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1. Executive summary

This paper proposes a  Welsh Income Protection Endowment: a permanent capital fund that
pays a time-limited income top-up to Welsh workers who lose their job or their hours, so that an
ordinary setback does not mean an immediate fall to Universal Credit.

The central claim is worth stating plainly at the outset. This is not a permanent new
tax. It is a temporary levy that builds a permanent asset. A penny on the Welsh basic rate of
income tax is collected only for as long as it takes to build the fund. Once the corpus is large enough
that  its  investment  income  covers  claims  and  keeps  the  fund  growing,  the  levy  stops,  and  the
institution runs in perpetuity on its own returns. Workers pay in for a bounded period; the fund then
protects every future generation without further contribution. It is the difference between renting a
safety net forever and buying one once.

Help is immediate, not deferred. From its first year, after a short qualifying period, the fund
pays income bridges to workers who lose their job or hours, meeting them in the early years from the
levy,  the  seed's  income and modest  capital  drawdown.  The  core  protection the  scheme exists  to
provide is available from the start.  What builds over time is only the end-of-working-life reward,
which cannot be paid before there is surplus to pay it from. No one waits years for the help itself.

The design is shaped by the single structural fact that constrains Welsh policy: Wales controls its own
income tax rate, its primary legislation and its public bodies, but not National Insurance, large-scale
borrowing, or the wider tax base. This scheme needs none of those reserved powers. It is therefore as
much a proposal about institution building as about social security: it uses the powers Wales has
to create a permanent, independent, self-financing national financial institution.

The fund passes through three milestones, each a level of accumulated capital rather than a fixed
date:

Income covers claims, at a corpus of around £4.2bn. From here the fund's own returns meet
the cost of claims.

The levy can stop, at around £6.3bn. From here income covers claims and still leaves enough to
keep the fund growing in step with the economy, so contributions are no longer needed.

The target is reached. The size the fund is built to before the levy stops sets the perpetual
reward paid to lifelong contributors: a modest fund of around £12bn supports a reward worth
roughly  a  third  of  average  earnings;  a  larger  fund  of  around £20bn supports  the  maximum
reward, capped at 75-80% of average earnings.

How fast the fund climbs through these milestones, and therefore how long the levy lasts, depends on
five policy levers set out in section 5: the initial capital seed, the contribution rate and its duration,
the investment return, the claim rate, and the target size. On conservative central assumptions, a
single penny with a £1bn seed reaches the point where the levy can stop within about four decades; a
larger seed or a temporary second penny compresses that to around two decades, comfortably within
a single working generation.

1. 

2. 

3. 
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2. The problem this solves

The Welsh Government's own evidence base points to the failure this addresses. The evaluation of the
Basic Income for Care Leavers pilot found that the single most damaging moment was the end of
payments,  when  income  dropped  sharply  back  to  Universal  Credit  and,  in  participants'  words,
everything could fall apart. That cliff-edge is not unique to care leavers. It is what any worker faces on
losing hours or a job: a fall not to a proportion of prior income, as in most of Europe, but close to the
flat Universal Credit floor.

The UK's contributory safety net has thinned. Universal Credit provides a flat, low, means-tested floor
with little relationship to what a person earned or contributed. There is no meaningful earnings-
related unemployment insurance of the kind common in Denmark, Germany or France. Wales cannot
rebuild that through National Insurance, because NI is reserved. It can, however, build a devolved
equivalent using the lever it does control.

3. The proposal in one paragraph

A statutory Welsh Income Protection Fund is built by a hypothecated penny of the Welsh basic rate of
income tax, collected temporarily. During the build phase the fund pays a capped, tapering, time-
limited  top-up  above  Universal  Credit  to  workers  who lose  hours  or  their  job  after  a  qualifying
contribution  period,  and  retains  everything  else  to  grow.  Once  the  corpus  is  large  enough  that
investment income covers claims and keeps the fund growing, the levy ends. Thereafter the fund runs
in perpetuity on its returns, under a strict rule that payouts always stay below income so the corpus
continues to grow. Beyond meeting claims, the fund returns a share of its surplus, at the end of each
member's  working  life,  to  those  who  contributed  throughout  but  claimed  least,  capped  so  no
individual  reward can ever  reach a  destabilising  size.  Entitlement  is  earned by  contribution and
involuntary loss of work, not by holding a Universal Credit claim.

4. How it works: the design pillars

A temporary levy, not a permanent tax. The penny is collected only during the build phase.
Once the fund reaches the level at which its income covers claims and still grows the corpus, the levy
stops and never returns unless a future generation chooses to expand the institution. This is  the
feature that makes the ask politically different from an ordinary tax rise: workers are asked to build
something, not to fund it forever.

Top-up, not replacement. The fund does not replace lost income in full. Universal Credit remains
the base layer the UK funds. The Welsh fund pays only the gap between UC and a decent floor, for a
bounded  period,  roughly  halving  the  cost  against  full  replacement  and  removing  the  work-
disincentive problem, because work always pays more than the bridge. The top-up is defined as a
formula indexed to Universal Credit rates and median earnings, so it stays a stable proportion of a
living income rather than eroding with inflation. The choice of index is a matter for the feasibility
study.
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Entitlement earned by contribution, not by a Universal Credit claim. Eligibility follows the
qualifying event, involuntary loss of work together with the contribution record, not a live UC award.
A contributor barred from UC by savings or a partner's earnings, or who chooses not to claim, still
receives the fund's own top-up portion. The fund never fills the UC layer a person has not claimed, so
its liability per person is identical in every case and the cost model is unchanged; only the number
who can claim is affected.

Protect immediately, reward modestly then generously. The fund pays income bridges from
its  first  year,  after  the  short  qualifying  period,  so  the  core  protection  is  immediate  rather  than
deferred, met early on from the levy, the seed's income and modest capital drawdown. What builds
over time is the end-of-working-life reward. Even that need not be nothing at first: the fund can pay a
small, capped reward during the build phase and raise it as the corpus matures. Retaining the larger
share of surplus while building is what grows the fund fastest, so there is a genuine trade-off between
early reward generosity and speed to self-funding, and the illustrative build times in section 5 assume
full retention and would lengthen somewhat if a larger early reward were chosen. The earliest cohorts
still receive the smallest reward, the honest cost of any funded scheme starting from zero, which is
the main reason the initial seed matters.

Payouts always below income, so the fund always grows. Once mature, the fund follows a
simple rule: total payments out, claims plus reward, never exceed the fund's income, so the corpus
grows every year. Because claims are indexed to earnings and therefore rise at roughly 1.2% a year in
real terms, the fund must retain more than that to genuinely pull ahead of its liabilities; a token
retention  is  overtaken  by  rising  claims.  Retaining  above  the  claim-growth  rate  produces  the
compounding, accelerating growth the institution depends on, and is comfortably achievable once the
fund is large.

A capped reward for lifelong contribution. A share of the mature fund's surplus is returned at
the end of each member's working life, weighted so lifelong non-claimers receive the most. No one's
contributions  are  returned;  what  is  returned  is  a  share  of  the  interest  the  capital  earned.  The
individual reward is  capped at  75-80% of average earnings,  indexed, so it  can never grow into a
destabilising windfall however large the fund becomes. Any surplus above the cap is retained in the
corpus by default, which is itself part of what keeps the fund growing.

Coverage  for  the  gig  economy. Self-employed  and  gig  workers  earning  above  the  personal
allowance already pay Welsh income tax and are inside the pool. For those below the threshold, a flat
voluntary  contribution  modelled  on  voluntary  Class  2  National  Insurance  lets  them  buy  in  and
preserve entitlement.

5. The costed model: three milestones and five levers

The model runs in constant 2026 pounds, on inputs drawn from published Welsh administrative
data:

Table 1. Core model inputs, drawn from published Welsh administrative data
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Input Value Source

Welsh taxpayers 1.6 million HMRC / National Audit Office

People in employment in
Wales

approx 1.47 million Welsh Govt, Annual Population Survey

Median full-time gross
earnings

£35,796 / year ASHE 2025

Basic-rate share of taxpayers 89% National Audit Office

Revenue from 1p on the basic
rate

approx £300 million/year
(conservative)

Welsh Govt / HMRC ready reckoner
2026-27

The revenue figure warrants a word. The current Welsh Government and HMRC ready reckoner for
2026-27 estimates that a penny on the basic rate raises about £311 million, a figure corroborated by
the Institute for Fiscal Studies. This paper adopts a deliberately conservative £300 million, slightly
below the official estimate, and notes that this is an OBR-based forecast a downturn would reduce;
the contribution is therefore itself a parameter the feasibility study should keep under review.

Two inputs are assumptions rather than published facts, and they dominate the result, so both are
treated as ranges for the study to settle:

The qualifying-claim rate,  the share of covered workers making a valid claim in a normal
year, modelled across 3% to 5%, with 4% as the central case. This is the single most important
number in the model.

The  real  investment  return,  modelled  across  3.5%  to  5.5%  real (roughly  6%  to  8%
nominal), with the conservative 3.5% to 4% real as the planning case, for reasons given below.

How to read the charts that follow. Two things are held fixed as modelling assumptions, the
claim rate and the return, shown at their central values unless stated. Everything the charts then vary,
the seed, the contribution rate and its duration, and the build target, is a policy choice, shown to
illustrate the range available to ministers rather than to recommend a figure. Each figure caption
states which is which.

The three milestones

• 

• 
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Figure 1. The corrected design: a temporary levy builds the fund, then stops. Each line is a policy choice of seed and
contribution; all are modelled on the central assumptions (4% claims, 3.5% real return).

The fund is not built to a single self-financing date but through three levels of capital. Investment
income first covers claims at a corpus of around £4.2bn. The levy can stop at around £6.3bn, the
point at which income covers claims and still leaves enough to keep the fund growing in step with
earnings-indexed claims. Below that level the levy cannot safely stop, because income alone cannot
both meet claims and keep pace with their growth. The third milestone, the size the fund is built to
before stopping, sets the perpetual reward.

The five levers
The date the levy ends is set by five choices, each a policy variable rather than a fixed number, and
each shown to the feasibility study as a range with the conservative end as the planning case.

The initial seed has disproportionate power, because it compounds from year one across the fund's
entire life, whereas a penny collected late compounds only briefly. A larger seed clears the milestones
sooner, raises the base for all subsequent compounding, and brings forward the point at which the
fund's  growth outruns its  claims.  It  is  the single  most  effective  lever,  bounded only  by what  the
government can commit as capital. Its returns diminish at the top end, so there is a sweet spot rather
than an unlimited case for more.

The contribution rate and its duration set  how fast  the fund climbs.  A single penny is  the
modest,  politically  easy  version  but  implies  a  long  levy;  a  temporary  second  or  third  penny
compresses the build sharply at the cost of a heavier, more regressive contribution while it lasts.

The investment return is powerful but must be assumed conservatively, addressed below.

The claim rate is the dominant uncertainty: at 3% the fund matures far sooner, at 5% far later.

The build target sets the reward: around £12bn supports a reward of roughly a third of average
earnings; around £20bn supports the 75-80% maximum.
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Figure 2. Levers: years of contribution before the levy can stop. The seed and contribution rate are policy choices; the
years shown are modelled outcomes on the central assumptions.

Building a £12bn fund and then stopping the levy takes about 39 years on a single penny with a £1bn
seed, about 29 years with a £3bn seed, about 21 years with a £5bn seed, and about 19 years on a
temporary second penny. The generous 75-80% reward, which needs a larger fund of around £20bn,
takes correspondingly longer or a heavier contribution. This is the honest trade-off at the heart of the
design: a larger perpetual reward requires a larger fund, which requires more contribution, whether a
higher penny or a longer levy. There is no version in which a small, brief contribution yields a large
permanent reward, because the reward is simply the income earned on accumulated capital.

Why the return must be assumed conservatively
A higher return helps considerably: at 4.5% real the fund reaches any given milestone sooner and the
generous reward needs a smaller build. But the return cannot be planned at the optimistic end, for
three linked reasons. Returns are volatile, and lost decades happen. The years returns fail are the
recession years,  which are the high-claim years,  so the downturn that halves returns is the same
downturn that doubles claims. And reliably chasing 8% nominal requires an equity-heavy, higher-risk
portfolio, which is the wrong risk profile for a fund that must pay out most in downturns; Norway's
sovereign fund plans on roughly 3% real, not 5.5%. The prudent course is to plan on 3.5 to 4% real
and treat anything above as upside that ends the levy sooner or funds a larger reward, never as a
load-bearing assumption.

6. Stress testing

The corrected design faces a harder test than a permanent levy would, because once the penny stops a
recession must be absorbed by investment income and the fund itself, with no contribution coming
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in. The model was run against four severe scenarios, with the shocks deliberately placed after the levy
has ended.

Figure 3. Stress tests on the corrected design. Illustrative modelling on the stated assumptions, not a policy choice; the
shocks are placed after the levy has ended, which is the harder test.

Under  the  deterministic  assumptions  used  here,  the  corpus  stays  positive  and  claims  remain
payable throughout each illustrative scenario. It dips and recovers rather than failing, because by
the time the levy stops the fund is large enough that claims, even doubled in a recession, are small
against the corpus, and the reward is discretionary, so it falls to zero in a bad year and absorbs the
shock  while  claims  continue  to  be  paid.  This  is  a  result  within  a  deterministic  model,  not  a
probabilistic guarantee; establishing a confidence level requires the stochastic modelling described
in Appendix D.

Table 2. Illustrative stress-test scenarios and outcomes (corrected build-then-stop design)

Scenario What was modelled Result

2008-scale A five-year deep recession with a market crash, a
decade after the levy ended

Corpus stays positive; claims
payable; recovers and grows

COVID-scale A single sharp claims spike with a market fall and
rebound, after the levy ended

Corpus stays positive; claims payable

Prolonged
stagnation

A decade of elevated claims and low returns, after
the levy ended

Corpus stays positive; claims payable

Depression after
stop

A deep multi-year depression striking the year the
levy ended, the hardest case

Corpus stays positive; claims payable

As  before,  this  demonstrates  that  the  design's  mechanisms  respond  as  intended  under  the
assumptions  used;  it  does  not  prove  real-world  survival,  which  depends  on  the  claim  rate  and
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recession parameters an actuarial study must test against genuine historical data. A by-product worth
noting: because the reward is capped, the surplus above the cap keeps compounding once the fund is
mature, so the corpus continues to grow well past its build target over the long run, which is what
gives the institution its resilience.

7. Why capitalise an endowment rather than spend the money

This is the central analytical point, and it is a different proposition from a request to spend money on
a programme. It is an argument about the public balance sheet.

Conventional spending is consumed. One billion pounds spent in the ordinary way buys a year of
some service and is then gone. One billion placed into this fund is not consumed; it is converted from
cash into  an invested public  asset  that  continues  to  exist  and to  earn indefinitely,  and that  at  a
conservative  real  return  works  permanently  against  a  liability  the  government  would  otherwise
finance from annual taxation. The Welsh public balance sheet is stronger decades later, not weaker,
because the state holds a growing, income-generating asset rather than the memory of a spent sum. It
is the difference between paying rent and buying the building, or,  in the sovereign-fund analogy,
between spending a windfall and converting it into a permanent financial asset as Norway did with
oil.

In the temporary-levy design the seed does even more work, because its effect compounds across the
fund's whole life and pulls forward the moment the fund's growth outruns its claims and the levy can
end. A larger seed does not merely add its own value; it shortens the period for which any Welsh
worker  has  to  pay  the  penny  at  all.  The  honest  counterweight  is  that  the  seed  is  capital  the
government must find up front against a fixed budget, and that in year one the alternative uses of that
money deliver visible services while the fund delivers little. The case rests on the long horizon, and on
the fact that, uniquely among spending choices, the asset is retained.

8. Governance: rules, not discretion

A protected capital  fund lives or dies by its  governance,  because the proposition depends on the
corpus  surviving  decades  of  political  and  economic  pressure.  The  design  borrows  from  central
banking: the hardest decisions are governed by pre-legislated automatic rules rather than ministerial
discretion.

Legal form and ownership. The fund is established by Welsh primary legislation as a statutory
corporation at arm's length from Welsh Ministers, owned on behalf of Welsh contributors, in the
manner of the Wales Pension Partnership investment company.

Protection from raiding. The corpus is  ring-fenced in statute,  drawable  only  against  defined,
published triggers, and never for general spending. Diversion would require primary legislation and
an affirmative Senedd vote, making a raid a visible, debated act rather than a quiet transfer. Because
the fund is members' money held in trust, governed by independent trustees with a duty to resist
diversion, and reported annually to the Senedd, a raid is not a budget adjustment but the confiscation
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of identifiable citizens' entitlements, which is what actually deters it. No statute is absolutely raid-
proof against a determined majority; the defences make a raid slow, visible, and politically costly
rather than impossible.

The waterfall. Surplus is applied in strict order: claims first and in full; then the growth retention
that keeps the corpus rising at least in step with earnings-indexed claims; then a reserve; and only the
residual to member rewards, subject to the individual cap. The corpus itself is never capped at a set
size, because a fund prevented from growing has no headroom to absorb sustained pressure. What is
capped is the reward.

Two phases, two rules. During the build phase the fund pays claims in full from the first year and
retains the larger share of remaining surplus to reach its target as fast as possible, paying at most a
small, capped reward. In the mature phase it pays the full capped reward and retains the rest, always
keeping payouts below income so the fund continues to grow. The transition between them, the end
of the levy, is itself a rules-based trigger: the levy ends automatically once the corpus has cleared the
stopping milestone and income demonstrably covers claims and growth.

Trustees,  mandate  and  transparency. An  independent  board,  majority  independent  of
government,  with actuarial,  investment and labour-market  expertise  and member representation,
owes a fiduciary duty to the fund's perpetuity. A statutory mandate sets a diversified, long-horizon,
responsible-investment  strategy  with  a  prudent  real-return  target.  Annual  audited  accounts  and
triennial valuations are laid before the Senedd.

Latent capacity to expand. The institution may in future take on related contributory risks, such
as  sickness  or  parental-leave  income,  but  only  tier  by  tier,  each  new  risk  arriving  with  its  own
dedicated,  ring-fenced  contribution  and  its  own  walled  account,  never  by  diverting  the  existing
corpus. Expansion by accretion is permitted; expansion by dilution is not. This expandability is itself
part of the fund's durability, because it gives a future government a legitimate, in-structure way to do
more, and so reduces the pressure to raid.

9. Comparison with existing approaches

Table 3. The Endowment compared with the current approach
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Universal Credit and general welfare Welsh Income Protection Endowment

Funded from annual expenditure, forever Built by a temporary levy, then self-funding in perpetuity

Treasury-funded without end The state's role is a bounded levy and a one-off seed, not a
recurring cost

Vulnerable to cuts in every fiscal round Corpus legally protected, drawable only against defined triggers

Pure redistribution: this year's taxes fund
this year's payments

Collective insurance plus investment: contributions accumulate
as permanent capital

A flat floor unrelated to contribution Earnings-related bridge, contributory principle restored, capped
reward for lifelong contribution

No asset is built A permanent, growing national capital asset accrues to the people
of Wales

10. Constitutional dimension: this is institution building

This  is,  increasingly,  a  proposal  about  building  lasting  Welsh  institutional  capacity  rather  than
adjusting  a  benefit.  Wales  creates  an  independent  statutory  endowment;  the  corpus  is  legally
protected; independent trustees manage it under a statutory mandate; and after a bounded period
the levy ends and the fund finances the risk from its own returns, so the government depends less on
annual taxation, not more.

Every mechanism sits within existing devolved competence. The contribution uses the Welsh Rates of
Income Tax,  devolved since  2019;  the  fund is  created by Welsh primary legislation;  no reserved
power is required. The Wales Pension Partnership investment company already shows Wales can
stand up a regulated financial institution at scale; this would be a second, and a template, since once
Wales has built one protected statutory endowment the model can extend to other long-term risks.
What  is  proposed  is,  in  substance,  a  permanent  Welsh  public  endowment  institution,  of  which
income protection is the first application; that its architecture has a life beyond its first purpose is a
reason to build its governance to last.

The one genuine constraint is  distributional and is  stated plainly.  Because around 89% of Welsh
taxpayers are basic-rate payers and Wales cannot vary thresholds, the basic rate is the only lever that
raises meaningful sums, so the levy falls on lower earners too. This is mitigated by the fact that it is
temporary, that contributors and beneficiaries are substantially the same population, and that higher
earners pay the penny while claiming proportionately less.

11. Honest risks and limitations

The levy is temporary, but temporary still means decades. On a single penny with a modest
seed the fund reaches the point where the levy can stop in around four decades, within a working
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lifetime;  a  larger  seed  or  a  temporary  second  penny  shortens  this  to  around  two  decades.  It  is
bounded and finite, but it is not quick.

The early cohorts get the smallest reward. Income bridges are paid from the first year, so the
core protection is immediate for everyone. What the earliest cohorts receive least of is the end-of-
working-life reward, which is smallest while the corpus is young and grows as it matures. How much
reward to pay early is a genuine trade-off against build speed, since every pound paid early is a pound
not retained and so lengthens the levy. A modest early reward can be afforded at some cost to the
build time; the seed is the main remedy.

The generous reward needs a large fund. A reward at 75-80% of earnings requires building to
around £20bn, which on a penny alone is a multi-generational project.  The realistic reward on a
single penny is closer to a third of average earnings. The 75-80% figure is a ceiling that prevents
runaway, not a promise.

Discipline is essential. The whole design depends on the political will to end the levy at the right
point, to retain surplus rather than distribute it, and never to raid the corpus. The statutory rules
exist precisely because these choices are hard.

A depression could still stretch the fund. Ordinary recessions are absorbed under the model's
assumptions, as the stress tests show. A prolonged depression would reduce the reward to zero and
draw on capital; the fund keeps claims payable by cutting its discretionary reward, but it does not
abolish economic risk.

Two numbers govern everything. The claim rate and the investment return determine the whole
timeline,  and  both  are  currently  reasoned  assumptions.  Grounding  them  in  official  data  is  the
essential next step before any figure here is relied upon.

12. Implementation: from today to year one

Before  the  operational  machinery,  three  feasibility  questions  matter  most.  The  scheme is  legally
feasible,  since every mechanism sits  within devolved competence.  It  is  financially  feasible on the
terms of the model,  built  by a temporary penny and thereafter self-funding. And it  is deliverable
without a new bureaucracy, because it reuses HMRC for the contribution and contribution record and
the  Department  for  Work  and  Pensions  for  the  income-loss  determination,  with  the  new  fund
handling only the top-up payment and the corpus. On that basis the sequence is:

Publish this discussion paper.

Commission the independent actuarial feasibility study (section 13).

If  confirmed, introduce the Bill  establishing the fund, trustees,  mandate,  rules-based triggers,
hypothecation, and the automatic end of the levy.

Royal  Assent;  appoint  trustees;  incorporate  and  staff  the  fund;  agree  the  HMRC  and  DWP
delivery arrangements.

Transfer the seed; begin the levy at the following Budget.

Open for contributions and, after the qualifying period, first claims; the levy runs until the fund
clears its stopping milestone, then ends.

1. 

2. 

3. 

4. 

5. 

6. 
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The operational detail is set out in Appendix C.

13. What this paper is actually asking for

The endpoint is not an immediate request for legislation. It is a request to test the idea rigorously.
The pathway is staged: publish this paper; commission an independent actuarial feasibility study;
build the model on official HMRC, DWP and Welsh Government data, replacing this paper's assumed
claim rate and return with real distributions; and only then, if the study confirms the broad picture,
draft legislation and consult on the final parameters, above all the target size and the length of the
levy.

The Welsh Government is not being asked to accept one person's model. It is being asked to test,
using data it alone can access, whether a scheme this promising is viable. If it is, the debate shifts
from whether the idea is serious to how big to build the fund and how long to levy the penny. The
prize  is  a  permanent,  self-funding Welsh institution that  ends the  Universal  Credit  cliff-edge for
working  people,  rebuilds  the  contributory  principle  Wales  was  denied  when  National  Insurance
stayed reserved, rewards a lifetime of self-reliance, and leaves the Welsh balance sheet holding a
lasting and growing national asset, all for a levy that one day ends.

Prepared as a discussion draft. The financial model behind every figure is available and can be re-
run for any assumption the Welsh Government wishes to test.

Appendix A: Model assumptions

The model  runs in constant 2026 pounds.  Inputs are of  two kinds:  those drawn from published
Welsh administrative data, and those that remain assumptions pending actuarial validation. The two
assumptions that dominate the result,  the claim rate and the investment return, are modelled as
ranges with a conservative planning case.

Table A1. Full parameter set
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Parameter Value Basis

Covered workers 1,500,000 Data (APS / HMRC)

Contribution (1p, basic rate) ~£300m / year, temporary
(conservative)

Data (ready reckoner 2026-27; £311m
official, £300m used)

Administration cost £14m / year (~7%) Assumption

Real investment return 3.5% to 5.5% (plan on 3.5-4%) Key assumption (range)

Qualifying-claim rate 3% to 5% (central 4%) Key assumption (range)

Average claim cost £2,200, earnings-indexed Assumption

Earnings growth (claim
indexation)

1.2% real / year Assumption

Initial capital seed £1bn to £5bn (policy variable) Policy choice

Milestone: income covers
claims

~£4.2bn Derived

Milestone: levy can stop ~£6.3bn (at 3.5% real) Derived

Build target (sets reward) ~£12bn (modest) to ~£20bn
(max reward)

Policy choice

Individual reward ceiling 75-80% of average earnings,
indexed

Design rule

The claim rate and the return govern the whole timeline. Grounding them in HMRC, DWP and Welsh
Government administrative data is the first task of the feasibility study proposed in section 13.

Appendix B: Modelling methodology

The model is a deterministic annual recursion on the fund corpus in constant 2026 pounds, in two
phases.

Build phase. The temporary levy and investment income, less claims and administration, accumulate
in  the  corpus,  which  grows until  it  clears  the  stopping  milestone,  the  level  at  which  investment
income covers claims plus the growth needed to keep pace with earnings-indexed claims. Claims are
the  covered  workforce  multiplied  by  the  qualifying-claim  rate,  a  recession  multiplier  where
applicable,  and the earnings-indexed average claim. The illustrative model assumes full  retention
during the build phase, with no reward paid, which is the fastest path to the stopping milestone. The
feasibility study should also model alternative build paths incorporating a modest early reward, and
quantify the resulting increase in levy duration.

Mature phase. The levy ends. Each year the fund retains enough income to grow the corpus at least in
step with earnings-indexed claims (about  1.2% real),  and pays the residual  as  reward,  capped at
75-80% of average earnings per non-claimer, with any excess retained. Total payouts are constrained
never to exceed income, so the corpus grows every year. In a downturn the reward falls automatically
to zero and claims are met from income and, if necessary, capital, so the reward is the shock absorber.
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The three milestones, income-covers-claims (~£4.2bn), levy-can-stop (~£6.3bn) and the build target,
are corpus levels, not fixed dates; the date each is reached depends on the five levers in section 5.
Stress tests override the claim multiplier and the return for specified years and place the shocks after
the levy has ended,  then let  the recursion continue;  the outcome assessed is  whether the corpus
remains above zero and claims stay payable throughout.

Known limitations. The model is deterministic, not stochastic; it uses a single average claim rather
than a distribution; it does not model behavioural responses, migration, or the detailed interaction
with Universal Credit; and recession timing is stylised. A feasibility study should replace it with a
stochastic  model  on real  Welsh claim and duration data and test  the recession scenarios against
historical  experience.  The  present  model  establishes  coherence  and  identifies  the  parameters
requiring validation; it does not forecast.

Appendix C: Operational implementation considerations

This appendix sets out the operational detail behind the implementation sequence in section 12. It is
intended for officials assessing deliverability.  None of  it  alters the decision the paper requests;  it
exists to show that decision can be executed with existing machinery.

Which body establishes the fund. The natural lead is the finance department (the Cabinet Secretary
for Finance),  because this  is  a  tax-funded capital  institution and a balance-sheet  instrument,  co-
sponsored by the department responsible for social justice and social security, which owns the policy
purpose.  Finance leads on the fund and the hypothecation;  social  justice  leads on eligibility  and
delivery.

Legislation comes before contributions. This is a firm sequence, not a choice. The corpus cannot be
ring-fenced, nor the penny hypothecated, without a statutory vehicle to hold and protect the money.
Primary legislation, a Senedd Act, must first establish the fund as a statutory corporation, create the
trustee  body,  set  the  investment  mandate,  define  the  rules-based  triggers,  and  direct  the
hypothecation.  Only  once  that  vehicle  exists  in  law  can  contributions  be  collected  and  held  as
anything other than general taxation.

When  the  penny  begins. After  the  fund  is  incorporated  and  trustees  are  appointed,  not  before,
because there must be a legally  constituted,  governed entity  to receive and invest  the money.  In
practice the additional  penny would be set  through the annual  Welsh rate  resolution at  the first
Budget  after  the  fund  is  operational  and  its  investment  mandate  is  in  place.  A  short  lead  time
between Royal Assent and the first contribution is expected and desirable.

How  the  seed  capital  arrives. For  a  given  seed  size,  a  single  upfront  transfer  maximises
compounding from day one and brings self-financing forward fastest, but is a large single balance-
sheet  commitment.  A  phased  transfer  over  several  Budgets  is  easier  to  accommodate  in  fiscal
planning  but  delays  compounding.  The  recommendation  is  a  single  upfront  capitalisation  where
affordable, with phasing as the fallback. Because the seed is a capital, balance-sheet item rather than
resource spending, it should be explored with the Treasury whether it can be treated within capital
budgets rather than day-to-day expenditure.

Who collects  the contribution. HMRC, using existing machinery.  The penny is  a  variation of  the
Welsh Rates of Income Tax, which HMRC already administers and collects through PAYE and self-
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assessment, so no new collection system is required. The Welsh Revenue Authority collects only the
fully devolved taxes (land transaction tax and landfill disposals tax) and is not involved in the income
tax penny. The hypothecation happens on the Welsh side: the statute directs that a sum equivalent to
the penny is paid from the Welsh Consolidated Fund into the ring-fenced fund. The separate below-
threshold  voluntary  contribution  for  gig  workers,  modelled  on  Class  2  National  Insurance,  sits
outside  income  tax  and  would  need  a  small  dedicated  collection  channel,  run  by  the  fund's
administrator or the WRA.

How the first claims are administered, before maturity. Claims are administered from day one, met
in the early years from contributions, seed income and modest capital drawdown until investment
income takes over. The delivery model reuses existing infrastructure on three legs: HMRC provides
the contribution record, so the cumulative-year qualifying test is verified from data it already holds;
the Department for  Work and Pensions determines the qualifying income-loss  event  and applies
conditionality,  with  the  fund  riding  on  DWP's  existing  Universal  Credit  assessment  rather  than
duplicating  it  (a  data-sharing  and  delivery  agreement  with  DWP  is  the  single  most  important
operational relationship to secure); and the fund calculates and pays the top-up alongside the UC
award and manages the corpus. The principal build is the fund and its investment operation, not a
new benefits-administration bureaucracy.

Appendix D: Questions the feasibility study should answer

The purpose of this paper is to justify commissioning an independent actuarial feasibility study, not
to pre-empt its conclusions. The following questions define what such a study would need to resolve.
They are set out here so that the boundary between what this paper claims and what independent
analysis must establish is explicit, and so that a study could be commissioned against them directly.

The qualifying-claim rate. What is the actual annual rate at which Welsh workers would make a
valid claim, derived from HMRC, DWP and Welsh redundancy and claimant-flow data, rather
than the reasoned 4% assumption used here? This is the single parameter on which the whole
model turns.

Claim duration and size. What is the real distribution of claim durations and top-up amounts, as
against  the  single  average  claim  this  model  uses,  and  how  does  that  distribution  behave  in
downturns?

Contribution level. Does a single penny provide the right balance of adequacy and sustainability,
or would a different contribution, or a variable one, better meet a stated objective?

Investment  strategy. What  long-horizon  investment  strategy  and  real-return  assumption  are
appropriate for a fund of this kind, and how does a more conservative or more volatile return
profile affect the timeline and the buffer?

Governance and political risk. What governance model, and what statutory protections for the
corpus,  most  credibly  minimise  the  risk  of  the  fund being  raided  or  dismantled  by  a  future
government?

Seed and maturity objective. What capital seed corresponds to each plausible maturity objective,
and what is the right objective for Wales to adopt, given the trade-off between upfront cost, speed
to self-financing, and fairness to the first cohort?

1. 

2. 

3. 

4. 

5. 

6. 
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Recession behaviour and stochastic solvency. The stress tests in this paper are deterministic and
illustrative. A study should replace them with stochastic modelling that establishes a confidence
level  for  solvency,  and  that  tests  the  factors  a  deterministic  model  cannot:  the  sequence  of
investment  returns,  the  correlation  between  rising  unemployment  and  falling  markets,  and
prolonged shocks such as unemployment remaining elevated for a decade rather than five years.
It  should  also  calibrate  the  automatic  payout  taper  and  buffer  thresholds  against  genuine
historical recession data rather than the stylised scenarios used here.

Member rewards. How should the end-of-working-life reward be structured and weighted by
claims  history,  and  what  distributional  and  behavioural  effects  would  different  structures
produce?

Indexation of the top-up. To what should the bridge payment be indexed, Universal Credit rates,
median earnings, prices, or a combination, so that it stays a stable proportion of a living income
over time without either eroding or drifting?

Build target and levy duration. How large should the fund be built before the levy stops, given
the trade-off between the length of the levy, the size of the seed, and the perpetual reward the
target size supports? This is the central policy choice the study should frame for ministers.

Early reward versus build speed. How large a  reward should the fund pay during the build
phase? Income bridges are paid from the first year regardless, but every pound of early reward is
a  pound  not  retained,  lengthening  the  levy.  The  study  should  quantify  this  trade-off  so  the
balance between visible early generosity and speed to self-funding can be chosen deliberately.

Calibration of the reward cap and reserve. What starting level, rate of decline, and floor for the
reward-distribution cap, and what solvency-reserve target above the buffer, best keep the fund
growing  under  sustained  pressure  while  still  paying  a  meaningful  reward,  and  over  what
smoothing period should the cap be calculated?

Contributors outside Universal Credit. What share of qualifying contributors would fall outside
UC, whether through the savings or partner-earnings rules or by choice, and how does that affect
the claim rate? Because the fund pays only its own top-up portion in every case, this is a question
about the volume of claims rather than their size, but it is needed to model take-up accurately.

That this paper can state its own open questions this precisely is itself part of the case for the study:
the uncertainties are identified and bounded, not hidden.

Sources

The data inputs in this paper are drawn from the following published sources. Figures should be
confirmed against the latest releases before the paper is relied upon.

National  Audit  Office,  Administration  of  Welsh  rates  of  income  tax  2024-25 (2026).  Welsh  taxpayer
numbers; basic-rate share.

Office for National Statistics and Welsh Government, Annual Survey of Hours and Earnings 2025. Median
full-time earnings in Wales.

Welsh  Government,  Labour  market  statistics  (Annual  Population  Survey)  2025 and  monthly  Labour
market overview bulletins (2025-2026). Employment, unemployment and claimant data.

7. 
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Welsh Government, Welsh rates of Income Tax ready reckoner 2026 to 2027. Revenue effect of a 1p change
to the basic rate.

Welsh Government, Basic Income for Care Leavers in Wales pilot: evaluation annual report 2025-2026.
Evidence on the Universal Credit cliff-edge.

Wales Pension Partnership,  Investment Management Company materials (2025). Precedent for a Welsh
statutory investment institution.

HM Revenue & Customs, voluntary National Insurance (Class 2 and Class 3) rates, 2026-27. Basis for the
gig-worker contribution comparison.

This is a discussion draft prepared to support the case for an independent actuarial feasibility study. Its financial
model is illustrative and depends on the assumptions set out in Appendix A. It is not an actuarial certification and
should not be relied upon as one.

4. 

5. 

6. 

7. 

19


	A Welsh Income Protection Endowment
	Contents
	1. Executive summary
	2. The problem this solves
	3. The proposal in one paragraph
	4. How it works: the design pillars
	5. The costed model: three milestones and five levers
	The three milestones
	The five levers
	Why the return must be assumed conservatively

	6. Stress testing
	7. Why capitalise an endowment rather than spend the money
	8. Governance: rules, not discretion
	9. Comparison with existing approaches
	10. Constitutional dimension: this is institution building
	11. Honest risks and limitations
	12. Implementation: from today to year one
	13. What this paper is actually asking for
	Appendix A: Model assumptions
	Appendix B: Modelling methodology
	Appendix C: Operational implementation considerations
	Appendix D: Questions the feasibility study should answer
	Sources


