess it.
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