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Introduction  
The Resolution Foundation is an independent research and policy organisation, concerned with how 

low earners fare in today's mixed economy. We aim to deliver change in areas where this income 

group is currently disadvantaged by producing new research and actively engaging in the policy-

making process. 

The UK operates as a mixed economy. Markets for some goods are purely private, often attracting 

regulation and consumer protection mechanisms but nevertheless largely free to develop according 

to market forces with prices set at levels that match supply with demand. Direct redistribution takes 

place via the tax-benefits system which helps to reduce the gap between the poorest and richest 

members of society. In addition, the state is involved in the provision and funding of social goods: 

those goods and services that ƘŀǾŜ ōŜƴŜŦƛǘǎ ŦƻǊ ǎƻŎƛŜǘȅ ŀǎ ŀ ǿƘƻƭŜ ŀƴŘ ŦƻǊƳ ǇŀǊǘ ƻŦ ŀ ŎƛǘƛȊŜƴΩǎ ōŀǎƛŎ 

requirements but which may be unaffordable for some if left to private enterprises. In some 

instances, for example healthcare and education, the state provides universal access. In other 

instances, for example housing and social care, the state only provides support for those it assesses 

to be most in need. In all cases, private markets exist alongside the public provision to allow those 

with sufficient resources to choose to substitute or top-up their baseline entitlement.   

The mixed economy approach combines the benefits associated with well-functioning private 

markets with targeted state intervention. However, it inevitably results in a group which operates at 

the margin: too poor to benefit from the full range of opportunities provided by private markets but 

too rich to qualify for substantial state support. This group of low earners is not the most vulnerable 

in society, nor does the Foundation argue that it is the most deserving; simply that it is squeezed by 

the workings of the mixed economy, exposed to unique pressures and frequently overlooked by 

public policy. 

In truth, low earners do not form an obvious single constituency, but rather a series of sub-groups 

whose numbers and composition differ across policy areas, depending on the nature of the good or 

service, the cost and accessibility of private solutions and the volume and value of available state 

support. For example, the affordability of homeownership is likely to be most relevant to younger 

low earners, while long-term care is likely to be most relevant to older low earners 

However, there is much common ground. Analysis of the 2005 British General Election Survey found 

that around two-thirds of those we consider to be low earners agreed or strongly agreed with the 

proposition that "there is often a big gap between what people like me expect out of life and what 

we actually get". Just half of those we consider high earners expressed the same sentiment.1  

By looking at the wider low earner group as a whole, this report attempts to present a broad 

description of some of the pressures faced by those who are squeezed by the mixed economy. By 

ŎƻƴǘǊŀǎǘΣ ǘƘŜ CƻǳƴŘŀǘƛƻƴΩǎ ƳŀƧƻǊ ǇǊƻƧŜŎǘǎ2 look in more detail at the particular members of the low 

earner group who are affected by each policy circumstance. 

                                                           
1
 Analysis of 2005 British General Election Survey ς low earners defined on basis of income and benefit receipt. 

Includes low earner households and low earner individuals. 
2
 Projects to date include financial advice and long-term care. 
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At its broadest, we define the low earner group as including all those with below-median income 

(from all sources) who are not dependent on state support. For the purposes of analysis, precise 

definitions depend on the data source being used: details are provided in the Appendix. However, as 

a proxy, we consider the low earning group to be made up of the 30 per cent of households in 

income deciles 3, 4 and 5: that is, with gross annual income between £11,650 and £27,150. Around 

7.6 million households fall into this category in the UK, equivalent to around 13.4 million adults.3 We 

define two other income groups in relation to low earners: households with above-median incomes 

(income deciles 6-10) are considered high earners, while those with below £11,650 income (deciles 1 

and 2) are considered benefit-dependent.  

Significant numbers of people move in and out of the group at different life-stages. Analysis of the 

British Household Panel Survey in 2006 found that around 50 per cent of identified low earners were 

not in the group a decade earlier. Young people in particular, many of whom are students or just 

starting out in their careers, will move out of the group as their income rises: the data suggests that 

around 75 per cent of them will have moved out of the target group within a decade. In addition, the 

reduced earnings faced by most people at retirement means that many of those considered low 

earners during their working lives will fall into the benefit-dependent group in retirement, while 

some high earners will drop into the low earner group. The Foundation uses a static definition of low 

earner income throughout the life cycle because our concern is with the position of low earners 

relative to others in society rather than relative to their direct peers. 

This report is divided into four parts. In the first, we present a range of publicly available economic 

datasets to set out the current economic context and compare some of the conditions in place in the 

current recession with those evident during previous ones.  

Lƴ ǘƘŜ ǎŜŎƻƴŘ ǎŜŎǘƛƻƴ ǿŜ ŎƻƴŘǳŎǘ ŀ Ψƭƻǿ ŜŀǊƴŜǊǎ ŀǳŘƛǘΩΦ We present Foundation analysis of survey 

data to detail the demographic profile of low earners and highlight some of the challenges they face 

in the mixed economy. The analysis shows that low earners are particularly vulnerable to the effects 

of the credit crunch and recession.  

In the third section of the report we summarise the effect on low earners of policies introduced by 

the government in the period since 1997. We look also ŀǘ ǘƘŜ DƻǾŜǊƴƳŜƴǘΩǎ ǊŜǎǇƻƴǎŜ ǘƻ ǘƘŜ 

recession and consider the priority reform areas for the next few years.  

The final section sets out our plans for future work on low earners which will focus on the issues 

raised in this report.   

                                                           
3
 ONS, Effects of taxes and benefits on household income 2006/07, Tables 14 & 15 



3 
 

The UK economy 

The UK economy since 1976 
Chart 1 details changes in UK Gross Domestic Product (GDP) in the period Q1 1976 ς Q4 2008. It 

shows that quarter-on-quarter GDP contracted by 0.6 per cent in Q3 2008 and by 1.5 per cent in Q4, 

meaning that the UK is in technical recession.4 The current recession is the third since 1976, the 

previous two recessions taking place in 1980-81 and 1990-91. Charts 2-7 detail changes in a range of 

economic indicators in the period since 1976. 

 

Chart 1: Change in GDP: UK 1976-2008 
Source: ONS Time Series IHYQ & IHYR 

Prior to the 1980-81 recessionΣ ƛƴŦƭŀǘƛƻƴ ǿŀǎ ŀōƻǾŜ нл ǇŜǊ ŎŜƴǘ ό/ƘŀǊǘ оύΦ ¢ƘŜ ƎƻǾŜǊƴƳŜƴǘΩǎ 

determination to reduce this level led it to implement tight monetary and fiscal policies. The 

government raised interest rates (Chart 2), reduced state spending and imposed strict money supply 

targets. As a result, aggregate demand was significantly reduced and the exchange rate rose (also 

due in part to North Sea Oil receipts) meaning that UK producers were particularly severely hit 

(Chart 7). Inflation was brought under control, but unemployment rose sharply and eventually 

topped three million in 1983 (Chart 4).  

During the latter half of the 1980s the economy expanded significantly faster than its long-run trend 

growth rate (Chart 1). There was also a boom in the housing market (Chart 5), with the increase in 

prices leading to an increase in consumer confidence and spending. The government believed there 

ƘŀŘ ōŜŜƴ ŀ άǎǳǇǇƭȅ-ǎƛŘŜ ƳƛǊŀŎƭŜέ which made this growth sustainable. It therefore reduced interest 

rates (Chart 2) and cut income tax, especially for the rich. However, the boom eventually fed 

through into double-digit inflation (Chart 3) and a large current account deficit.  

To reduce inflation the government joined the Exchange Rate Mechanism (ERM) in 1990. However, 

the entrance rate proved to be too high. To maintain its value the government had to use its foreign 

currency reserves to buy sterling and increase interest rates to 15 per cent (Chart 2). Despite these 

efforts, the UK was still forced to leave the ERM and devalue. By this time, high interest rates had 

caused a fall in aggregate demand which was exacerbated by a crash in the housing market (Chart 5) 

                                                           
4
 Two consecutive quarter-on-quarter decreases in GDP. 
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as people found their mortgages becoming unaffordable. Unemployment again rose sharply (Chart 

4). 

The UK subsequently enjoyed a long period of relatively stable growth (Chart 1). However, much of 

the growth was fuelled by a prolonged housing boom (Chart 5) and associated increased household 

borrowing (Chart 6).  

Chart 2: UK Official Base Rate: 1976-2009 
Source: Bank of England Financial Stability Report, October 

2008, Issue No. 24, Chart 1.224, 

 Chart 1.2  

Chart 3: Annual inflation: UK 1976-2009 
Source: ONS Time Series CZBH & D7G7 October 2008, Issue 

No. 24, Chart 1.2; Bank of England, Housing Equity 

Withdrawal, Table A 

 

Chart 4: Unemployment trends: UK 1976-2009 
Source: ONS, Labour market datasets MGSC & BCJD 

Chart 5: House price inflation: UK 1976-2009 
Sources: HBOS, Halifax House Price Index;  

DCLG, Live Table 502 

 

Chart 6: Household borrowing: UK 1976 - 2008 
Sources: Bank of England, Financial Stability Report, October 

2008, Issue No. 24, Chart 1.2; Bank of England, 

Housing Equity Withdrawal, Table A 

 

Chart 7: Change in output: UK 1976-2008 
Source: ONS Time Series ERIE & GDRN 
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Recession in 2009 
Consideration of Charts 2-7 highlights the different circumstances in place at the start of the current 

recession compared with previous contractions. The official bank rate at the end of 2008 was 

significantly lower than in 1980 and 1990, and has subsequently been cut to the lowest level in its 

history. Similarly, despite growing during 2008, inflation was much lower at the start of Q4 than the 

double figures experienced in both 1980 and 1990 and has fallen rapidly following the collapse on 

global commodity prices. The third major difference is the level of household indebtedness. Bank 

lending to individuals rose from 25 per cent of GDP at the start of the 1980 recession, to 61 per cent 

at the start of the 1990 recession and 88 per cent of GDP in Q3 2008.  

These differences have arisen due to the atypical ǎŜǘ ƻŦ ŎƛǊŎǳƳǎǘŀƴŎŜǎ ōŜƘƛƴŘ ǘƘŜ ǊŜŎŜƴǘ ΨŎȅŎƭŜ ƻŦ 

ƛǊǊŀǘƛƻƴŀƭ ŜȄǳōŜǊŀƴŎŜΩ5 and subsequent credit crunch. While other post-war recessions have been 

preceded by an inflationary boom, the current downturn looks more like the financial and 

commodity boom-driven contractions which took place before the First World War. The factors 

behind the current situation and the implications of the recession are set out in more detail below.  

Credit boom and bust  

The credit boom in the UK and other developed economies was in part a function of global 

macroeconomic imbalances. Large persistent current account deficits in developed economies were 

matched by surpluses in emerging economies, most notably China. While the surpluses experienced 

by oil-exporting economies were created by rapidly rising crude oil prices, surpluses in many Asian 

countries were driven by high savings rates and the competitive nature of their exports. Faced with a 

perceived lack of trustworthy domestic saving funds and in an attempt to avoid another currency 

crisis, firms and citizens in China and elsewhere opted to hold foreign assets. The large-scale 

ǇǳǊŎƘŀǎŜ ƻŦ ŘŜǾŜƭƻǇŜŘ ŜŎƻƴƻƳƛŜǎΩ ƎƻǾŜǊƴƳŜƴǘ ōƻƴŘǎ ŘǊƻǾŜ ŀ ǊŜŘǳŎǘƛƻƴ ƛƴ ƭƻƴƎ-term real interest 

rates around the world.  

The apparent shift to a long-term stable macroeconomic environment boosted demand for and 

supply of credit in developed economies and encouraged banks to take on more credit risk by 

providing higher loan-to-income ratios, extending credit to the sub-prime sector and introducing 

increasing numbers of complex financial instruments employing leverage. Rising asset prices, 

particularly residential properties, made the credit boom appear affordable and partially hid the 

degradation of credit standards. At the same time, cheap exports from the emerging economies 

helped maintain low levels of inflation.  

However in 2007 and 2008, rising defaults on US subprime mortgages spilled across global financial 

markets, reversing the cycle of rising asset prices and credit quality. Complex securitisation markets 

ōǊƻƪŜ Řƻǿƴ ŀƴŘ ŎƻƴŦƛŘŜƴŎŜ ƛƴ ǘƘŜ ŦƛƴŀƴŎƛŀƭ ǎȅǎǘŜƳ ŘƛǎŀǇǇŜŀǊŜŘ ŀǎ ƛǘ ōŜŎŀƳŜ ŀǇǇŀǊŜƴǘ ǘƘŀǘ ōŀƴƪǎΩ 

balance sheets and asset portfolios were suffering from fundamental structural weaknesses. 

UK households are therefore much more highly exposed to the risk of defaulting in the event of a 

drop or loss of income than in previous recessions. While the higher level of debt in the current 

downturn should be offset to some extent by the lower official bank, low inflation and the prospect 

of deflation means that the real value of household debt may actually increase.   

                                                           
5
 FSA, Financial Risk Outlook 2009, pp11-12 
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In addition, the unwillingness or inability of some banks to pass on the full value of interest rate cuts 

to their customers reduces the power of ǘƘŜ .ŀƴƪ ƻŦ 9ƴƎƭŀƴŘΩǎ ŀŎǘƛƻƴΦ6 For example, Moneyfacts, 

the financial information website, has reported that the average rate of an unsecured £5,000 loan 

increased from 8.6 per cent in June 2007 to 10.2 per cent in January 2008 and 12.0 per cent in 

January 2009, despite significant falls in the official bank rate over the same period.7 

All economic downturns experience self-reinforcing cycles, with falling property prices, reduced 

aggregate demand, increased unemployment and increased defaults all serving to amplify each 

other. The current high level of household and corporate debt is likely to lead to a desire among 

individuals and companies to deleverage and reduce their exposure to default. However, falling 

asset prices (the FSA estimates that falling property prices and financial asset prices in 2008 reduced 

UK household wealth by about £700 billion, or 10 per cent8) and falling incomes mean that any 

attempts to reduce debt-asset and debt-income ratios will require a substantial cut in spending 

which will in turn reduce economic activity and deepen the recession. This reduction in spending 

Ƴŀȅ ōŜ ŀƳǇƭƛŦƛŜŘ ōȅ ŎƻƴǎǳƳŜǊǎΩ ŜȄǇŜŎǘŀǘƛƻƴǎ ƻŦ ŘŜŦƭŀǘƛƻƴΦ 

The current crisis is made more difficult by the fragility of the banking system, which risks 

exacerbating the effects of the recession. Although the funding position of major UK banks has been 

supported by government intervention, their ability to provide sufficient credit to the household and 

corporate sectors remains uncertain. In 2009, many of the self-reinforcing cycles detailed above will 

be putting added pressure on the banking system. The prospect of increased defaults, lower asset 

prices and associated losses mean that banks will need to increase their capital ratios to support 

their businesses. As such, access to credit, even for credit-worthy consumers, will continue to be 

restricted, dampening the prospects for economic recovery. 

Consumers struggling with repayments on existing debts will find it increasingly difficult to obtain 

loans or refinance in order to alleviate such pressures. Those in financial difficulty may find 

themselves unable to use equity in their homes to fund current spending and debt. Chart 6 shows 

that Housing Equity Withdrawal (HEW) ς new borrowing secured on dwellings that is not invested in 

the housing market (e.g. house purchases and home improvements) ς formed a significant 

proportion of UK post-tax income from 2000 onwards but became negative in Q3 2008.  

There were 29,444 individual insolvencies in England and Wales in the fourth quarter of 2008 on a 

seasonally adjusted basis. This was an increase of 8.2 per cent on the previous quarter and an 

increase of 18.5 per cent on the same period a year ago. Chart 8 shows that this was made up of 

19,100 bankruptcies (which were up 9.4 per cent on the previous quarter and 22.2 per cent on the 

corresponding quarter of the previous year), and 10,344 Individual Voluntary Arrangements (IVAs), 

(which were up 5.9 per cent on the previous quarter and 12.2 per cent on the corresponding quarter 

of the previous year). 

KPMG has suggested that more than 150,000 people may opt for bankruptcy, an IVA or the new 

Debt Relief Order in 2009.9 

                                                           
6
 See for example, Bank of England, Inflation Report, February 2009, Chart 1.12 

7
 aƻƴŜȅŦŀŎǘǎ ǇǊŜǎǎ ǊŜƭŜŀǎŜΣ άLoan rates jump 3.4% in just 18 monthsέΣ нн WŀƴǳŀǊȅ нллф 

8
 FSA, Financial Risk Outlook 2009, p36 

9
 YtaD ǇǊŜǎǎ ǊŜƭŜŀǎŜΣ άPersonal insolvency levels up as downturn gathers paceέΣ с CŜōǊǳŀǊȅ нллф 
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Chart 8: Company liquidations: England & Wales 1999-2008 
Note: ¹ Including Deeds of Arrangements. 

Source: Insolvency Service, Insolvencies in the fourth quarter 2008, Table 2 

Industry, employment and insolvencies  

Many businesses have faced similar difficulties in accessing affordable credit and managing their 

existing debt. At the same time, the fall in aggregate demand associated with the reduced spending 

power of households has served to hit business profits, forcing a number of firms out of business 

and pushing up unemployment.  

Chart 7 details changes in production and service industries output in the period 1976-2008. Chart 9 

provides more detail for the period since 2003. It shows changes in output indices in three 

industries: manufacturing; construction; and distribution, hotels & catering and repairs. Output in 

each industry fell significantly in 2008, with manufacturing appearing to be the worst affected. The 

fall in output in the distribution, hotels & catering and repairs industry lagged that experienced in 

construction and manufacturing by one quarter but, when it arrived, it proved sharper than the 

decline in construction output.  

 

Chart 9: Output index by selected industry: UK 2003-2008 
Source: ONS Time Series GDQE, GDQB & CKYY 

Chart 10 shows trends in the number of company insolvencies taking place in England and Wales in 

the period 1999 ς 2008. There were 4,607 compulsory ƭƛǉǳƛŘŀǘƛƻƴǎ ŀƴŘ ŎǊŜŘƛǘƻǊǎΩ ǾƻƭǳƴǘŀǊȅ 
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liquidations in total in England and Wales in the fourth quarter of 2008 (on a seasonally adjusted 

basis).  This was an increase of 11.9 per cent on the previous quarter and an increase of 51.6 per 

cent on the same period a year ago. 

 

Chart 10: Company liquidations: England & Wales 1999-2008 
Notes: ¹ Including partnerships. 

 ² Where the Creditors' Voluntary Liquidation is the first Insolvency procedure entered into. 

Source: Insolvency Service, Insolvencies in the fourth quarter 2008, Table 1 

Table 1 details compulsory and voluntary company insolvencies by industry in England and Wales in 

2007-08. It shows that: 

¶ The total number of compulsory insolvencies increased by 26 per cent between Q3 2007 and 

Q3 2008;  

o production industry insolvencies increased by 15 per cent; 

o construction industry insolvencies increased by 45 per cent; and  

o service industry insolvencies increased by 20 per cent;  

¶ The number of voluntary insolvencies increased by 68 per cent between Q4 2007 and Q4 

2008: 

o production industry insolvencies increased by 49 per cent; 

o construction industry insolvencies increasing by 63 per cent; and  

o service industry insolvencies increased by 69 per cent.  
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Table 1: Company insolvencies by industry: England and Wales 2007 -08 

 

Chart 11 shows that in the three months to December 2008, the unemployment rate among 

economically-active adults rose to 6.3 per cent, the highest level since 1998. Prospects for the 

coming months are poor: Chart 16 shows that the economic downturn has reduced numbers of 

vacancies and increased numbers of redundancies, while surveys of employment intentions suggest 

these trends will continue during 2009.10 Total unemployment is widely expected to reach three 

million.11 Chart 12 compares the numbers of redundancies made in a selection of industries in Q4 

2007 and Q4 2008.  

                                                           
10

 Bank of England, Inflation Report, February 2009, Chart 3.10 
11

 See for example: CBI, Economic and Business Outlook, February 2009, p7; and British Chambers of 
Commerce, March 2009 Economic Forecast, 9 March 2009 

2007 2007

Q3 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Production industries 79 88 105 91 +15% 231 275 279 329 344 +49%

Agriculture, hunting & forestry 7 13 5 7 +0% 5 7 11 9 7 +40%

Fishing 0 0 3 4 : 0 0 0 1 0 :

Mining & quarrying 2 5 2 2 +0% 1 0 1 3 6 +500%

Manufacturing 63 61 84 69 +10% 222 266 267 314 327 +47%

Electricity, gas & water supply 7 9 11 9 +29% 3 2 0 2 4 +33%

Construction 202 209 263 292 +45% 303 346 372 430 495 +63%

Service industries 635 598 672 763 +20% 1,122 1,387 1,462 1,637 1,900 +69%

178 179 191 165 -7% 298 381 414 421 498 +67%

Hotels & restaurants 93 75 87 110 +18% 135 112 159 159 181 +34%

Transport, storage & communication 84 83 92 94 +12% 79 101 102 124 145 +84%

Financial intermediation 32 25 28 42 +31% 15 20 26 43 54 +260%

Real estate, renting & business activities 107 122 159 196 +83% 458 613 602 707 835 +82%

Public administration & defence 4 1 3 6 +50% 2 2 4 1 5 +150%

Education 16 12 14 5 -69% 11 13 15 17 11 +0%

Health & social work 10 13 14 14 +40% 14 15 23 18 18 +29%

108 84 82 130 +20% 107 126 115 145 152 +42%

2 1 0 1 -50% 3 2 2 1 1 -67%

Extra-territorial organisations and bodies 1 3 2 0 -100% 0 2 0 1 0 :

All others 355 332 436 454 +28% 125 174 166 196 249 +99%

Total 1,271 1,227 1,476 1,600 +26% 1,781 2,182 2,279 2,592 2,988 +68%

Source: Insolvency Service, Insolvencies in the fourth quarter 2008, 6 February 2009, Tables 1a & 1b

Other community, social & personal service activities

Private households employing staff and undifferentiated 

production activities of households for own use

Compulsory

2008 Year-on-

year 

change

Voluntary

2008 Year-on-

year 

change

Wholesale & retail trade; repair of motor vehicles, 

motorcycles & personal & household goods
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Chart 11: Labour market trends: UK 2002-2008 
Source: ONS Time Series AP2Y, BEAO & MGSX  

Chart 12: Redundancies by industry: 2007 & 2008 
Note: Non-seasonally adjusted. 

Source: ONS Labour Market Datasets BEAK, BEBW, BEBJ & 

BEAL  

Table 2 displays the change in workforce jobs by industry in the UK over the period Q4 2007 ς Q4 

2008. The figures detail numbers of jobs12 rather than number of people. The largest falls took place 

in: 

¶ manufacturing: -4.0 per cent; 

¶ finance and business services: -3.3 per cent; and 

¶ distribution, hotels & restaurants: -2.3 per cent.  

The largest increases occurred in:  

¶ other services: +2.9 per cent 

¶ construction: +2.1 per cent; and  

¶ education, health & public administration: +1.3 per cent.  

Table 2: Number of workforce jobs by industry: UK Q4 2007 & Q4 2008  

 

On a non-seasonally adjusted basis, the number of individuals claiming Job Seekers Allowance (JSA) 

increased by 610,000 (+72 per cent) over the period Feb 2008 ς Feb 2009. Table 3 presents the 

Ψǳǎǳŀƭ ƻŎŎǳǇŀǘƛƻƴΩ ƻŦ ǘƘŜǎŜ ŎƭŀƛƳŀƴǘǎΦ Lǘ ǎƘƻǿǎ ǘƘŀǘ there many of the biggest increases occurred 

among higher skilled occupations, with managers and senior officials (+133 per cent), skilled trades 

occupations (+118 per cent) and professional occupations (+103 per cent) being particularly severely 

affected.  

                                                           
12

 Sum of employee jobs (as measured by surveys of employers), self-employment jobs from the LFS, those in 
HM Forces, and government-supported trainees. Vacant jobs are not included. 

ILO un-
employment 

rate (000s lhs)
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insurance
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restaurants
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Numbers of redundancies by selected industry:
UK Q4 2007 & Q4 2008 (000s)

Q4 2007

Q4 2008

2007

Q4 Q4 Number Proportion

Manufacturing 3,162 3,035 -127 -4.0%

Construction 2,237 2,285 +48 +2.1%

Total services 25,552 25,321 -231 -0.9%

Distribution, hotels & restaurants 7,050 6,891 -159 -2.3%

Transport & communication 1,872 1,860 -12 -0.6%

Finance & Business services 6,701 6,481 -220 -3.3%

Education, health & public administration 7,962 8,064 +102 +1.3%

Other services 1,967 2,024 +57 +2.9%

All industries 31,602 31,318 -284 -0.9%

Source: ONS labour market datasets LOLO, LOLR, LOLU, LOLX, LOMA, LOMD, LOMG, LOMJ & DYDC

Year-on-year change

(seasonally adjusted, 000s)

2008
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Table 3: Number of JSA claimantÓ ÂÙ ȬÕÓÕÁÌ ÏÃÃÕÐÁÔÉÏÎȭ ÏÆ ÃÌÁÉÍÁÎÔȡ 5+ &ÅÂ ςππψ Ǫ &ÅÂ ςππω 

 

The housing market  

The housing boom (Chart 5) of recent years meant that housing affordability declined significantly in 

the decade to 2008. Table 4 details the ratio of median house prices in England to median earnings 

(the upper boundary of the low earner group). In 1998, the ratio was 3.67; by 2008, it had risen to 

6.94. Although lower than in 2007, the ratio remains high. It is even higher in some regions, with the 

median house price in the South East amounting to more than eight times median earnings.   

Table 4: Ratio of  median house prices to median earnings: England 1998 -2008  

 

Reduced affordability prevented some from entering the housing market: among all households in 

England, the proportion of housing stock accounted for by owner-occupiers declined from 70.9 per 

cent in 2003 to 68.3 per cent in 2008, with the proportion of households with household reference 

person aged less than 30 buying a house with a mortgage falling from 43 per cent in 1999 to 32 per 

cent in 2008.13 The average income of first time buyers in the UK increased from £23,703 in Q3 1998 

to £42,145 in Q3 2008.14  

Others entered the market only by significantly stretching themselves, calling into question their 

ability to sustain ownership when faced with changed circumstances. Chart 13 details ratios of UK 

ŀǾŜǊŀƎŜ ƘƻǳǎŜ ǇǊƛŎŜǎ ŀƴŘ ŀǾŜǊŀƎŜ ŀŘǾŀƴŎŜǎ ǘƻ ŦƛǊǎǘ ǘƛƳŜ ōǳȅŜǊǎΩ ƛƴŎƻƳŜǎΦ Lǘ ǎƘƻǿǎ ǘƘŀǘ ǘƘŜ Ǌŀǘƛƻ ƻŦ 

simple average house prices to incomes rose from 2.5 in 1992 to 4.2 in 2004. It subsequently fell to 

3.5 in 2005 before rising to 4.0 in 2008. Having remained relatively flat at around 2.2 between 1992 

                                                           
13

 DCLG Housing Statistics Summary, Survey of English Housing Preliminary Report: 2007-08, Table 1 & Chart 2 
14

 DCLG, Live Table 514 

2008 2009 Year-on-year 

change

Managers and senior officials 30,640 71,350 +133%

Professional occupations 21,150 42,830 +103%

Associate professional and technical occupations 45,900 86,825 +89%

Administrative and secretarial occupations 83,250 147,485 +77%

Skilled trades occupations 93,015 202,375 +118%

Personal service occupations 41,775 63,215 +51%

Sales and customer service occupations 141,735 216,890 +53%

Process, plant and machine operatives 91,050 180,855 +99%

Elementary occupations 295,895 438,985 +48%

Occupation unknown 1,485 4,800 +223%

All 845,895 1,455,610 +72%

Note: Non-seasonally adjusted.

Source: NOMIS database

1998 2002 2003 2004 2005 2006 2007 2008

South East 4.38 6.28 7.16 7.71 8.09 7.95 8.47 8.43

London 4.35 6.50 7.17 7.67 7.86 8.03 8.25 8.29

South West 3.96 5.93 6.92 7.71 8.03 7.95 8.38 8.09

East 3.84 5.61 6.58 7.22 7.47 7.43 7.88 7.78

West Midlands 3.35 4.39 5.07 6.03 6.19 6.39 6.46 6.11

East Midlands 3.25 4.18 4.95 6.04 6.13 6.09 6.48 6.06

Yorkshire & the Humber 3.02 3.49 4.08 5.16 5.57 5.81 6.01 5.69

North West 3.01 3.43 3.94 4.83 5.37 5.62 5.82 5.53

North East 3.01 3.22 3.85 4.66 4.97 5.52 5.71 5.47

England 3.67 5.07 5.83 6.58 6.81 6.91 7.26 6.94

Source: DCLG, Live Table 577
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ŀƴŘ нллмΣ ǘƘŜ Ǌŀǘƛƻ ƻŦ ŀǾŜǊŀƎŜ ŀŘǾŀƴŎŜǎ ǘƻ ŦƛǊǎǘ ǘƛƳŜ ōǳȅŜǊǎΩ ƛƴŎƻƳŜ ǇŜŀƪŜŘ ŀǘ оΦн ƛƴ нллпΦ 

Following a dip in 2005, it subsequently returned to 3.1 at the top of the housing market in 2007. 

More recently it has fallen to 2.9. Chart 14 puts the recent increases in historical context.  

Chart 13: Ratios of house prices and advances to  

first  time buyers' incomes: UK 1992-2008 
Source: DCLG, Live Tables 514 

Chart 14:  Ratios of house prices and advances to  

 first time buyers' incomes: UK 1976-2007 
Source: DCLG, Live Tables 517 

The onset of the credit crunch has pushed the housing market into reverse. Table 5 details the 

reduction in high loan-to-value (LTV) mortgage products in the past 12 months. The increase in 

required deposits helps explain the divergence of the two lines in Chart 13. 

Table 5: Number of mortgage deals available by loan -to-value: 

UK Feb 2008 & Feb 2009 

 

This restriction of credit, along with increased average mortgage rates, has resulted in a significant 

reduction in activity in the housing market. Mortgage approvals for house purchases fell in every 

month in 2008. Just 15,865 advances were made by high street banks in January 2009, down from 

41,799 in January 2008. Chart 15 shows that the three-month average is lower than at any point 

since records began in 1997. Chart 16 shows that house prices fell at the same time as mortgage 

costs increased. 

Average FTB 
house price to 

FTB income

Average FTB 
advance to 

FTB income
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Ratios of house prices and advances 
to first time buyers' incomes: 

UK Q2 1992 - Q4 2008

Average FTB 
house price to 
FTB income

Average FTB 
advance to 

FTB income
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1

2
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5
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Ratios of house prices and advances 
to first time buyers' incomes: 

UK 1976 -2007

LTV Feb-08 Feb-09 Difference

100% 182 10 -172

95% 1,023 3 -1,020

90% 1,197 120 -1,077

85% 245 220 -25

80% 243 114 -129

75% 669 521 -148

60% 24 326 +302

All 3,583 1,314 -2,269
Source: Moneyfacts quoted on BBC Online, "Mortgage hurdles become 

tougher", 4 February 2009
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Chart 15: Number of loans approved for house 

purchase: GB 1998-2009 
Source: BBA, High street banking: monthly statistics 

release, Table 5 

 
Chart 16: House price inflation and cost of 

borrowing: UK 2002-2009 
Sources: HBOS, Halifax House Price Index; 

 Council of Mortgage Lenders, Table ML5; 
 Bank of England, Monetary and Financial Statistics, 

Table G1.4 

Chart 5 shows that residential property prices have fallen more steeply in the current downturn than 

during previous housing market corrections, with the FSA suggesting that the total peak-to-trough 

fall could reach 35 per cent.15  

House price falls have resulted in negative equity for some households. According to research 

carried out for the Bank of England, around 4 per cent of mortgages were estimated to have been in 

negative equity in September 2008.16 Subsequent house price falls are expected to have increased 

this number. The FSA estimates that a 30 per cent fall in house prices from their peak in 2007 would 

push over 2.5 million mortgage holders into negative equity.17 Those most at risk include recent first-

time buyers, buy-to-let mortgagors and those with high LTV mortgages. 

Chart 17 shows that the proportion of mortgages in arrears increased during 2007 and 2008. The 

number and proportion of mortgaged properties being repossessed also increased. At end-June 

2004, there were 2,600 properties that had been taken into possession, representing 0.02 per cent 

of all mortgaged properties; at end-September 2008 the number had risen to 22,900 and the 

proportion had risen to 0.20 per cent.  

These increases took place despite relatively benign economic conditions. Unchecked, it is probable 

that more rapid increases will take place in 2009 as the recession takes hold and unemployment 

rises. The Council of Mortgage Lenders has forecast that 75,000 households will suffer possession in 

2009, up from an estimated 45,000 in 2008.18  

                                                           
15

 FSA, Financial Risk Outlook 2009, p34 
16

 Bank of England, Quarterly Bulletin, 2008 Q4, Volume 48 No. 4, Chart 4 
17

 FSA, Financial Risk Outlook 2009, p34 
18

 Reported in FSA, Financial Risk Outlook 2009, p35 
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Chart 17: Properties in arrears and taken into possession: UK 1991-2008 
Source: Council of Mortgage Lenders, Tables AP1 & AP4 

Cost of living  

Earnings  and inflation  

The effects of economic slowdown experienced during 2008 were made worse by the rise in the cost 

of essential products such as food and fuel. The labour market conditions described above ensured 

that average earnings did not keep pace with price increases. Chart 18 shows that the Retail Price 

Index (RPI) and the Average Earnings Index (AEI) grew at a similar annualised rate at the beginning of 

2008, but that the RPI subsequently grew at a significantly faster rate from April onwards. More 

recent price falls have closed the gap but, during the interim, workers faced increases in costs that 

outweighed increases in salaries.  

 
Chart 18: Annual percentage changes in average earnings and retail price indices: UK 1991-2009 
Source: ONS Time Series CZBH & LNMU 

Chart 19 presents the average earnings index in real terms in the period since 1990. It shows that, 

other than two short periods in 1995 and 2003, average earnings grew in real terms in each month 

of the period to December 2006. From December 2006 onwards however, earnings largely fell in real 

terms, meaning ǿƻǊƪŜǊǎΩ ŘƛǎǇƻǎŀōƭŜ ƛƴŎƻƳŜ ǿŀǎ ǊŜŘǳŎŜŘ ƛƴ ǘƘŜ ƳƻƴǘƘǎ ǇǊeceding the current 

recession.  
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Chart 19: Real changes average earnings index: UK 1990-2009 
Source: ONS Time Series CHAW & LNMQ 

Not surprisingly, prospects for earnings growth in 2009 appear poor. The Bank of England reported 

in February 2009 that the proportion of freezes in pay settlements in 2008 H2 was about twice that 

in 2008 H1. The Bank also found that the proportion of employees working in firms which said they 

ŜȄǇŜŎǘŜŘ Ǉŀȅ ǎŜǘǘƭŜƳŜƴǘǎ ƛƴ ǘƘŜ ƴŜȄǘ Ǉŀȅ ǊƻǳƴŘ ǘƻ ōŜ άŀ ƭƛǘǘƭŜέ ƻǊ άǎƛƎƴƛŦƛŎŀƴǘƭȅέ ƭƻǿŜǊ ǘƘŀƴ ƛƴ ǘƘŜ 

previous round increased from 20 per cent in December 2007 and January 2008, to 74 per cent in 

December 2008 and January 2009.19 

Components of inflation  

Chart 20 details annual changes in the monthly level of the Consumer Prices Index (CPI), the 

DƻǾŜǊƴƳŜƴǘΩǎ ǇǊŜŦŜǊǊŜŘ ƳŜŀǎǳǊŜ ƻŦ ƛnflation. It shows that inflation grew sharply in 2008, peaking 

at 5.2 per cent in September. The rate subsequently fell, before unexpectedly rising in February 2009 

to stand at 3.2 per cent. The CPI has therefore been more than one percentage point greater than 

the inflation target set for the Bank of England (2.0 per cent) for nearly a full year. 

 

Chart 20: Annual percentage changes in the consumer prices index: UK 1998-2009 
Source: ONS Time Series D7G7 

                                                           
19

 Bank of England, Inflation Report, February 2009, pp33-36 
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Table 6 details annual and monthly changes in the various components of the CPI during 2008 and 

2009. It shows that the sectors putting the greatest upward pressure on the CPI included: food & 

non-alcoholic beverages; housing, water & fuels; and education. The sectors putting the greatest 

downward pressure on the index included: clothing & footwear; communication; and recreation & 

culture. Costs dropped in a number of sectors in December 2008 and January 2009 compared with 

previous months, reflecting the reduction in the rate of VAT and widespread discounting by retailers. 

Table 6: Percentage changes in components of consumer prices index: UK 2008 & 2009  

 

Chart 21 sets out changes in real-terms domestic gas and electricity prices since 1998. There was 

little change in the period 1998-2006. However, inflation-adjusted prices subsequently increased 

sharply. Following reductions in 2007, costs again jumped at the beginning of 2008. Domestic gas 

prices rose by 50 per cent in real terms in the year to December 2008. Domestic electricity prices 

rose by 30 per cent over the same period. 

Mar Jun Sep Dec Jan Feb

Year-on-year change

Food & non-alcoholic beverages +5.5% +9.5% +11.3% +10.4% +10.2% +11.5%

Alcoholic beverages, tobacco & narcotics +2.5% +4.5% +4.3% +4.4% +5.3% +5.7%

Clothing & footwear -5.3% -7.5% -6.2% -10.3% -10.0% -9.3%

Housing, water & fuels +3.9% +7.0% +15.0% +14.3% +13.6% +10.0%

Furniture, household equipment & repair of the house +0.5% +1.8% +2.9% +0.8% +2.2% +3.2%

Health +3.5% +3.0% +2.9% +2.1% +2.2% +2.4%

Transport +7.0% +7.3% +7.6% +0.1% -1.9% -1.4%

Communication -4.0% -1.3% -2.7% -3.4% -2.0% -0.7%

Recreation & culture -1.5% +0.0% +0.2% -1.2% -0.5% +0.3%

Education +13.2% +13.2% +10.8% +8.6% +8.6% +8.6%

Hotels, cafes & restaurants +3.3% +3.9% +4.3% +3.6% +3.6% +3.6%

Miscellaneous goods & services +1.2% +2.7% +3.4% +2.6% +3.0% +3.2%

All items +2.5% +3.8% +5.2% +3.1% +3.0% +3.2%

Month-on-month change

Food & non-alcoholic beverages +0.4% +2.1% -0.3% +0.7% -0.5% +1.7%

Alcoholic beverages, tobacco & narcotics +0.0% -0.1% -0.1% -0.2% +1.9% +1.5%

Clothing & footwear +0.4% -1.4% +2.2% -4.2% -4.7% +0.8%

Housing, water & fuels +0.3% +0.2% +4.4% -0.3% +0.0% +0.0%

Furniture, household equipment & repair of the house +2.1% +2.3% +1.6% +0.3% -2.8% +2.4%

Health +0.2% +0.2% +0.0% -1.0% +0.5% +0.3%

Transport +1.1% +1.7% -2.4% +0.5% -2.2% +1.0%

Communication -0.1% +0.6% -0.2% -2.0% +1.1% -0.2%

Recreation & culture -0.4% +0.3% +0.6% -0.9% -0.3% +1.1%

Education +0.0% +0.0% +2.2% +0.0% +0.0% +0.0%

Hotels, cafes & restaurants +0.4% +0.2% +0.5% -0.3% +0.0% +0.3%

Miscellaneous goods & services +0.4% +0.1% +0.2% -0.5% +0.3% +0.5%

All items +0.4% +0.7% +0.5% -0.4% -0.7% +0.9%

Source: ONS Time Series

2008 2009
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Chart 21: Real-terms monthly price indices for domestic energy: UK 1998-2008 
Sources: BERR, Quarterly Energy Prices, Table 2.1.3; 

 ONS Time Series CHAW 

Table 7 shows that average household gas bills for the period 2007-2008 reached £570 on a 

standard credit basis, 41 per cent higher in real terms than in 1998 and 35 per cent higher than in 

2005. The average standard credit electricity bill in the same period was £405, 18 per cent higher in 

real terms than in 1998 and 30 per cent higher than in 2005. For both gas and electricity, 

prepayment bills are higher. Around four million households have prepayment meters, and numbers 

are expected to rise as more people have difficulty meeting energy costs. 

Table 7: Average annual domestic gas and electricity bills: 1998 -2008 (2008/09 prices)  

 

Increased fuel prices between 2004 and 2006 resulted in the estimated number of households in 

fuel poverty20 across the UK increasing from 2.0 million to 3.5 million. The Government has 

projected that price increases in 2007 and 2008 will have pushed an additional 0.7 million and 0.5 

million households into fuel poverty in England alone. This would take the total number in England 

to around 3.5 million; nearly three times the number in 2003 and 2004.21 

Chart 22 details changes in petrol and diesel prices in real terms. Following some increase in 1999, 

prices tended to fall in the period to 2003. Between 2003 and 2007, there was greater volatility in 

prices, with a gradual rise towards the end of the period. Throughout 2007 and much of 2008 prices 

                                                           
20

 Households that need to spend more than 10 per cent of their income on fuel. 
21

 Defra/BERR, The UK fuel poverty strategy: 6th annual report, 2008  
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1998  404 356 425 344 331 366

2000  367 328 386 319 304 340

2005  422 386 438 311 294 332

2006  504 451 530 359 333 382

2007  570 513 608 395 360 414

2008 570 525 618 405 376 424

1998-2008 +41% +48% +45% +18% +14% +16%

2005-2008 +35% +36% +41% +30% +28% +28%
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Source: BERR, Quarterly Energy Prices, Tables 2.2.1 & 2.3.1
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rose rapidly, peaking in July 2008. Prices have subsequently fallen equally rapidly, with the price of 

premium unleaded petrol approaching its January 1998 level. 

Chart 23 shows details the typical unadjusted UK pump price of premium unleaded. In March 2009 it 

was 90.16 pence per litre (ppl), down 25 per cent from the July 2008 peak of 119.62 ppl. 

Chart 22: Real-terms monthly price indices for  

 petrol and diesel: UK 1998-2008 
Sources: BERR, Quarterly Energy Prices, Table 4.1.1; 

 ONS Time Series CHAW 

Chart 23: Typical mid-month premium unleaded  

 pump prices: UK 1998-2009 
Source: BERR, Quarterly Energy Prices, Table 4.1.1 

Chart 24 details annual percentage changes in average earnings and food consumer prices indices. It 

shows that, in the period since January 1991, average earnings have generally grown at a faster rate 

than food prices. However, from February 2008 food prices grew at a significantly faster rate, 

meaning that the real cost of food has risen ǊŜƭŀǘƛǾŜ ǘƻ ƘƻǳǎŜƘƻƭŘǎΩ ŜŀǊƴƛƴƎǎΦ 

 
Chart 24: Annual percentage changes in average earnings and food consumer price indices: UK 1991-2009 
Source: ONS Time Series D7G8 & LNMU 

Inflation  prospects 

Food and fuel prices have fallen back somewhat in recent months. Chart 25 details changes in real 

global prices of oil and food in the period since 1992 along with International Monetary Fund (IMF) 

projections for 2009-14. It shows that food and fuel prices have declined from peaks in 2008. While 

food prices are expected to subsequently remain relatively flat, oil prices are expected to settle at a 

level significantly higher than experienced during the 1990s and early 2000s. 
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Chart 25: Indices of real global commodity prices: 1992-2014 
Source: IMF, World Economic Outlook Update, 28 January 2009, Figure 4 

More generally, the Bank of England forecasts that CPI inflation will fall well below its 2 per cent 

target in the medium term. The Bank acknowledges that uncertainties around the outlook are 

άǳƴǳǎǳŀƭƭȅ ƭŀǊƎŜέΣ ǿƛǘƘ ǎƻƳŜ ǇǊƻǎǇŜŎǘ ƻŦ ǘƘŜ ¦Y ŜƴǘŜǊƛƴƎ ŀ ǇŜǊƛƻŘ ƻŦ ŘŜŦƭŀǘƛƻƴΦ22 

Pensions and investments  

Private pension provision is shifting from defined-benefit (DB) to defined-contribution (DC). Table 8 

shows that in 2007, around 90 per cent of private sector occupational pension holders who retired 

were members of a DB scheme, but just 45 per cent of new members of occupational pensions 

joined DB schemes. Chart 26 shows that the number of active members of open private sector 

occupational DB schemes declined from 4.1 million in 2000 to 1.3 million in 2007. 

Table 8: Number of entrants to and exist from private sector occupational pensions schemes:  

 UK 2007 

 

A recent survey by the National Association of Pension Funds (NAPF) found that a quarter of major 

private sector firms expect to close their final salary pension schemes to existing members in the 

next few years.23 The NAPF has predicted that the trend will be made more likely by the recession, 

with UK final salary pension schemes having a collective deficit of £191 billion in January 2009, up 

from £49 billion in January 2008, according to the Pension Protection Fund.24 

The shift from DB to DC is set to make pension incomes at retirement increasingly dependent on the 

prevailing performance of investments and therefore less certain. It also passes longevity risk from 

the pension provider to the individual.  

                                                           
22

 Bank of England, Inflation Report, February 2009, p40 
23

 NAPF, Pension Provision and The Economic Crisis, 23 January 2009 
24

 PPF 7800 Index, February 2009 
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Stock market losses associated with the collapse of global financial markets, as detailed in Chart 27, 

mean that those who have retired recently with DC schemes face significantly reduced pension pots, 

as do those who purchased living annuities or who depend on investments. The low level of interest 

rates mean that pre- and post-retirement savings held in bank accounts will also be offering a lower 

return than expected. 

Chart 26: Membership of private sector occupational  

 pension schemes: UK 2000-2007 
Source: ONS, Occupational Pension Schemes Survey 2007, 

26 September 2008, Tables 3.05 & 3.11 

Chart 27: FTSE 1000 adjusted close of week price:  

 1988-2009 
Source: Historical prices 

Prospects for recovery  

GDP forecasts 

The range of forecasts made regarding the path of the UK economy in 2009 and 2010, and the pace 

of revisions to these forecasts, reflect the highly uncertain outlook faced by the global economy. 

The provision of bail-outs for the banking sector and expansionary fiscal policies around the world 

have been largely considered essential to save the global economy from entering a self-reinforcing 

cycle resulting in widespread depression. However, the degree to which these measures will limit 

the impact of the slowdown is highly uncertain, given the unprecedented scale of the crisis and the 

lack of relevant historical comparisons.  

Tax cuts, low interest rates and reduced commodity prices could conceivably produce an increase in 

spending among some consumers in 2009, so protecting vulnerable companies and ensuring a 

relatively shallow recession. However, tight credit conditions, falling asset prices and 

macroeconomic uncertainty will limit this boost, meaning that aggregate demand is likely to 

continue to fall in the medium termΦ LǊǊŜǎǇŜŎǘƛǾŜ ƻŦ ǘƘŜ ǎǳŎŎŜǎǎ ƻŦ ƎƻǾŜǊƴƳŜƴǘǎΩ ǊŜŎƻǾŜǊȅ ǇƭŀƴǎΣ ǘƘŜ 

onset of fiscal contraction in 2010-11 will produce a very painful readjustment. If the economy has 

not recovered sufficiently by the time taxes are increased and public spending is cut, the policy could 

prove pro-cyclical, with government activity being deflated at the same time as private sector 

activity. 

Lƴ bƻǾŜƳōŜǊΩǎ tǊŜ-Budget Report (PBR), the Treasury forecast that the economy would shrink by 

between 0.75 and 1.25 per cent in 2009 and would grow by 1.5 to 2.0 per cent in 2010. The PBR 

said:  

The recession is forecast to continue into the first half of 2009, before GDP growth 

begins to recover in the second half of the year as credit conditions start to ease and 
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the boost to real incomes from lower commodity prices, the stimulus from monetary 

ŀƴŘ ŦƛǎŎŀƭ ǇƻƭƛŎȅΣ ŀƴŘ ǘƘŜ ŜŦŦŜŎǘǎ ƻŦ ǎǘŜǊƭƛƴƎΩǎ ŘŜǇǊŜŎƛŀǘƛƻƴΣ ǘŀƪŜ ƘƻƭŘΦ25 

However, this forecast looks unrealistically optimistic already. The Treasury Select Committee has 

ŎƻƳƳŜƴǘŜŘ ǘƘŀǘ ǘƘŜ ōŀƭŀƴŎŜ ƻŦ Ǌƛǎƪǎ ǘƻ ǘƘŜ ¢ǊŜŀǎǳǊȅΩǎ forecast are on the downside26 and the 

Treasury itself published a comparison of independent research in January which showed that the 

average forecast was for output to fall by 2.1 per cent in 2009.27  

The IMF forecast in January that UK GDP would fall by 2.8 per cent in 2009.28 The decline is bigger 

than was forecast in any other advanced economy and would represent the largest fall in UK output 

in a calendar year since official records began in the late 1940s. The IMF has subsequently been 

reported as forecasting on an unofficial basis that UK GDP would fall by 3.8 per cent in 2009 and 0.2 

per cent in 2010.29  

The Banƪ ƻŦ 9ƴƎƭŀƴŘΩǎ ƭŀǘŜǎǘ Inflation Report includes a significantly lower set of growth projections 

than were evident in its November 2008 publication, with GDP in Q2 2009 expected to fall by 

somewhere between 2 per cent and 6 per cent.30 

Business and consumer confidence  

One of the effects of the global slowdown has been sharp exchange rate adjustments. The US dollar, 

the euro and the yen have all strengthened, while sterling has depreciated, as shown in Charts 28 & 

29. These movements should serve to make UK exports more competitive and may therefore help to 

combat the slowdown in domestic demand. However, simultaneous global slowdown is likely to limit 

the effect, as is any move towards greater protectionism. 

                                                           
25

 HM Treasury, 2008 Pre-Budget Report, paragraph A.65 
26

 Treasury Committee, Pre-Budget Report 2008, Second Report of 2008-09, HC 27, 28 January 2009, paragraph 
4 
27

 HM Treasury, Forecasts for the UK economy: A comparison of independent forecasts, January 2009 
28

 IMF, World Economic Outlook Update, 28 January 2009, Table 1.1 
29

 Financial TimesΣ άLaC ǎŀȅǎ .Ǌƛǘŀƛƴ ŦŀŎŜǎ ƭƻƴƎŜǎǘ ǊŜŎŜǎǎƛƻƴέΣ му aŀǊŎƘ нллф 
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 Bank of England, Inflation Report, February 2009, Chart 1 
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Chart 28: Exchange rates: 2008ɀ2009 
Source: www.x-rates.com  

Chart 29: Effective sterling exchange rate: 1980ɀ 

 2009 
Source: ONS Time Series BK67 

The CBI carries out monthly and quarterly Industrial Trends Surveys. Table 9 shows that, in February 

2009, a balance of 44 per cent of firms thought that output would decrease over the next four 

months, the lowest balance since September 1980 (when it was -48). In addition, a balance of 56 per 

cent of respondents said that total order book levels were below normal, 8 points lower than in 

January and the lowest since January 1992 (when it was -60).  

Table 9 also details results from DŦY bhtΩǎ /ƻƴǎǳƳŜǊ /ƻƴŦƛŘŜƴŎŜ .ŀǊƻƳŜǘŜǊ. The Barometer 

measures a range of consumer attitudes, including forward expectations of the general economic 

ǎƛǘǳŀǘƛƻƴ ŀƴŘ ƘƻǳǎŜƘƻƭŘǎΩ ŦƛƴŀƴŎƛŀƭ ǇƻǎƛǘƛƻƴǎΣ ŀƴŘ ǾƛŜǿǎ ƻƴ ƳŀƪƛƴƎ ƳŀƧƻǊ ƘƻǳǎŜƘƻƭŘ ǇǳǊŎƘŀǎŜǎΦ ¢ƘŜ 

overall index increased by two points in February but still stood at -35, 18 points lower than in 

February 2008Φ ²ƛǘƘƛƴ ǘƘƛǎΣ ǘƘŜ άƳŀƧƻǊ ǇǳǊŎƘŀǎŜǎέ ƳŜŀǎǳǊŜ ƻŦ ŎƻƴŦƛŘŜƴŎŜ ƛƳǇǊƻǾŜŘ ōȅ ǘǿƻ Ǉƻƛƴǘǎ ǘƻ 

-24, 5 points lower than one year ago. Confidence in the general economic situation over the next 12 

months increased by eight points, but remains at -40. 

Table 9: Output expectations and consumer confidence: UK 2008 -2009  

 Balance of % expecting improvement over % expecting deterioration 
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Low earner s audit  
This section details the characteristics and financial position of low earners and shows some of the 

ways in which they are disadvantaged in the mixed economy. In particular, it shows how low earners 

are more exposed to the current recession than they were to previous downturns, and how they are 

more exposed in comparison to other members of society.  

As detailed in the Appendix, we define low earners as those with below-median income (from all 

sources) who are not dependent on state support. Analysis of the British Household Panel Survey 

carried out on our behalf by the Alliance for Health and the Future in relation to our project on 

generic financial advice identified both low earner households and low earner individuals (those 

living in low- or high-income households who were individually considered low earners). This 

provided us with a detailed description of the total population of low earners and the financial 

products they hold. 

In considering other characteristics of low earners, however, we have focused on household income 

alone. For the purposes of this analysis, we define households as low earning if their gross annual 

income is between £11,650 and £27,150 (gross income deciles 3, 4 and 5), or if their equivalised 

(adjusted for household size and composition) household income is between £13,350 and £25,600 

(equivalised income deciles 3, 4 and 5).  

Around 7.6 million households in the UK fall into this category: equivalent to around 13.4 million 

adults, or 29 per cent of the adult population. Of these, around 9.0 million are of working age and 

around 4.4 million are retired.31 We define two other income groups in relation to low earners: 

households with above-median incomes are considered high earners, while those with below 

£11,650 income are considered benefit-dependent.  

Profile  

Household composition  

Table 10 details the household composition of households by income group. It shows that, around 

61 per cent of the 7.6 million low earner households are non-retired, compared with 87 per cent of 

high earner households. Slightly more women (53 per cent) than men live in low earner households. 

The households equate to around 4.3 million children, representing one-third of the UK total.  

                                                           
31

 ONS, Effects of taxes and benefits on household incomes: 2006/07, Tables 14 & 15  
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Table 10: Household composition by  income group: UK 2006/07  

 

Age 

The annual NMG Research Survey carried out for the Bank of England asks self-declaring chief 

income earners and chief shoppers about their household income. Of the 2,411 individuals surveyed 

in September and October 2008, 1,356 declared themselves to hold one of the head of household 

positions and were willing to provide household income data. The households represented by the 

remaining 1,356 respondents can be divided along gross household income lines into the three 

groups used by the Resolution Foundation. Table 11 details the income group distribution of 

households by the age of chief income earner or chief shopper. It shows that low earners are over-

represented among the youngest (<34) and oldest (>55) age groups. This reflects expected changes 

in income over the life-cycle, with households generally earning less in both their earlier and later 

stages. 

Benefit-

dependent

Low 

earners

High 

earners

Benefit-

dependent

Low 

earners

High 

earners

Total number of households 5,050 7,600 12,700 100% 100% 100%

Non-retired households 3,100 4,650 11,000 61% 61% 87%

One adult 700 850 2,150 13% 11% 17%

Two adults 550 950 3,950 10% 12% 31%

Three or more adults 300 550 1,400 6% 7% 11%

One adult with children 650 500 350 13% 7% 3%

Two adults with one child 200 500 1,200 4% 6% 9%

Two adults with two children 300 700 1,200 6% 9% 10%

Two adults with three or more children 300 300 300 5% 4% 2%

Three or more adults with children 250 400 350 5% 5% 3%

Retired households 1,950 2,950 1,750 39% 39% 14%

One adult 950 1,550 850 18% 21% 7%

One adult: men 200 400 250 4% 5% 2%

One adult: women 750 1,200 600 14% 16% 5%

Two or more adults 1,000 1,350 900 20% 18% 7%

Total number of people 12,150 17,750 30,150 20% 30% 50%

Adults 8,850 13,450 24,350 19% 29% 52%

Men 4,050 6,350 12,400 18% 28% 54%

Women 4,800 7,100 11,900 20% 30% 50%

Children 3,050 4,300 5,600 24% 33% 43%

Notes: Income groups defined on basis of deciles ranked by equivalised disposable income (see Appendix).

Number of households scaled up to match number recorded in Family Spending.

Sources: ONS, Effects of taxes and benefits on household incomes: 2006/07, Tables 14 & 15

ONS, Family Spending: A report on the 2007 Expenditure and Food Survey, 26 November 2008, Table A6

Proportion of totalNumbers (000s)



25 
 

Table 11: Income group of household by age of chief income earner/chief 

shopper: GB Sep/Oct 2008  

 

Location  

Chart 30 compares the distribution of households in the survey by income group across Government 

Office Regions. It shows that low earners are over-represented in the North West, Scotland, Eastern 

and Yorkshire and the Humber regions. Low earners are under-represented in the North East and 

Wales regions because of higher proportions of benefit-dependent households. They are under-

represented in the London, South West, West Midlands, South East and East Midlands regions 

because of higher proportions of high earner households.  

 

Chart 30: Distribution of households by income group within Government Office Regions: GB 2008 
Note: Base = 1,356. 

Source: Bank of England, 2008 NMG Research Survey, Sep/Oct 2008 

Race 

Table 12 details the self-reported race of household heads by income group. It shows that low 

earners are less likely to be White than other income groups and more likely to be Pakistani or 

Bangladeshi. Note however, the focus on those classifying themselves as chief income earner or 

Benefit-

dependent

Low 

earners

High 

earners

18-24 35.8% 38.9% 25.3%

25-34 14.8% 39.5% 45.7%

35-44 15.9% 25.5% 58.6%

45-54 15.9% 23.8% 60.3%

55-64 23.3% 33.5% 43.2%

65+ 51.8% 34.7% 13.5%

All 25.7% 31.6% 42.8%

Note: Base = 1,356.

Income groups defined on basis of deciles ranked by gross household income (see Appendix).

Source: Bank of England, 2008 NMG Research Survey, Sep/Oct 2008
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chief shopper and the omission of those who refused or were unable to provide income information 

may result in misrepresentation of some ethnic groups.  

Table 12: Race of chief income earner/chief shopper by income group: GB Sep/Oct 2008  

 

Social class 

Chart 31 shows that over 60 per cent of low earner heads of households are covered by social 

classes C1 and C2, with over 80 per cent falling within classes C1, C2 and D. 

  
Chart 31: Distribution of social class of heads of household by income: GB 2008 
Note: Base = 1,356. 

Source: Bank of England, 2008 NMG Research Survey, Sep/Oct 2008 

Incomes, tax and benefits  

Income composition  

Table 13 details the composition of average incomes among low earner, benefit-dependent and high 

earner households. It shows that in 2006/07, the average disposable household income among 

those we consider to be low earners was £17,800. Inclusion of indirect taxation and benefits in kind 

increased the average income to £20,100. 

Benefit-

dependent

Low 

earners

High 

earners

All

White 88.5% 86.4% 91.7% 89.2%

Indian 2.0% 2.3% 2.6% 2.4%

Pakistani 2.0% 4.2% 0.5% 2.1%

Black-Caribbean 1.4% 1.4% 0.9% 1.2%

Black-African 1.7% 1.2% 0.5% 1.0%

Bangladeshi 0.6% 1.2% 0.2% 0.6%

Black-Other 0.6% 0.2% 0.5% 0.4%

Chinese 0.3% 0.0% 0.2% 0.1%

Other ethnic group 2.6% 3.0% 2.8% 2.8%

Refused 0.3% 0.0% 0.2% 0.1%

Note: Base = 1,356.

Income groups defined on basis of deciles ranked by gross household income (see Appendix).

Source: Bank of England, 2008 NMG Research Survey, Sep/Oct 2008

Figures are based on race of those describing themselves as "chief income earner" or "chief 

shopper" and may therefore misrepresent the proportion of some ethnic groups.
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Table 13: Average incomes, taxes and benefits by income group: UK 2006/07  

 

Income distribution  

Charts 32 ς 40 detail how the shares of each of the income components set out in Table 12 have 

shifted between the three income groups in the period 1977 ς 2006/07.  

Chart 32 focuses on household original incomes: that is, income, before government intervention, 

from employment, investments, occupational pensions and other sources. It shows that the gap 

between high earners and the other two income groups grew over the period. In 1977, high earners 

accounted for 76.5 per cent of total original income in the UK. In 2006/07Σ ǘƘŜ ƎǊƻǳǇΩǎ ǎƘŀǊŜ ƘŀŘ 

risen to 82.2 per cent (+5.7 percentage points)Φ .ȅ ŎƻƴǘǊŀǎǘΣ ƭƻǿ ŜŀǊƴŜǊǎΩ ǎƘŀǊŜ ŦŜƭƭ ŦǊƻƳ 19.7 per 

cent to 14.5 per cent (-5.2 percentage points), while the benefit-ŘŜǇŜƴŘŜƴǘΩǎ ƎǊƻǳǇ ǎƘŀǊŜ ŦŜƭƭ ŦǊƻƳ 

3.8 per cent to 3.3 per cent (-0.5 percentage points). 

Chart 33 considers whŀǘ ǇǊƻǇƻǊǘƛƻƴ ƻŦ ŜŀŎƘ ƎǊƻǳǇΩǎ ǘƻǘŀƭ ƎǊƻǎǎ ƛƴŎƻƳŜ ƛǎ ƳŀŘŜ ǳǇ ƻŦ ŎŀǎƘ ōŜƴŜŦƛǘǎΦ 

Cash benefits have a clear redistributive role, forming a significant part of benefit-dependent 

ƘƻǳǎŜƘƻƭŘǎΩ ƛƴŎƻƳŜǎΦ IƻǿŜǾŜǊΣ ƻǾŜǊ ǘƘŜ ǇŜǊƛƻŘ ŎŀǎƘ ōŜƴŜŦƛǘǎ ƘŀǾŜ ŀŎŎƻǳƴǘŜŘ ŦƻǊ ŀƴ increasing 

ǎƘŀǊŜ ƻŦ ƭƻǿ ŜŀǊƴŜǊ ƘƻǳǎŜƘƻƭŘǎΩ ƎǊƻǎǎ ƛƴŎƻƳŜ ŀƴŘ ŀ ŘŜŎƭƛƴƛƴƎ ǎƘŀǊŜ ƻŦ ōŜƴŜŦƛǘ-dependent 

ƘƻǳǎŜƘƻƭŘǎΩΦ Lƴ мфттΣ ŎŀǎƘ ōŜƴŜŦƛǘǎ ǿŜǊŜ ŜǉǳƛǾŀƭŜƴǘ ǘƻ рΦл ǇŜǊ ŎŜƴǘ ƻŦ ƘƛƎƘ ŜŀǊƴŜǊǎΩ ƎǊƻǎǎ ƛƴŎƻƳŜΣ 

нмΦо ǇŜǊ ŎŜƴǘ ƻŦ ƭƻǿ ŜŀǊƴŜǊǎΩ ƎǊƻǎǎ ƛƴŎƻƳŜ ŀƴŘ ртΦс ǇŜǊ ŎŜnt of benefit-ŘŜǇŜƴŘŜƴǘ ƘƻǳǎŜƘƻƭŘǎΩ 

gross income. In 2006/07 these proportions had altered to 5.2 per cent (+0.2 percentage points), 

30.5 per cent (+9.2 percentage points) and 56.8 per cent (-0.8 percentage points). The shares of 

benefits enjoyed by the two non-benefit-dependent household groups increased during the 

recessionary periods in 1980 and 1990 and, more recently, following the maturing of the earnings-

related component of the state retirement pension and the development of tax credits.32 

Chart 34 plots changes in gross income shares. Gross income represents original income plus cash 

benefits. The gap between high earners and the two other income groups is therefore smaller than 

the one observed in Chart 32. However, as with original incomes, the gap has grown over the period. 

In 1977, high earners accounted for 70.4 per cent of gross income, low earners for 21.8 per cent and 

benefit-dependent households for 7.7 per cent. In 2006-7, the respective shares had altered to 75.3 

per cent (+4.9 percentage points), 18.2 per cent (-3.7 percentage points) and 6.5 per cent (-1.2 

percentage points). 

                                                           
32

 Tax credits are recorded as cash benefits for households paying relatively little or no income tax and as 
negative tax for other households. 

Benefit-

dependent

Low 

earners

High 

earners

Benefit-

dependent

Low 

earners

High 

earners

Original income 4,900 14,600 49,400 7,800 23,500 58,000

+ plus cash benefits 6,400 6,400 2,700 6,000 4,000 1,500

= Gross income 11,300 21,000 52,200 13,700 27,500 59,500

- less direct taxes & employees' NIC 1,200 3,200 12,200 1,600 5,100 14,400

= Disposable income 10,100 17,800 40,000 12,100 22,500 43,100

- less indirect taxes 3,100 3,900 6,300 3,800 4,800 6,800

= Post-tax income 7,000 13,900 33,700 8,300 17,700 38,200

+ plus benefits in kind 7,400 6,200 4,600 8,300 6,400 4,300

= Final income 14,400 20,100 38,300 16,600 24,000 42,500
Note: Income groups defined on basis of deciles ranked by equivalised disposable income (see Appendix).

Source: ONS, The effects of taxes and benefits on household income, 2006/07, Tables 14 & 16

All households Non-retired householdsAverage 

per household 

(£ per year)
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/ƘŀǊǘ ор ŘŜǘŀƛƭǎ ŜŀŎƘ ƛƴŎƻƳŜ ƎǊƻǳǇΩǎ ŘƛǊŜŎǘ ǘŀȄ όƛƴŎƻƳŜ ǘŀȄΣ ƴŀǘƛƻƴŀƭ ƛƴǎǳǊŀƴŎŜ ŎƻƴǘǊƛōǳǘƛƻƴǎ ŀƴŘ 

local taxes) payments as a proportion of gross income. It highlights the progressive nature of direct 

tax, with high earners spending a higher part of their income on tax.  The widening of the gap 

between high earners and the other two income groups also suggests that direct taxation has 

become more progressive over the period. In 1977, high earners paid direct taxes equivalent to 24.1 

per cent of their gross income, low earners paid 20.8 per cent of their gross income and benefit-

dependent households spent 17.6 per cent. In 2006/07, these shares had altered to 23.3 per cent (-

0.8 percentage points), 15.2 per cent (-5.6 percentage points) and 10.9 per cent (-6.7 percentage 

points). 

Chart 32: Share of total household original income:  

 UK 1977-2006/07  
Source: ONS, The effects of taxes and benefits on 

household incomes, 2006/07, historical data 

 

Chart 33: Cash benefits as proportion of gross  

 income: UK 1977-2006/07  
Source: ONS, The effects of taxes and benefits on 

household incomes, 2006/07, historical data 

Chart 34: Share of household gross income:  

 UK 1977-2006/07  
Source: ONS, The effects of taxes and benefits on 

household incomes, 2006/07, historical data 

 

Chart 35: Direct taxes as proportion of gross income: 

 UK 1977-2006/07  
Source: ONS, The effects of taxes and benefits on 

household incomes, 2006/07, historical data 

Chart 36 details shares of total disposable income: gross income minus direct taxes. The further 

narrowing of the gap between high earners and the other two income groups compared with Chart 

32 reflects the progressive nature of both cash benefits and direct taxation. Again, however, the gap 

has grown in the period since 1977. The share of total disposable income accounted for by high 

earners increased over the period from 69.3 per cent to 73.1 per cent (+3.8 percentage points). By 

contrast, the shares taken by low earner and benefit-dependent households fell from 22.5 per cent 

to 19.5 per cent (-3.0 percentage points) and by 8.3 per cent to 7.4 per cent (-0.9 percentage points) 

respectively. 
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Chart 37 sets out indirect tax payments incurred by households within the three income groups 

when they purchase goods and services as a proportion of their disposable income.33 It highlights the 

overall regressive nature of indirect taxation, with lower income households paying a higher 

proportion of their income in indirect taxes. Moreover, over the period considered, the proportion 

paid by benefit-dependent households has increased, while the proportion paid for by high earners 

has declined. In 1977, ƛƴŘƛǊŜŎǘ ǘŀȄ ǇŀȅƳŜƴǘǎ ŀŎŎƻǳƴǘŜŘ ŦƻǊ муΦт ǇŜǊ ŎŜƴǘ ƻŦ ƘƛƎƘ ŜŀǊƴŜǊǎΩ ŘƛǎǇƻǎŀōƭŜ 

ƛƴŎƻƳŜΣ нмΦо ǇŜǊ ŎŜƴǘ ƻŦ ƭƻǿ ŜŀǊƴŜǊǎΩ ŘƛǎǇƻǎŀōƭŜ ƛƴŎƻƳŜ ŀƴŘ ноΦо ǇŜǊ ŎŜƴǘ ƻŦ ōŜƴŜŦƛǘ-dependent 

ƘƻǳǎŜƘƻƭŘǎΩΦ Lƴ нллсκлт ǘƘŜ ǎƘŀǊŜǎ ƘŀŘ ŀƭǘŜǊŜŘ ǘƻ мрΦу ǇŜǊ ŎŜƴǘ ό-3.0 percentage points), 21.8 per 

cent (+0.5 percentage points) and 31.1 per cent (+7.8 percentage points). 

Chart 38 reports on post-tax income, which represents disposable income less indirect taxes. The 

regressive nature of indirect taxes means that the gap between high earners and the other two 

income groups is wider than in Chart 36. Once again, the gap has increased over the period. In 1977, 

high earner households accounted for 70.1 per cent of post-tax income, low earner households for 

22.0 per cent and benefit-dependent households for 7.9 per cent; in 2006/07 the three shares had 

altered to 75.2 per cent (+5.1 percentage points), 18.6 per cent (-3.4 per cent) and 6.2 per cent (-1.7 

percentage points).  

The final income adjustment is presented in Chart 39, which records the value of benefits in kind 

(services such as education and health provided by the state either free or subsidised at the point of 

use - households are assigned nominal income to reflect their use of these services, based on the 

estimated cost of provisionύ ŀǎ ŀ ǇǊƻǇƻǊǘƛƻƴ ƻŦ ŜŀŎƘ ƛƴŎƻƳŜ ƎǊƻǳǇΩǎ Ŧƛƴŀƭ ƛƴŎƻƳŜΦ While benefit-

dependent households have experienced a growth in the share of their final income comprised of 

benefits in kind over the past 30 years, the proportions for the other two income groups have 

ǊŜƳŀƛƴŜŘ ǊŜƭŀǘƛǾŜƭȅ ŦƭŀǘΦ Lƴ мфттΣ ōŜƴŜŦƛǘǎ ƛƴ ƪƛƴŘ ǊŜǇǊŜǎŜƴǘŜŘ моΦс ǇŜǊ ŎŜƴǘ ƻŦ ƘƛƎƘ ŜŀǊƴŜǊǎΩ Ŧƛƴŀƭ 

ƛƴŎƻƳŜΣ нтΦф ǇŜǊ ŎŜƴǘ ƻŦ ƭƻǿ ŜŀǊƴŜǊǎΩ ŀƴŘ плΦо ǇŜǊ ŎŜƴǘ ƻŦ ōŜƴŜŦƛǘ-ŘŜǇŜƴŘŜƴǘ ƘƻǳǎŜƘƻƭŘǎΩΦ Lƴ 

2006/07, the shares had altered to 12.0 per cent (-1.6 percentage points), 30.8 per cent (+2.9 

percentage points) and 51.8 per cent (+11.5 percentage points). 

                                                           
33

 The figures include an estimate for payment of intermediate taxes: that is, indirect taxes incurred by 
businesses which are deemed to be passed onto consumers through the prices that they pay for goods and 
services. 
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 Chart 36: Share of household disposable income:  

 UK 1977-2006/07  
Source: ONS, The effects of taxes and benefits on 

household incomes, 2006/07, historical data 

 

 Chart 37: Indirect taxes as proportion of disposable  

 income: UK 1977-2006/07  
Source: ONS, The effects of taxes and benefits on 

household incomes, 2006/07, historical data 

Chart 38: Share of household post-tax income:  

 UK 1977-2006/07  
Source: ONS, The effects of taxes and benefits on 

household incomes, 2006/07, historical data 

 

Chart 39: Benefits in kind as proportion of final  

 income: UK 1977-2006/07  
Source: ONS, The effects of taxes and benefits on 

household incomes, 2006/07, historical data 

Chart 40 compares the shares of original income across the three income groups detailed in Chart 32 

with shares of final income to highlight the redistributive effect on the tax and benefits system. The 

tighter concentration of the solid lines compared to the dotted lines shows the overall progressive 

nature of the adjustments made to UK household income. However, the gap in final income shares 

has increased over the period considered, meaning that income distribution has become less equal 

over time.  

In 1977, the 50 per cent of households composing the high earner group accounted for 65.0 per cent 

of final income, while the 30 per cent of households in the low earner group took 24.4 per cent of 

total final income and the 20 per cent of households in the benefit-dependent group received 10.6 

per cent of final income. In 2006/07, the three shares had altered to 68.2 per cent (+3.3 percentage 

points), 21.5 per cent (-3.0 percentage points) and 10.3 per cent (-0.3 percentage points).  

An ONS study into the redistributive effects of the UK tax and benefits system noted that, in the 

period 1977-2006/07, cash benefits had the largest effect on income inequality, with progressive 

direct taxes tending to cancel out regressive indirect taxes. The study found no evidence of any 

major change in the magnitude of redistribution caused by cash benefits over the period but some 

increase in the redistribution effect of taxation from the mid-1990s onwards. However, the report 
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concluded that any improved equalising effect of taxation in this period was limited by the large 

increase in inequality in original income.34 

 
Chart 40: Comparison of original and final income shares by income group: UK 1977-2006/ 07  
Note: Income groups defined on basis of deciles ranked by equivalised disposable income. 

Source: ONS, The effects of taxes and benefits on household incomes, 2006/07, historical data 

Chart 41 details relative changes in low earner household final income as a proportion of both high 

earner and benefit-ŘŜǇŜƴŘŜƴǘ ƘƻǳǎŜƘƻƭŘǎΩ ōȅ ǎŜǘǘƛƴƎ ƻǳǘ Ǌŀǘƛƻ ƛƴŘƛŎŜǎΦ Not surprisingly, given the 

analysis above, low earner final incomes have declined relative to high earner final incomes over the 

period, due to the unequal growth in original income.  

However, Chart 41 shows that low earnerǎΩ final incomes declined relative to benefit-dependent 

ƘƻǳǎŜƘƻƭŘǎΩ ŀǎ ǿŜƭƭΦ ¢here is an apparent cyclical effect: low earner incomes underwent clear 

declines relative to benefit-ŘŜǇŜƴŘŜƴǘ ƘƻǳǎŜƘƻƭŘǎΩ during both recessionary periods, reflecting the 

bigger impact unemployment has on low earner household income. However, the low earner to 

benefit-dependent final income ratio has remained below its 1977 level in each year since the end of 

the last recession. This appears to primarily reflect stronger growth in original income among the 

benefit-dependent group, which is likely to be a product of the recent sustained high level of 

economic growth and employment.  

                                                           
34

 ONS, ά¢ƘŜ ǊŜŘƛǎǘǊƛōǳǘƛƻƴ ƻŦ ƘƻǳǎŜƘƻƭŘ ƛƴŎƻƳŜ мфтт ǘƻ нллсκлтέ, Economic and Labour Market Review, Vol 3 
No 1, January 2009 
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Chart 41: Indices of final income ratios: UK 1977-2006/07  
Source: ONS, The effects of taxes and benefits on household incomes, 2006/07, historical data 

Tax credits  

Due to their relatively low-paid working status, low earners have been major beneficiaries of tax 

credits introduced in 1998 and subsequently reformed in 2003. Chart 42 shows that non-retired low 

earner and benefit-dependent households received similar total levels of tax credits in the years to 

2002/03. Reform in 2003/04 resulted in a significant increase in the value of credits paid to low 

earners. In 2006/07, non-retired low earner tax credits had a value of £5.6 billion in 2007/08 prices, 

compared with £4.3 billion among non-retired benefit-dependent households and £1.7 billion 

among non-retired high earner households. 

Chart 43 details tax credits ς both those received as cash benefits and those representing negative 

taxes ς as a proportion of the total cash benefits received by each non-retired income group. In 

2000/01, WFTC represented 6.4 per cent of non-retired low earnersΩ ǘƻǘŀƭ ŎŀǎƘ ōŜƴŜŦƛǘǎΤ ōȅ нллсκлт 

this share had risen to 24.6 per cent. 

Chart 42: WFTC/tax credits by income group: UK  

 2000/01 -2006/07  
Note: Tax credits recorded as cash benefits and negative 

income tax. 

Source: ONS, The effects of taxes and benefits on 

household income, historic data, Table 16 

Chart 43: WFTC/tax credits as proportion of total  

 cash benefits: UK 2000/01 -2006/07  
Note: Tax credits recorded as cash benefits and negative 

income tax. 

Source: ONS, The effects of taxes and benefits on 

household income, historic data, Table 16 

A recent study by the JRF concluded that WFTC produces increased job retention compared to 

Family Credit among male recipients, after controlling for differences in age and entry wage. 
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However, the report found no evidence that WFTC improves wage growth a year after in-work 

benefit-recipients enter employment compared with Family Credit.35  

Attitudes to tax  and benefits  

In 2005, just 3 per cent of low earners said they would like to see taxes and public spending reduced. 

A total of 50 per cent wanted taxes and spending kept at the same level and a further 41 per cent 

wanted increases. Around 52 per cent felt unemployment benefits were too high and 22 per cent 

thought they were too low.36 

Generally, low earners have a strong sense of "fairness".37 They feel that they should receive services 

from the state according to their contributions to tax. Chart 44 plots average cash and in-kind 

benefit receipts minus average direct and indirect tax payments for low earner households in real 

terms in the period since 1977. It shows that, overall, low earner households have been net 

beneficiaries of the tax-benefits system and that the positive balance has increased in the period 

from 1996/97.  

While retired low earner households have tended to benefit most, non-retired low earner 

households have fluctuated around a neutral tax-benefit position over the past 30 years. The general 

improvement in tax-benefit balance enjoyed by low earners pushed the non-retired group into net 

benefit in each year since 2003/04. Chart 45 shows that this is largely a result of increases in benefits 

in kind in the period since 1996/97, reflecting real terms increases in health spending by the 

Government.  

[ƻǿ ŜŀǊƴŜǊǎΩ ōŀƭŀƴŎŜ ǘŜƴŘŜŘ ǘƻ ƛƳǇǊƻǾŜ ŘǳǊƛƴƎ ōƻǘƘ ǘƘŜ мфул ŀƴŘ мффл ǊŜŎŜǎǎƛƻƴǎΦ ¢Ƙƛǎ ƛǎ ŘǳŜ 

primarily to an increase in cash benefit receipts. It is likely that a similar effect will be observed 

during the current recession. However, the fiscal contraction due for 2010 onwards will potentially 

reduce the benefits in kind received by low earners for a significant period of time. Non-retired low 

earner households are likely to return to a net-contributory position in this period.  

                                                           
35

 JRF, The changing pattern of earnings: employees, migrants and low-paid families, October 2008 
36

 British General Election Survey 2005 
37

 Resolution Foundation, Lost: Low earners and the elderly care market, February 2008, p9 
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Chart 44: Average tax-benefit balance among low  

 earner households: UK 1977-2006/07  
Source: ONS, The effects of taxes and benefits on 

household income, historic data, Tables 14, 16 & 

18 

Chart 45: Taxes and benefits among non-retired low  

 earner households: UK 1977-2006/07  
Source: ONS, The effects of taxes and benefits on 

household income, historic data, Table 16 

3ÑÕÅÅÚÅÄ υȡ ÌÏ× ÅÁÒÎÅÒÓȭ ÅØÐÅÒÉÅÎÃÅ ÏÆ ÉÎÃÏÍÅȟ ÔÁØ ÁÎÄ ÂÅÎÅÆÉÔÓ 
 

¶ Low earner households have become poorer relative to both high earner and benefit-
dependent households over the last 30 years. Average low earner household final income 
(income adjusted for direct and indirect tax and for cash and in kind benefits) fell as a 
proportion of average high earner household final income from 62.7 per cent in 1977 to 52.6 
per cent in 2006/07. Over the same period, average low earner household final income as a 
proportion of average benefit-dependent household final income fell from 153.7 per cent to 
139.4 per cent. 
 

¶ Progressive tax policies have helped to limit the effect of the growing divide between high 
earner and low earner original household incomes. Low earners have particularly benefitted 
from the introduction and development of tax credits. However, slight increases in the 
redistributive effects of the UK tax and benefits system have been outweighed by the 
magnitude of the growth in original income inequality.  
 

¶ Extension of cash benefits, development of tax credits and real-terms increases in public 
ǎǇŜƴŘƛƴƎ ƘŀǾŜ ƘŜƭǇŜŘ ǘƻ ƛƳǇǊƻǾŜ ƭƻǿ ŜŀǊƴŜǊǎΩ ǘŀȄ-benefits balance in the period since 1977. 
Fiscal expansion and increased unemployment is likely to push the low earner balance still 
higher in the next year or two. However, the fiscal contraction planned from 2010/11 will 
significantly reduce expenditure on public services and therefore reduce the benefits in kind 
low earners can expect to receive. It is likely that this reduction will push non-retired low 
earner households back into a net-contributory position. 
 

Financial health  

Spending 

Comparison of household expenditure data from the Expenditure and Food Survey with income data 

ǇǳōƭƛǎƘŜŘ ƛƴ ǘƘŜ hb{Ωǎ ŀƴŀƭȅǎƛǎ ƻŦ ƛƴŎƻƳŜ ŎƻƳǇƻǎƛǘƛƻƴ ǎǳƎƎŜǎǘǎ ǘƘŀǘ ƭƻǿ ŜŀǊƴŜǊ Ƙƻǳseholds spend 

nearly all of their available (disposable) income each week on average.  

Table 14 shows that the sum of weekly low earner expenditure equates to 97.5 per cent of the sum 

of weekly low earner disposable income. Corresponding figures for the benefit-dependent and high 

earner groups are 96.5 per cent and 86.1 per cent. Essential items such as housing, fuel and food 
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plus cash benefits 6,400 6,400 2,700 6,000 4,000 1,500
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Final  income 14,400 20,100 38,300 16,600 24,000 42,500
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account for a larger proportion of weekly expenditure among low earner households than among 

high earners, making it more difficult for low earners to cut back when faced with reduced income or 

increased costs. 

Table 14: Weekly household expenditure by income group: UK 2007 ¹ 

 

Income stability  

A major study by the Centre for Analysis of Social Exclusion published in March 2006 measured the 

income stability over the course of 12 months among low- to middle-income households in receipt 

of working tax credits.38 Families taking part in the research had average net income of £17,000 per 

year, with most falling in the bracket £12,000-£22,000. Therefore, while the study excluded retired 

households and those without children, it provided a good description of the income volatility 

experienced by many low earner households.  

The research described the income of one-ǘƘƛǊŘ ƻŦ ŦŀƳƛƭƛŜǎ ŀǎ ōŜƛƴƎ ΨǎǘŀōƭŜ ǿƛǘƘ ōƭƛǇǎΩΥ ǘƘŀǘ ƛǎΣ ǿƛǘƘ 

income in at least ten of the 13 four-week periods within 15 per cent of their annual mean but 

varying by 25 per cent or more from it in other periods. A further one-quarter had income described 

ŀǎ ΨŜǊǊŀǘƛŎΩ ƻǊ ΨƘƛƎƘƭȅ ŜǊǊŀǘƛŎΩΥ ǘƘŀǘ ƛǎΣ ƘŀǾƛƴƎ ƛƴŎƻƳŜ ƛƴ ŀǘ ƭŜŀǎǘ ŦƻǳǊ ƻŦ ǘƘŜ мо ǇŜǊƛƻŘǎ ǘƘŀǘ ǿŀǎ ƳƻǊŜ 

than 15 per cent outside of their annual mean.  

When interviewed, participants who reported their income as being unpredictable said that they just 

had to deal with whatever income turned out to be. Overall, most respondents described 

themselves as organised in managing their finances ς sometimes on a daily basis. However, over 

one-half said that their income just covered their outgoings in the previous six months, with nothing 

left over for savings, while a further one-quarter said that their outgoings had exceeded their 

income. The study concluded that the group managed by tailoring spending to match variable 

ƛƴŎƻƳŜǎΣ άƻŦǘŜƴ ǿƛǘƘ ƭƛǘǘƭŜ ƳŀǊƎƛƴ ŦƻǊ ŜǊǊƻǊέΦ39 

                                                           
38

 Centre for Analysis of Social Exclusion, ¢ǊŀŎƪƛƴƎ LƴŎƻƳŜΥ Iƻǿ ǿƻǊƪƛƴƎ ŦŀƳƛƭƛŜǎΩ ƛƴŎƻƳŜǎ ǾŀǊȅ ǘƘǊƻǳƎƘ ǘƘŜ 
year, March 2006 
39

 Ibid. p7 

Benefit- 

dependent

Low 

earners

High

earners

Benefit- 

dependent

Low 

earners

High

earners

Housing (net),² fuel & power 20.7% 15.1% 9.0% 20.0% 14.7% 7.8%

Food & non-alcoholic drinks 15.4% 12.8% 9.2% 14.9% 12.4% 7.9%

Recreation & culture 11.2% 12.6% 12.6% 10.8% 12.3% 10.9%

Transport 8.5% 12.0% 14.4% 8.2% 11.7% 12.4%

Miscellaneous goods & services 7.4% 7.3% 7.8% 7.1% 7.1% 6.7%

Restaurants & hotels 5.9% 7.0% 8.7% 5.7% 6.9% 7.5%

Household goods & services 7.4% 6.9% 6.6% 7.1% 6.7% 5.6%

Clothing & footwear 4.2% 4.6% 4.9% 4.1% 4.5% 4.2%

Communication 3.5% 3.0% 2.4% 3.4% 3.0% 2.0%

Alcoholic drinks, tobacco & narcotics 3.4% 2.8% 2.2% 3.3% 2.8% 1.9%

Health 1.2% 1.4% 1.2% 1.1% 1.3% 1.0%

Education 1.1% 0.7% 1.8% 1.1% 0.7% 1.5%

All expenditure groups 89.8% 86.2% 80.9% 86.6% 84.0% 69.6%

Other expenditure items³ 10.2% 13.8% 19.1% 9.9% 13.5% 16.5%

Total expenditure 100.0% 100.0% 100.0% 96.5% 97.5% 86.1%
Notes: ¹ Based on weighted data and including children's expenditure. 

² Excluding mortgage interest payments, council tax and Northern Ireland rates. 

³ Including mortgage interest payments and council tax.

Income groups defined on basis of income deciles ranked by equivalised disposable income (see Appendix).

Sources: ONS, Family Spending: A report on the 2007 Expenditure and Food Survey, 26 November 2008, Tables 3.2E & 3.3E

ONS, The effects of taxes and benefits on household income, 2006/07, Table 14

As proportion of total expenditure As proportion of disposable household income
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Access to financial advice   

Lƻǿ ŜŀǊƴŜǊǎΩ ŦƛƴŀƴŎƛŀƭ ŀŘǾƛŎŜ ƴŜŜŘǎ ŀǊŜ ǘȅǇƛŎŀƭƭȅ ƴƻǘ ƳŜǘ ōȅ ǘƘŜ ŦƛƴŀƴŎƛŀƭ ǎŜǊǾƛŎŜǎ ƛƴŘǳǎǘǊȅ ǿƘƛŎƘ 

packages up advice with product sales or offers it at commercial rates via independent financial 

advisers. As they are not reliant on benefits, low earners are also unlikely to be catered for by 

services aimed at the poorest and most vulnerable such as Citizens Advice. This lack of accessible 

advice has been exacerbated over the years by the withdrawal of the industry from providing 

community style services as it has sought to improve its competitiveness.    

Previous Foundation research found that 60 per cent of low earners would be interested in having 

access to a national financial advice resource, with 40 per cent saying they would use the resource at 

least once a year.40 

Overall financial health  

The spending and income stability pressures described above, combined with a lack of access to 

financial advice, have pushed many low earners into financial difficulties. Chart 46 shows that 78 per 

cent of low earners can be considered to be in bad financial health, with inadequate levels of 

savings, high debt repayments and budgeting problems: 12 per cent are in an acute position.  

 
Chart 46: Financial health of low earners: GB 2004 
Note: Low earners defined on basis of income and benefit receipt: low earner households and low earner individuals. 

Source: Analysis of the BHPS and FSA baseline survey 

Ownership of financial products  

Chart 47 shows that nearly one-third of low earners have no savings and a further 26 per cent have 

less than £1,500. Chart 48 details ownership of insurance products by income group. It shows that 

low earners are much less likely than high earners to purchase payment protection, income 

                                                           
40

 Resolution Foundation, Closing the advice gap: Providing financial advice to people on low incomes, May 
2006, p11 

Financial health of low earners
Great Britain  2004

Healthy,22%

Has pension and selection of 
other major financial products

Has sensible combination of 
products  

Has more than minimal savings 
for age

Mild, 39%

Has one or more of the following 
symptoms:

Potentially inefficient combination 
of products; 

No pension; 

Minimal savings for age
Chronic, 26% 

As acute, but with £70k equity

No acutecondition, but one or 
more of the following symptoms:

High debt gearing (debt excluding 
mortgage of 70-100% income);  

High mortgage gearing (payment of 
50-70% income); 

Usually runs out of money before 
month end; 

Virtually no savings for age

Acute, 12%

One or more of: Highly stressed on 

debt (debt excluding mortgage >100% 

income);  Highly stressed on mortgage 
payments (>70% income); Drop in 
income (job loss, death or divorce);  
Always runs out of money before end of 
month
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protection, critical illness and life insurance, meaning that they are more exposed to changes in 

circumstances. 

Chart 47: Savings by income group: UK 2006/07  
Note:  Gross household income definition.  

Source: DWP, Family Resources Survey̧ Table 5.12 

 
Chart 48: Ownership of insurance products by  

 income group: GB 2004 
Note: British Household Panel Survey definition: low 

earner households and low earner individuals. 

Sources: Alliance for Health & the Future, Living in the 

Advice Gap: An Investigation into the Resolution 

Foundation's Target Group; 

 Resolution Foundation, Closing the advice gap 

Credit and debt  

Table 15 describes the debt position of British households in Sep/Oct 2008. Based on the 2008 NMG 

Research survey, 63 per cent of low earners reported outstanding secured or unsecured loans and 

mortgages, with a mean value of £31,544. 

Table 15: Debt position of British households by income group: Sep/Oct 2008  

 

Chart 49 details changes in the proportion of respondents saying that unsecured debt repayments 

represented a financial burden to the household. The proportion of low earner borrowers viewing 

their repayments as a burden increased from 47 per cent in 2005 to 51 per cent in 2008. Within this 

30.3%
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12.6%
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25%

17%

19%
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12%

7%

7%
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Life

Critical illness

Income 
protection

Payment 
protection

Ownership of insurance products by 
income group: 

GB 2004

Low earners

High earners

Benefit-

dependent

Low 

earners

High 

earners

All

Secured debt

Proportion with outstanding debts (base = 1,354) 16% 36% 68% 45%

Outstanding debt among all answering question (base = 1,233) £5,020 £17,910 £57,910 £31,240

Outstanding debt among all with secured debt (base = 485) £43,420 £61,330 £89,640 £79,420

Unsecured debt

Proportion with outstanding debts (base = 1,204) 41% 53% 67% 56%

Outstanding debt among all answering question (base = 1,153) £1,430 £1,830 £3,950 £2,640

Outstanding debt among all with unsecured debt (base = 628) £3,590 £3,520 £6,070 £4,850

Total debt

Proportion with outstanding debts (base = 1,356) 46% 63% 83% 67%

Outstanding debt among all answering question (base = 1,103) £6,807 £20,278 £61,528 £34,179

Outstanding debt among all with debt (base = 735) £14,807 £31,544 £75,541 £51,291

Note: Income groups defined on basis of deciles ranked by gross household income (see Appendix).

Source: Bank of England, 2008 NMG Research Survey, Sep/Oct 2008
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ǘǊŜƴŘΣ ǘƘŜ ǇǊƻǇƻǊǘƛƻƴ ŘŜǎŎǊƛōƛƴƎ ǘƘŜ ōǳǊŘŜƴ ŀǎ άƘŜŀǾȅέ Ƙŀǎ ƛƴŎǊŜŀǎŜŘ ŜǾŜƴ ƳƻǊŜ ǎƛƎƴƛŦƛŎŀƴǘƭȅΣ ŦǊƻƳ 

13 per cent in 2006, to 20 per cent in 2008. 

 

Chart 49: Reported financial burden associated with repayment of unsecured loans among low earner 

households: GB 2005-08 
Note: Low earners defined on basis of deciles ranked by gross household income. 

Source: Bank of England, NMG Research Survey, various 

Table 16 ŘŜǎŎǊƛōŜǎ ŎƘŀƴƎŜǎ ƛƴ ǘƘŜ ǇǊƻǇƻǊǘƛƻƴ ƻŦ ƭƻǿ ŜŀǊƴŜǊǎΩ gross monthly incomes accounted for 

by loan repayments. It shows that the proportion of low earners spending more than one-quarter of 

their monthly income on secured debt repayments increased from 5 per cent in 2005 to 16 per cent 

in 2008, while the proportion spending more than one-quarter of their income on unsecured debt 

repayments rose from 2 per cent to 6 per cent over the same period. Taking all debt together, 24 per 

cent of low earner households spent more than one quarter of their monthly income on repayments 

in 2008, up from 12 per cent in 2005. 

Table 16: Distribution of ratio of last monthly debt payment to monthly 

income among low earner households: GB 2005 -08 

 

53% 60%
50% 49%

34% 27%
33% 31%

13% 13% 17% 20%

0%
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40%

60%

80%

100%

Sep 2005 Sep 2006 Sep 2007 Sep/Oct 2008

Reported burden of repayment of unsecured loans 
among low earner households: 

GB 2005-08

Heavy

Some

None

Sep

2005

Sep

2006

Sep

2007

Sep/Oct 

2008

Secured debt
Base 313 275 280 386

0 75% 74% 83% 71%

<0.25 19% 16% 10% 13%

>0.25 5% 10% 7% 16%

Unsecured debt
Base 313 273 248 344

0 65% 55% 55% 49%

<0.25 33% 41% 40% 44%

>0.25 2% 4% 5% 6%

Total debt
Base 313 264 241 327

0 51% 42% 49% 37%

<0.25 37% 42% 37% 40%

>0.25 12% 15% 13% 24%

Note: Low earners defined on basis of deciles ranked by gross household income (see Appendix).

Source: Bank of England, NMG Research Survey, various
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In relation to all bill and debt payments, the 2008 NMG survey found that 4 per cent of low earners 

reported falling behind with some of their loan or bill payments, compared with 2 per cent of high 

earners. Chart 50 shows that, while 96 per cent of low earners reported keeping up with payments, 

мо ǇŜǊ ŎŜƴǘ ŘŜǎŎǊƛōŜŘ ƛǘ ŀǎ ŀ άŎƻƴǎǘŀƴǘ ǎǘǊǳƎƎƭŜέΣ compared with 8 per cent of high earners. Overall, 

52 per cent of low earners reported some problems with bills and credit commitments compared 

with 38 per cent of high earners. 

 

Chart 50: Reported position of household in relation to bills/and or credit commitments: GB 2008 
Notes: Gross income definition of head of household. 

 Base = 1,219. 

Source: Bank of England, NMG Research Survey 2008, Sep/Oct 2008 

Table 17 details the reasons given by respondents for the debt difficulties they faced. Among low 

earners, the main reasons cited were the arrival of unexpected bills, a lack of cash flow and 

overspending.  

Table 17: Reasons for difficulty keeping up with bills and credit commitments by income group: 

GB Sep/Oct 2008 

 

Table 18 shows changes in the ranking of reasons among low earners in the period 2006-08. It shows 

ǘƘŀǘ άǳƴŜȄǇŜŎǘŜŘ ōƛƭƭǎέ Ƙŀǎ ǊƛǎŜƴ ŦǊƻƳ ǘƘŜ fourth most commonly cited reason to the most common, 

48%

35%

13%

2%

2%

62%

29%

8%

1%

1%

0% 20% 40% 60% 80%

Keeping up without 
much difficulty

Keeping up, struggle 
from time to time

Keeping up, 
constant struggle

Falling behind 
on some

Have financial problems, 
fallen behind with many

Reported position of household in relation to bills 
and/or credit commitments: 

GB Sep/Oct 2008

Low earners

High earners

Benefit-

dependent

Low 

earners

High 

earners

All

Unexpected bills 37% 37% 38% 37%

Lack of cash flow 31% 27% 29% 29%

Overspending 7% 17% 14% 13%

Unemployment 17% 8% 4% 9%

Loss of income 8% 7% 8% 8%

Redundancy 1% 5% 0% 2%

Higher than expected interest rates 5% 4% 13% 8%

Illness 7% 4% 2% 4%

Divorce 4% 4% 0% 2%

Credit cards too tempting 1% 4% 1% 2%

School or university tuition fees 0% 2% 3% 2%

Had a child 1% 1% 2% 1%

Debt legacy from being a student 2% 1% 0% 1%

Other specified reason 7% 5% 8% 6%

Note: Base = 570.

Income groups defined on basis of deciles ranked by gross household income (see Appendix).

Source: Bank of England, 2008 NMG Research Survey, Sep/Oct 2008

Proportion menitioning:
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suggesting that cost of living increases (fuel and food costs) had a profound effect on low earners in 

2008. 

Table 18: Reasons for debt problems experienced by low earner households: GB 2006 -08 

 

Table 19 sets out the actions which respondents to the 2008 NMG Research survey said they would 

consider to deal with their debt problems. The selections made by low earners closely resemble the 

choices of benefit-ŘŜǇŜƴŘŜƴǘ ŀƴŘ ƘƛƎƘ ŜŀǊƴŜǊ ǇŀǊǘƛŎƛǇŀƴǘǎΣ ǿƛǘƘ άŎǳǘōŀŎƪǎέ ōŜƛƴƎ ǘƘŜ Ƴƻǎǘ ǇƻǇǳƭŀǊ 

option in each instance.  

Table 19: Actions considered by those reporting having had difficulty repaying debts, b y income 

group: GB Sep/Oct 2008 

 

The NMG survey also highlighted the extent to which British households are suffering from credit 

constraint. Table 20 shows that around one-quarter of low earners were facing perceived or actual 

credit constraint in Sep/Ocǘ нллуΥ но ǇŜǊ ŎŜƴǘ ƘŀŘ ōŜŜƴ Ǉǳǘ ƻŦŦ ǎǇŜƴŘƛƴƎ ōŜŎŀǳǎŜ ǘƘŜȅ ŘƛŘƴΩǘ ǘƘƛƴƪ 

they would be able to access credit when they needed it and 7 per cent stated that they wanted to 

borrow more but found it too expensive or difficult. 

Proportion Ranking Proportion Ranking Proportion Ranking

Unexpected bills 13% 4 17% 3 37% 1

Lack of cash flow that has/will be resolved 33% 2 48% 1 27% 2

Overspending 43% 1 35% 2 17% 3

Unemployment 4% 7 10% 4 8% 4

Loss of income 24% 3 5% 7 7% 5

Redundancy 2% 10 2% 12 5% 7

Higher than expected interest rates - - 7% 5 4% 8

Illness 2% 10 7% 5 4% 9

Divorce 6% 5 0% 13 4% 9

Credit cards too tempting 4% 7 3% 9 4% 9

School or university tuition fees 4% 7 0% 13 2% 12

Had a child 2% 10 3% 9 1% 13

Debt legacy from being a student 2% 10 3% 9 1% 14

Other specified reason 6% 5 5% 7 5% 6

Base 54 60 191

Note: Low earners defined on basis of deciles ranked by gross household income (see Appendix).

Source: Bank of England, NMG Research Survey, various

Sep 2006 Sep 2007 Sep/Oct 2008

Benefit-

dependent

Low 

earners

High 

earners

All

Cutbacks 49% 55% 50% 51%

None of these 25% 22% 18% 21%

Other 9% 11% 16% 12%

Borrowing unsecured 1% 3% 7% 4%

Borrowing secured 1% 2% 1% 1%

Sell house 4% 2% 4% 3%

Insolvency 2% 0% 0% 1%

Don't know 9% 6% 4% 6%

Note: Base = 569.

Income groups defined on basis of deciles ranked by gross household income (see Appendix).

Source: Bank of England, 2008 NMG Research Survey, Sep/Oct 2008
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Table 20: Credit constraint repor ted by British households by income group: Sep/Oct 2008  

 

Chart 51 shows how credit constraint among low earner households has changed in the period 2006-

08. The proportion put off spending because of concerns about the availability of credit rose from 17 

per cent in 2006 to 23 per cent in 2008. Over the same period, the proportion saying they would like 

to borrow more but did not because of cost and accessibility issues fell from 13 per cent to 7 per 

cent, perhaps reflecting the shift away from demand for credit as the economy has weakened. The 

overall level of real and perceived credit constraint among low earners increased from 20 per cent in 

2007 to 27 per cent in 2008. 

 

Chart 51: Credit constraint among low earner households: GB 2006-08 
Note: Gross income definition of head of household. 

Source: Bank of England, NMG Research Survey, various 

Pensions 

Chart 52 compares attitudes to, and ownership of, retirement pensions among low earners and high 

earners. It shows that 48 per cent of low earners aged over 40 say they "worry a lot" about not 

having enough income in retirement, compared to 33 per cent of the over-40 population as a whole.  

Chart 52 also shows that low earners are less likely to have access to occupational pension schemes 

than high earners, reflecting the higher numbers of low earners who work in small organisations or 

are self-employed:41 around 60 per cent of working low earners were in jobs with superannuation 

schemes in 2004, compared with 83 per cent of high earners. Even where they are available, low 

earners are less likely to join such schemes: just 53 per cent of those low earners whose employers 

                                                           
41

 See Table 21. 
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24% 23% 16% 20%

6% 7% 5% 6%

27% 27% 19% 23%

Note: Income groups defined on basis of deciles ranked by gross household income (see Appendix).

Source: Bank of England, 2008 NMG Research Survey, Sep/Oct 2008
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offered a scheme in 2004 were members, compared with 81 per cent of high earners. Low earners 

are also less likely to have personal pensions: just 17 per cent reported having a private plan, 

compared with 27 per cent of high earners. 

 
Chart 52: Attit udes to, and ownership of, retirement pensions: GB 2004 

Note: Low earners defined on basis of income and benefit receipt: low earner households and low earner 

individuals. 

Sources: Alliance for Health & the Future, Living in the Advice Gap: An Investigation into the Resolution Foundation's 

Target Group; 

 Resolution Foundation, Closing the advice gap, January 2007 

Chart 53 details the actions that respondents to the 2006 NMG Research survey would take if they 

found that the value of their savings or pensions were lower than they expected. Among low 

earners, the most popular choice was to increase saving/cut spending, followed by downsizing and 

thereby releasing some of the equity in their home. However, this second option was much more 

popular among high earners, reflecting the higher levels of equity they are likely to hold. Low 

earners were more likely to choose to delay retirement than members of either the benefit-

dependent or high earner groups. 

 

Chart 53: Distribution of actions proposed if value of savings/private pension were found to be lower than 

expected: GB 2006 
Note: Base = 309. 

Sources: Bank of England, 2006 NMG Research Survey, September 2006 
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3ÑÕÅÅÚÅÄ φȡ ÌÏ× ÅÁÒÎÅÒÓȭ ÆÉÎÁÎÃÉÁÌ ÈÅÁÌÔÈ 
 

¶ Low earner households spend nearly all of their disposable income on average. Total weekly 
expenditure among low earners accounts for 97.5 per cent of their total weekly disposable 
income; a higher proportion than experienced by benefit-dependent and high earner 
households.  
 

¶ Low earner households frequently have income that varies throughout the year, requiring 
them to tailor their spending. This unpredictability is likely to grow during the recession, 
meaning that low earners will be under increasing pressure to micro-manage their finances.  
 

¶ Despite living at the edge of their means and often on a short term basis, low earners have 
little access to financial advice. As a result, 78 per cent of low earners were in bad financial 
health before the start of the recession, with inadequate levels of savings, high debt 
payments and budgeting problems: 12 per cent were in an acute position. 
 

¶ Low earners have lower savings than high earners on average, with nearly one-third having 
no reported savings at all. They are also less likely than high earners to own life, critical 
illness and income protection insurance products. They therefore lack the safety net 
available to high earners and are more exposed to potential reduced income during the 
recession. 
 

¶ 63 per cent of low earner households owe money on secured or unsecured loans. The 
average debt held by these households in October 2008 was £31,544. Low earner debt levels 
have increased in recent years: 24 per cent of low earner households reported that their last 
debt payment was equivalent to more than 25 per cent of their monthly income in October 
2008, up from 12 per cent in September 2005. 
 

¶ Low earners have reported increasing problems with credit repayments in recent years: the 
ǇǊƻǇƻǊǘƛƻƴ ƻŦ ƘƻǳǎŜƘƻƭŘǎ ŘŜǎŎǊƛōƛƴƎ ǳƴǎŜŎǳǊŜŘ ƭƻŀƴǎ ŀǎ ŀ άƘŜŀǾȅέ ŦƛƴŀƴŎƛŀƭ ōǳǊŘŜƴ 
increased from 13 per cent in 2005 to 20 per cent in 2008. In October 2008, 4 per cent of 
low earner households said they were behind with bill and credit payments, compared with 
2 per cent of high earner households. A further 48 per cent of low earners said they were 
keeping up but struggling with payments, compared with 37 per cent of high earners. 
 

¶ [ƻǿ ŜŀǊƴŜǊǎΩ ƛƴŎǊŜŀǎƛƴƎ ǇǊƻōƭŜƳǎ ǿƛǘƘ ǇŜǊǎƻƴŀƭ ŘŜōǘ ƭŜŀǾŜǎ ǘƘŜƳ ƘƛƎƘƭȅ ǾǳƭƴŜǊŀōƭŜ ǘƻ ǘƘŜ 
possibility of default during the recession, particularly as credit constraint and reduced levels 
of housing equity mean that they will be largely unable to refinance their debts. Faced with 
the threat of unemployment and reduced incomes, low earners with limited savings have 
few options for meeting their credit commitments: 
 

¶ Cutting back consumption ς but low earners spend more of their income on 
essential items such as food and fuel making it difficult to reduce spending without 
damaging their standard of living; 

¶ Cutting back spending on financial products such as savings, insurance and 
protection products ς leaving them still more exposed to future unexpected 
events; 

¶ Opting for bankruptcy, IVA or Debt Relief Order ς this will provide relief from debt 
in the short term but will make it more difficult to access credit in future years; or 
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Employment , skills  and earnings  

Qualifications  

Table 21 details educational qualifications by income group. It shows that half of low earners have 

no qualification beyond GCSE/O level, compared to 30 per cent of high earners. Low earners are 

more likely to have vocational qualifications than members of other income groups. 

Table 21: Highest level of educational qualification by income gr oup: GB Sep/Oct 2008 

 

Economic activity  

Table 22 compares the economic activity of low earners in Great Britain in 2006 with all adults in the 

UK. It shows that 55 per cent of low earners are economically active, compared with 64 per cent 

among the population as a whole. Among low earners, 36 per cent are in paid employment and 16 

per cent are self-employed; among the population as a whole the proportions change to 60 per cent 

and 8 per cent respectively. However, the whole population figures include some double counting 

and may therefore over-represent the differences from the low earner population.  

Low earners are more likely to be classified as economically inactive, primarily because the group 

includes relatively large numbers of students and retired individuals. A large number of the 

economically inactive are still affected by labour market issues because they are likely to be reliant 

on the earned income of other members of the household or family.  

Benefit-

dependent

Low 

earners

High 

earners

All

No formal qualification 45% 25% 8% 23%

GCSE/O-level 18% 25% 22% 22%

A-level 12% 15% 20% 16%

Bachelor 8% 13% 24% 16%

Masters/PhD 2% 3% 9% 5%

Vocation 9% 11% 9% 9%

Other 7% 8% 8% 8%

Still studying 0% 1% 0% 0%

Note: Base = 1,355.

Income groups defined on basis of deciles ranked by gross household income (see Appendix).

Source: Bank of England, 2008 NMG Research Survey, Sep/Oct 2008

¶ Accessing credit from non-mainstream sources ς but these will only be available at 
significantly higher costs. 

 

¶ Low interest rates and stock market losses mean that those with savings are facing lower 
than expected returns and therefore reduced incomes. Confidence in pension products may 
suffer due to poor returns and younger low earners are increasingly likely to move away 
from longer-term savings in favour of more liquid savings, potentially embedding unhealthy 
saving behaviours. Older households are particularly vulnerable to falling equity and asset 
prices and low annuity rates. Low earners will again be most directly affected: benefit-
dependent households will retain some certainty over retirement income because they will 
primarily be reliant on the state pension, while high earners will have larger pots and a more 
diverse selection of products to draw on. 
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In addition to being more likely to be self-employed, low earners are also more likely than high 

earners to work for small- and medium-sized employers (SMEs).42  

Table 22: Economic activity among adults aged 16+: 2006  

 

Industries and occupations  

The Annual Survey of Hours and Earnings records median salaries earned in different industries and 

occupations. Wages and salaries account for around three-quarters of non-ǊŜǘƛǊŜŘ ƭƻǿ ŜŀǊƴŜǊǎΩ ƎǊƻǎǎ 

household incomes.43 Therefore, our low earner definition of £11,650-£27,150 gross household 

income is equivalent to total household wages and salaries of £8,750-£20,350. Given that low earner 

households can comprise multiple wage earners, all individuals earning salaries below £20,350 are 

potentially members of the group, depending on their household composition. 

In 2008, median gross annual pay (full-time and part-time) received in the UK across all 

manufacturing industries was £24,343. The median in service industries was £19,727. Chart 54 

provides a more detailed breakdown. It shows that more than half of those employed in the hotels 

and restaurants, wholesale and retail trade, repair of motor vehicles and household goods, 

agriculture, hunting and fishing, health and social work, other community, social and personal service 

activities and education industries received salaries below the low earner upper threshold of 

£20,350. Some of these individuals may actually form part of the high earners group when their 

aggregate household income is calculated. However, the relatively low levels of pay in these 

industries suggest that low earners are likely to be generally over-represented within them. 
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 Alliance for Health & the Future, Living in the Advice Gap: An Investigation into the Resolution Foundation's 
Target Group 
43

 ONS, The effects of taxes and benefits on household income, 2006/07, 25 June 2008, Table 16 (Appendix 1) 

Number (000s) Proportion³ Number (000s) Proportion

Economically active 30,800 64% 8,300 55%

Employed 29,100 60% 5,400 36%

Self-employed 3,800 8% 2,400 16%

Unemployed 1,700 4% 500 3%

Economically inactive 17,600 36% 6,800 45%

Full-time education 1,800 4% 1,500 10%

Family care 2,300 5% 800 5%

Long-term sick/disabled 2,100 4% 200 1%

Other 1,100 2% 0 0%

Retired 10,400 21% 4,400 29%
Notes: ¹ UK, Oct-Dec 2006.

² GB, 2006.

³ Individuals can be both employed and self-employed.

Sources: Resolution Foundation, Closing the advice gap

ONS, Labour market statistics: first release, February 2009

All aged 16+¹ Low earners aged 16+²

Low earners defined on basis of income and benefit receipt. Includes both low earner households and low 

earner individuals (see Appendix).
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Chart 54: Median gross annual pay for employee jobs by industry: UK 2008 
Note: ¹ Employees on adult rates who have been in the same job for more than a year. 

Source: ONS, 2008 Annual Survey of Hours and Earnings, Table 4.7a  

Table 23 shows the approximate number and proportion of employee jobs within each industry in 

2008 which attracted gross annual salaries below the low earner upper earnings threshold of 

£20,350. For example, in the hotels and restaurants industry, between 80 per cent and 90 per cent 

of jobs (equivalent to between 501,000 and 563,000 posts) paid below £20,350 in total over the 

course of the year.  

The table shows that the total number of jobs with salaries below the low earner threshold is in the 

range 8.9 million to 10.9 million. This is significantly higher than the figure of 5.4 million employed 

low earners set out in Table 22, reflecting the fact that around half of these relatively low paid 

workers will live within high earner households because of the income of others within the home. 

For each industry, the chart reproduces the year-on-year change in company insolvency figures 

presented in Table 1. It shows that the worst affected industries at the end of 2008 were largely 

those with higher proportions of higher earners, such as financial intermediation and mining & 

quarrying. However, sizeable increases in insolvencies were recorded in several of the industries 

with potentially large numbers of low earners. For example, there was a 39 per cent year-on-year 

increase in wholesale and retail company insolvencies and an 82 per cent increase in real estate 

company insolvencies, an industry that could employ up to 1.25 million low earners.  
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Table 23: Number and proportion of employee jobs attracting below representative low earner 

threshold salary and year -on-year change in company insolvencies, by industry: 2008  

 

The effect on low earners is probably under-represented because the data in Chart 54 & Table 23 

only considers salaries and wages of employees on adult rates who have been in the same job for 

more than a year. It is therefore likely to overstate the median earnings achieved in some industries 

with large numbers of relatively low paid self-employed workers. For example, around one in five 

self-employed individuals work in construction.44 Given the high proportion of low earners classed as 

self-employed, they are likely to be represented more highly in this industry than the above data 

suggest.   

Moreover, it is likely that the effects of the recession will hit the service industries where low 

earners predominate harder as time passes and continued consumer spending restraint takes its toll 

on high street profits. 

Chart 55 details median gross annual pay in 2008 by occupation. There are ten occupation categories 

with recorded medians below the £20,350 low earner threshold: sales occupations; elementary 

administration and service occupations; caring personal service occupations; customer service 

occupations; leisure and other personal service occupations; secretarial and related occupations; 

textiles, printing and other skilled trades; administrative occupations; skilled agricultural trades; and 

elementary trades, plant and storage related occupations. 

                                                           
44

 ONS, Self-employment: by gender and industry, 1991 and 2000: Social Trends Dataset: 
http://www.statistics.gov.uk/statbase/ssdataset.asp?vlnk=3476&More=Y  

Industry Year-on-year change 

in company 

insolvencies
Eng & Wales Q3/Q4 

2008Wholesale & retail; repair of motor vehicles & personal & household goods 2,001 - 2,155 60% - 70%

Education 1,949 - 2,126 50% - 60%

Health & social work 1,382 - 1,508 50% - 60%

Manufacturing 910 - 1,040 30% - 40%

Real estate, renting & business activities 999 - 1,249 40% - 50%

Hotels & restaurants 532 - 563 80% - 90%

Transport, storage & communication 354 - 472 30% - 40%

Other community, social & personal service activities 430 - 469 50% - 60%

Public administration & defence 406 - 464 30% - 40%

Financial intermediation 323 - 369 30% - 40%

Construction 308 - 352 30% - 40%

Agriculture, hunting & forestry 72 - 78 60% - 70%

Electricity, gas & water supply 31 - 34 20% - 25%

Mining & quarrying 6 - 9 10% - 20% +167%

Note: ¹ Employees on adult rates who have been in the same job for more than a year.

Source: ONS, 2008 Annual Survey of Hours and Earnings, Table 4.7a

Insolvency Service, Insolvencies in the fourth quarter 2008, Tables 1a & 1b

Number of employees 

with salaries below 

£20,350 
UK 2008 (000s)

Proportion of employees 

with salaries below 

£20,350
UK 2008

:

+39%

+30%

+28%

+83%

+39%

+33%

+82%

+47%

+31%

+104%

+17%

+56%

http://www.statistics.gov.uk/statbase/ssdataset.asp?vlnk=3476&More=Y
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Chart 55: Median gross annual pay for employee jobs by occupation: UK 2008 
Note: ¹ Employees on adult rates who have been in the same job for more than a year. 

Source: ONS, 2008 Annual Survey of Hours and Earnings, Table 2.7a  

Table 24 compares the approximate number and proportion of employee jobs within each 

occupation which attracted gross annual salaries in 2008 below the low earner upper earnings 

threshold of £20,350 with year-on-year increases in the number of JSA claimants describing each 

ƻŎŎǳǇŀǘƛƻƴ ŀǎ ǘƘŜƛǊ Ψǳǎǳŀƭ ƻŎŎǳǇŀǘƛƻƴΩΦ  
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Table 24: Number and proportion of employee jobs attracting below representative low earners 

threshold salary and year -on-year change in JSA applicants by usual occupation of 

claimant: UK 2008  

 

It shows that job losses have so far been most pronounced within higher skilled and higher paid 

ƻŎŎǳǇŀǘƛƻƴǎΣ ƭŜŀŘƛƴƎ ǘƻ ǎƻƳŜ ǘŀƭƪ ƻŦ ǘƘƛǎ ōŜƛƴƎ ŀ άǿƘƛǘŜ ŎƻƭƭŀǊ ǊŜŎŜǎǎƛƻƴέΦ IƻǿŜǾŜǊΣ ŀ ƴǳƳōŜǊ ƻŦ ǘƘŜ 

occupations with potentially large numbers of low earners experienced large year-on-year increases 

in JSA claimants. For example, the number of JSA claimants recording administrative occupations as 

their usual occupation increased by 74 per cent and the number recording secretarial and related 

occupations rose by 99 per cent. In addition, it is probable that the number of JSA claimants 

ǊŜŎƻǊŘƛƴƎ ƭƻǿŜǊ ǇŀȅƛƴƎ Ƨƻōǎ ŀǎ ǘƘŜƛǊ Ψǳǎǳŀƭ ƻŎŎǳǇŀǘƛƻƴΩ ƛǎ ŘŜŦƭŀǘŜŘ ǎƻƳŜǿƘŀǘ ōȅ ǘƘŜ ƴǳƳōŜǊǎ ƻŦ 

migrants who have left the country following job loss rather than claiming unemployment benefit in 

the UK. 

At the same time, while the 148 per cent increase in the number of claimants recording corporate 

manager as their usual occupation is likely to have a significant impact on high earners who 

predominate it is also likely to have affected up to 0.6 million low earners working in this profession. 

Again, it is likely that job losses in typical low earner occupations will increase as prolonged 

reductions in discretionary consumer spending hits the service industries. ¢ƘŜ /.LΩǎ ƭŀǘŜǎǘ ǎŜǊǾƛŎŜ 

sector survey identified sharp falls in business volumes and profitability in the three months to 

February 2009 and expectations of further declines. The survey also included a record proportion of 

firms saying that lack of demand would restrict business in the next 12 months.45  

Lower skilleŘ ǿƻǊƪŜǊǎΩ ƻǇǇƻǊǘǳƴƛǘƛŜǎ ŀǊŜ ŀƭǎƻ ƭƛƪŜƭȅ ǘƻ ōŜ ǎǉǳŜŜȊŜŘ ōȅ unemployed skilled workers 

taking jobs at lower salaries as a way of returning to the labour market. The Social Market 

                                                           
45

 /.L tǊŜǎǎ wŜƭŜŀǎŜΣ ά{ŜǊǾƛŎŜ ǎŜŎǘƻǊ ǊŜŎŜǎǎƛƻƴ ǿƻǊǎŜƴƛƴƎέΣ нс CŜōǊǳŀǊȅ нллф  

Occupation Year-on-year change in 

number of JSA applicants

UK Feb 2009

Administrative occupations 1,220 - 1,423 65% - 70%

Caring personal service occupations 1,236 - 1,373 95% - 100%

Elementary administration and service occupations 1,196 - 1,346 85% - 90%

Sales occupations 1,061 - 1,179 95% - 100%

Elementary trades, plant and storage related occupations 453 - 529 65% - 70%

Secretarial and related occupations 421 - 449 78% - 80%

Corporate managers 280 - 560 15% - 20%

Process, plant and machine operatives 319 - 399 45% - 50%

Health and social welfare associate professionals 304 - 405 35% - 40%

Business and public service associate professionals 262 - 314 28% - 30%

Teaching and research professionals 251 - 314 23% - 25%

Transport and mobile machine drivers and operatives 245 - 306 45% - 50%

Leisure and other personal service occupations 237 - 253 78% - 80%

Customer service occupations 230 - 258 85% - 90%

Textiles, printing and other skilled trades 218 - 233 73% - 75%

Skilled metal and electronic trades 176 - 221 23% - 25%

Managers and proprietors in agriculture and services 134 - 179 35% - 40%

Skilled construction and building trades 101 - 135 35% - 40%

Science and technology associate professionals 112 - 135 28% - 30%

Culture, media and sports occupations 93 - 117 45% - 50%

Business and public service professionals 58 - 115 15% - 20%

Skilled agricultural trades 74 - 79 78% - 80%

Protective service occupations 35 - 70 15% - 20%

Science and technology professionals 0 - 45 5% - 10%

Health professionals 17 - 33 15% - 20% +39%

Note: ¹ Employees on adult rates who have been in the same job for more than a year.

Sources: ONS, 2008 Annual Survey of Hours and Earnings, Table 2.7a 
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Foundation (SMF) has shown that the median time out of work among JSA applicants has fallen to its 

lowest level ever (eight weeks), suggesting that this recession is already producing a polarisation 

between the fast-moving majority of unemployed people who are out of work for a few weeks and a 

numerically large minority who become long-term unemployed and therefore are in danger of losing 

touch with the labour market altogether.46 

Table 25 details the 25 parliamentary constituencies and local authorities for which data is available 

that recorded the lowest median annual gross salaries in 2008. These areas are not necessarily those 

with the largest concentrations of low earners: as discussed above, the median salary figures exclude 

retired and non-working individuals and relate to individual incomes rather than household. In 

addition, the figures do not provide any indication of the division between low earner and benefit-

dependent residents; they simple provide an indication of the levels of pay available to those in 

work. The distribution of areas is therefore not necessarily in line with the regional distribution set 

out in Chart 30. By highlighting the location of relative low pay, however, the data do suggest a 

selection of areas where low earner issues are likely to be most prominent.  

Table 25: Areas with lowest median annual gross  salary among working residents: UK 2008  

 

Barriers to labour market progress  

A recent ippr study noted that low-paid workers47 experience difficulties with both job retention and 

career progression. On retention, just 74 per cent of employees who were low-paid in 2000 were in 
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 SMF, Newsletter, Jan/Feb 2009 
47

 Earning less than 60 per cent of median full-time earnings and more than £3 per hour. 

Rank Parliamentary 

constituency

Median annual 

gross salary 

(£)

Local 

authority

Mediand annual 

gross salary 

(£)

1 Redcar 14,173 Berwick-upon-Tweed 14,441

2 South Thanet 14,650 Gwynedd 14,870

3 Montgomeryshire 14,710 Restormel 15,778

4 Wolverhampton South East 14,783 Thanet 15,846

5 North Cornwall 14,872 Middlesbrough UA 15,874

6 Middlesbrough 15,043 South Tyneside 15,930

7 Bradford West 15,323 Moray 16,133

8 Caernarfon 15,469 North Devon 16,142

9 Vale of Clwyd 15,585 Torridge 16,142

10 South Shields 15,615 Powys 16,359

11 Hereford 15,819 Torbay UA 16,430

12 Torbay 15,835 Denbighshire / Sir Ddinbych 16,547

13 Leicester East 15,959 Redcar and Cleveland UA 16,615

14 Manchester, Blackley 15,980 Kerrier 16,666

15 Blackburn 16,009 Blaenau Gwent 16,693

16 Liverpool, Walton 16,070 Hyndburn 16,730

17 North Devon 16,123 Newport 16,795

18 Moray 16,133 Herefordshire, County of UA 16,928

19 St. Ives 16,193 Wyre 16,936

20 Tyne Bridge 16,206 North Norfolk 17,011

21 Carlisle 16,288 South Shropshire 17,040

22 Sheffield, Brightside 16,418 Shrewsbury and Atcham 17,088

23 Newport East 16,444 Cornwall and Isles of Scilly 17,094

24 Glasgow North East 16,492 Scarborough 17,106

25 Rotherham 16,545 Kingston upon Hull UA 17,128
Note:

Source: ONS, 2008 Annual Survey of Hours and Earnings, Tables 10.7a

FIgures based on all part-time and full-time adult rates paid to those who have been in the same job for more than a year. Figures 

exclude self-employed earnings.
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employment in 2005, compared with 83 per cent of higher earners. Workers recorded as low-paid in 

2000 were twice as likely as higher earners to be unemployed and three times as likely to be 

economically inactive in 2005. On progression, over half of low-paid workers experienced no 

significant improvement in income from 2002 to 2005: moves out of low pay were found to be 

particularly infrequent among workers who start out in skilled trades, customer service, semi-skilled 

manual occupations and in entry-level jobs.48 

The report cited findings from previous studies that showed that low pay was little better than 

unemployment in helping people move into higher paid work, even where other factors such as age, 

ƎŜƴŘŜǊ ŀƴŘ ǉǳŀƭƛŦƛŎŀǘƛƻƴ ǿŜǊŜ ŘƛǎŎƻǳƴǘŜŘΦ 9ȄǇƭŀƴŀǘƛƻƴǎ ŦƻǊ ǘƘƛǎ ŜŦŦŜŎǘ ƛƴŎƭǳŘŜŘ ǘƘŜ ΨǎƛƎƴŀƭΩ ƭƻǿ Ǉŀȅ 

experience sends to prospective employers and the detrimental effect low pay may have on 

ǿƻǊƪŜǊǎΩ ƳƻǘƛǾŀǘƛƻƴ ŀƴŘ ǎŜƭŦ-confidence.49 Lack of training opportunities is another potential cause. 

Low earners in general have fewer opportunities to train in work than higher earners. Chart 56 

shows that, where training is offered, it is more likely to be given to higher skilled and better paid 

workers than to low earners and to workers in larger organisations. 

 
Chart 56: Skills training provided by employers: UK 2007  

Source: Learning & Skills Council, National Employer Skills Survey 2007 

A National Consumer Council (NCC) qualitative study of a sub-set of low earners50 in January and 

February 2008 identified a number of labour market concerns and barriers to progression.51 Almost 

all participants in the review felt their jobs were insecure. This was a particular problem in areas with 

a weak local job market or an abundance of cheap labour because respondents said they were 

restricted in their ability to travel or relocate for work by their lack of resources. Members of the 

focus groups also said that they typically worked long hours, with some doing so because they were 

pressured to take shifts by their employers. They also had little access to flexible working 

opportunities and had difficulties booking annual leave at short notice. The NCC concluded that the 
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 ippr, Nice Work If You Can Get It: achieving a sustainable solution to low pay and in-work poverty, January 
2009, Tables 2.2 & 2.3 
49

 Ibid. pp25-26 
50

 Low-income workers (single people earning between £10,000 and £18,500; couples earning under £29,000 
with neither of them earning above £18,500 individually) not living with dependent children and or claiming 
welfare benefits including tax credits. 
51

 NCC, more snakes than ladders? an insight into the lives of the forgotten working poor, July 2008 
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group was exposed because of a lack of information and understanding about employment rights, 

variations in those rights and differences in enforcement.  

Some of the younger low earners involved in the study said that they wanted to change occupation 

in order to secure better working hours and improved prospects but they found their lack of 

experience to be a barrier. Financial realities meant that these individuals could not consider 

retraining in their spare time, particularly because of the irregular and limited nature of their time 

off.  

3ÑÕÅÅÚÅÄ χȡ ÌÏ× ÅÁÒÎÅÒÓȭ ÅØÐÅÒÉÅÎÃÅ ÏÆ ÅÍÐÌÏÙÍÅÎÔȟ ÓËÉÌÌÓ ÁÎÄ ÅÁÒÎÉÎÇÓ 
 

¶ Low earners are in a more vulnerable position in relation to softening of the labour market 
than either benefit-dependent households ς who are less likely to be reliant on earned 
income ς or high earner households ς who are more likely to have savings and insurance to 
act as a safety net.  

 

¶ Within each industry, low earners may be at greater risk of experiencing job loss or 
restricted working hours than high earners because of their lower levels of skills, their lower 
levels of job security and their higher concentration in vulnerable small- and medium-sized 
enterprises (SMEs). Low earner workers are also likely to be more exposed than high earners 
because of the higher proportion who are self-employed 
 

¶ The downturn in activity has affected most sectors of the economy. Due to the origins of the 
crisis however, the hardest hit sectors in the latter part of 2008 were the higher paying 
finance, construction and manufacturing industries. Despite having relatively high average 
salaries however, it is likely that these industries still account for a large number of low 
earners. This is likely to be particularly true of the construction industry where a sizeable 
number of self-employed low earners are likely to be working.  
 

¶ Low earners are likely to be particularly highly concentrated in service industries such as 
retail, health, hotels and restaurants. While not yet as adversely affected by the recession as 
the industries listed above, the service sector has experienced large increases in both 
company insolvencies and job losses in recent months. Moreover, the nature of the 
downturn could result in the high street experiencing a longer period of decline than other 
sectors of the economy. /ǊŜŘƛǘ ŎƻƴǎǘǊŀƛƴǘ ŀƴŘ  ƘƻǳǎŜƘƻƭŘǎΩ ŘŜǎƛǊŜ ǘƻ ǊŜŘǳŎŜ ǘƘŜƛǊ ŘŜōǘ-
income ratios is likely to ensure that UK consumer spending remains depressed for some 
time. By contrast, the fall in the value of sterling has made UK exports cheaper, meaning 
that the manufacturing industry is well placed to benefit from future growth in global 
demand. 
 

¶ Low earners whose jobs are under threat are likely to find it more difficult than high earners 
to find alternative employment because of their lower starting level of skills and 
qualifications and their reduced access to on- and off-the-job training.  
 

¶ Low earners are also disadvantaged by time constraints: they frequently work long and 
unsocial hours, particularly if they are currently self-employed. 
 

¶ In-work overheads, such as travelling, relocation and clothing and equipment costs, 
represent a further barrier. Similarly, job-search costs associated with taking time off work 
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Housing  

Lack of access to homeownership  

Table 26 details housing tenure by income group in 2006-07. It shows around two-thirds of low 

earner households own their home outright, reflecting the over-representation in the group of older 

households who are likely to have joined the market prior to rapid house price inflation. The relative 

difficulty younger low earner households face in joining today's housing market is reflected in the 

fact that just 21 per cent are buying a home with a mortgage compared with 58 per cent of high 

earners. Chart 57 compares home ownership rates among low earners in 2002-03 and 2006-07. It 

shows that the proportion of low earner households buying a house with a mortgage has declined 

over the period.  

Table 26: Housing tenur e by income group: UK 200 6-07 

 

Benefit-

dependent

Low 

earners

High 

earners

All 

households

Owners 50% 58% 84% 69%

Owned outright 43% 37% 25% 33%

Buying with a mortgage 8% 21% 58% 36%

Social rented sector tenants 39% 30% 7% 21%

Rented from council 24% 17% 4% 12%

Rented from housing association 15% 13% 3% 8%

Rented privately 11% 12% 9% 11%

Rented privately, unfurnished 8% 9% 7% 8%

Rented privately, furnished 3% 3% 2% 3%

All households 100% 100% 100% 100%

Note: Income groups defined on basis of deciles ranked by gross household income (see Appendix).

Source: DWP, Family Resources Survey 2006-07, Table 3.11

for interviews and application processes can discourage or prevent low earners from 
switching job.  
 

¶ Where unemployment occurs, low earners are less likely than high earners to receive 
sizeable redundancy payments to help soften their fall in income and less likely to be able to 
make a swift return to employment. Their opportunities are likely to be squeezed by 
unemployed skilled workers taking jobs at lower salaries as a way of returning to the labour 
market. 
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Chart 57: Home ownership rates among low earner households: UK 2002-03 & 2006-2007  
Note: Gross household income definition. 

Source: DWP, Family Resources Survey̧ 2002-03 & 2006-07, Table 3.11 

Non-home-owning low earners are often on the edge of affordability and can have greater difficulty 

obtaining mortgages than high earners do. This is partly because they are more likely to be self-

employed, partly because they are less able to save for a deposit and partly because their parents 

are less likely to be in a position to provide financial help, which up to half of first time buyers aged 

under 30 are estimated to obtain.52  

Table 4 above detailed the growth in the median price of all UK homes relative to median incomes, 

while Chart 13 showed the increase in average UK ǇǊƛŎŜǎ ǊŜƭŀǘƛǾŜ ǘƻ ŀǾŜǊŀƎŜ ōƻǊǊƻǿŜǊǎΩ ƛƴŎƻƳŜǎΦ 

Chart 58 compares changes in affordability for each of the three income groups. The indices show 

changes in first time buyer house prices relative to changes in average gross household income, 

meaning that growth in the indices indicates reduced affordability. The chart shows that, while 

houses have become less affordable for all households in the period since 1977, the effect has been 

greatest on the low earner and benefit-dependent groups. The ratio of average first time buyer 

house price to average gross income grew by a multiple of 2.4 among low earners in the period 

1977-2007. By contrast, the ratio among high earners grew by a multiple of just 1.8. 

Restricted mortgage availability associated with the credit crunch means that, despite large house 

price falls, non-home-owning low earners remain unable to get on the property ladder.  
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 CML, news and views, Issue no.21, 4 November 2008: 
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Chart 58: Indices of first time buyer housing affordability by income group: UK 1977-2007  
Sources: ONS, The effects of taxes and benefits on household income, historic data, Table 14; 

 DCLG, Live Table 505 

Shared equity home ownership schemes, designed to improve access to affordable housing, appear 

to have been of only limited help to low earners during the housing boom. Chart 59 shows that the 

median incomes of purchasers of different types of low cost home ownership (LCHO) properties in 

2004/05 were typically higher than the national median household income, meaning that the 

properties were most frequently purchased by members of the high earner group. Only right-to-buy 

schemes appeared to be predominantly accessed by low earners. 

 
Chart 59: Median gross income of households accessing LCHO schemes: England 2004/05 
Source: DCLG, Who are the Low Cost Home Ownership (LCHO) purchasers and what is the demand for LCHO? December 

2006 

Around 22 per cent of private renters are estimated to be able to afford homeownership without 

assistance. An additional 7 per cent would be able to afford a home with a 25 per cent equity loan.53 

However, this 7 per cent fall within the income band £26,000 to £36,400: above the national median 

income and therefore part of the high earner group. 
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Sustainability of home ownership  

Low earners who have secured mortgages are more likely than higher earners to face sustainability 

problems, with repayments typically representing a higher proportion of their income. Average 

weekly mortgage payments by low earners with mortgages are equivalent to between 27 per cent 

and 40 per cent of average low earner disposable household income. This compares with average 

mortgage payments among high earning mortgage holders equivalent to between 19 per cent and 

28 per cent of average high earner disposable household income.54 

Table 27 shows the distribution of levels of mortgage loan-to-value (LTV) reported by those 

respondents to the 2008 NMG Research Survey who had an outstanding mortgage in Sep/Oct 2008. 

It shows that a higher proportion of low earner mortgagors than either benefit-dependent or high 

earner homeowners have loans worth more than 75 per cent of the value of their home. In addition, 

3.6 per cent of low earner mortgagors were facing negative equity, compared with 2.6 per cent of 

benefit-dependent mortgagors and 2.4 per cent of high earners. 

Table 27: Distribution of loan -to-value among those with mortgages by income 

group: GB Sep/Oct 2008 

 

Chart 60 shows the difference in LTV rates among low earners recorded in the 2007 and 2008 NMG 

surveys. Compared to the 2007 survey, more low earner mortgagors had high LTVs (>75 per cent) in 

2008. Bank of England estimates suggest that further falls in house prices in 2009 could push the 

total number of households with negative equity to around 10 per cent of all mortgagors.55  

Negative equity is only a problem if the property needs to be sold. However, households in or close 

to the position are more likely to reduce consumption and less likely to move. Low earners are 

therefore likely to suffer from geographical immobility which could reduce their employment 

prospects.  
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 Analysis of average mortgage payments and average disposable income by decile group in ONS, Family 
Spending: A report on the 2007 Expenditure and Food Survey, 26 November 2008, Table 2.10; and ONS, The 
effects of taxes and benefits on household income, 2006/07, Table 14. 
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 Bank of England, Financial Stability Report, October 2008, Issue No. 24, Chart 2.3 

Benefit-

dependent

Low 

earners

High 

earners

All

0%-25% 47.4% 30.6% 29.3% 31.0%

25%-50% 26.3% 32.4% 32.9% 32.3%

50%-75% 13.2% 19.8% 23.6% 21.9%

75%-100% 10.5% 13.5% 11.8% 12.1%

>100% (negative equity) 2.6% 3.6% 2.4% 2.7%

Note: Base = 480.

Income groups defined on basis of deciles ranked by gross household income (see Appendix).

Source: Bank of England, 2008 NMG Research Survey, Sep/Oct 2008
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Chart 60: Distribution of loan-to-value rates among low earner mortgagors: GB Sep 2007 & Sep/Oct 2008 
Note: 2007 base = 47; 2008 base = 111. 

Source: Bank of England, NMG Research, various 

The credit crunch exacerbated the problems faced by low earners because of the associated 

increased cost of mortgage interest payments. Table 28 shows that 68 per cent of low earners 

whose fixed rate mortgage came to an end in the 12 months to Sep/Oct 2008 faced higher costs at 

renewal and that 69 per cent of those with continuing fixed rate deals expected to face increased 

costs in the future. Of those low earner mortgagors with variable rate deals, 90.6 per cent 

experienced some increase in repayment costs in the past year.  

The rapid fall in the official Bank Rate from 4.0 per cent in October to 0.5 per cent in March is likely 

to have reversed some of the escalation in mortgage costs, as detailed in Chart 10. 

Table 28: Change in monthly mortgage repayments by income group: GB Sep/Oct 2008  
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2007 (base =47)

2008 (base = 111)

Benefit-

dependent

Low 

earners

High 

earners

All

Decreased by more than £100 12.5% 9.1% 5.2% 6.8%

Decreased up to £100 25.0% 4.5% 5.2% 6.8%

More or less the same 37.5% 18.2% 20.7% 21.6%

Increased up to £100 12.5% 50.0% 39.7% 39.8%

Increased by more than £100 12.5% 18.2% 29.3% 25.0%

No increase 0.0% 2.4% 3.0% 2.6%

<£50 50.0% 28.6% 44.8% 41.6%

£50-£99 7.1% 21.4% 17.9% 17.9%

>£100 42.9% 47.6% 34.3% 37.9%

No increase 8.7% 9.4% 4.1% 5.8%

<£50 82.6% 70.3% 77.9% 76.4%

£50-£99 0.0% 3.1% 8.1% 6.2%

>£100 8.7% 17.2% 9.9% 11.6%

Note: Income groups defined on basis of deciles ranked by gross household income (see Appendix).

Source: Bank of England, 2008 NMG Research Survey, Sep/Oct 2008

Distribution of change in monthly mortgage repayments among those who have fallen off a fixed rate in past 12 

months (base = 88)

Distribution of expected change in monthly mortgage repayments at the end of existing fixed rate among those 

who did not fall off a fixed rate in past 12 monts (base = 190)

Distribution of increases in monthly mortgage repaymentsin past 12 months among those without a fixed rate 

(base = 259)
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Lack of access to social housing 

Social housing numbers have declined in recent years. The number of social renting households in 

Great Britain fell from 6.6 million (32 per cent of all households) in 1981 to 4.7 million (19 per cent) 

in 2007. This is partly due to council home sales since the 1980s. Increasingly, however, low earners 

are unable to access social housing because of lack of supply: Chart 61 shows that council waiting 

lists in England rose from 1.0 million in 2001 to 1.8 million in 2008. 

 
Chart 61: Social rental stock and LA waiting lists: England & Great Britain 1997-2008 
Note: ¹Low earners defined on basis of income and benefit receipt. Includes both low earner households and low earner 

individuals (see Appendix). 

Sources: DCLG, Live Tables 115, 116 & 600; ONS, Family Spending: A report on the 2007 Expenditure and Food Survey, 

November 2008, Table 2.5; Alliance for Health and the Future, Living in the Advice Gap: An investigation into the 

wŜǎƻƭǳǘƛƻƴ CƻǳƴŘŀǘƛƻƴΩǎ ¢ŀǊƎŜǘ DǊƻǳǇ 

Too rich to be given priority for social housing and too poor to buy their own home, a large number 

of low earners face limited options. Many join the private rental market. Table 26 showed that 12 

per cent of low earners rent privately, compared with 11 per cent of benefit-dependent households 

and 9 per cent of high earners. Analysis of the 2008 NMG Research Survey suggests that the 

differential is higher, with 17 per cent of low earner households living in privately rented 

accommodation, compared with 12 per cent of benefit-dependent households and 8 per cent of 

high earner ones. 

Challenges for private renters  

Private renters often lack the same levels of protection afforded homeowners and social renters. 

They face the prospect of being made homeless because their landlord is unable to meet his or her 

mortgage repayments, despite their own prompt payment of rent. In addition, they can have little or 

no say over how well their home is maintained, who carries out repairs, the standards they work to 

and the times at which they come into the home.  

As measured by the English House Condition Survey, ΨdŜŎŜƴǘ ƘƻƳŜǎΩ must meet four criteria: a 

statutory minimum standard for housing; a reasonable state of repair; reasonably modern facilities 

and services; and providing a reasonable degree of thermal comfort. Chart 62 shows that 45 per cent 

ƻŦ ǇǊƛǾŀǘŜƭȅ ǊŜƴǘŜŘ ŀŎŎƻƳƳƻŘŀǘƛƻƴ ƛƴ 9ƴƎƭŀƴŘ ǿŀǎ ŎƻƴǎƛŘŜǊŜŘ άƴƻƴ-ŘŜŎŜƴǘέ ƛƴ нллтΣ56 compared 
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 Ψ5ŜŎŜƴǘ ƘƻƳŜǎΩ ƳŜŜǘ ŀƭƭ ƻŦ ǘƘŜ ŦƻƭƭƻǿƛƴƎ ŦƻǳǊ ŎǊƛǘŜǊƛŀΥ ǎǘŀǘǳǘƻǊȅ ƳƛƴƛƳǳƳ ǎǘŀƴŘŀǊŘ ŦƻǊ ƘƻǳǎƛƴƎΤ ǊŜŀǎƻƴŀōƭŜ 
state of repair; reasonably modern facilities and services; and provides a reasonable degree of thermal 
comfort. 
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with 26 per cent of the RSL stock and 33 per cent of the local authority stock. Private tenants also 

face rents that have increased at a faster rate than social rents in the last decade, as detailed in 

Chart 63. 

 

Chart 62: Non-decent homes by tenure: England  

 2007 
Source: DCLG, English House Condition Survey 2007: 

Headline Report, Table 1 

 

Chart 63: Real term indices of mean rents by  

 landlord: England 1995/96-2007/ 08 
Source: DCLG, Live Tables 701, 703 & 731 

Chart 64 shows that private renters tend to move more frequently than other tenure types: in 

2007/08, 525 per 1,000 private renter households moved compared with 123 per 1,000 social 

renters and 76 per 1,000 owners. For younger low earners this may be a temporary ς and welcome ς 

position: as their incomes rise they might expect to join the housing market. Among all private 

renters, 56 per cent expect to buy their own home at some point. However, among the 40 per cent 

who do not expect to buy their own home, just 4 per cent said this was because they preferred the 

flexibility of renting.57  

 
Chart 64: Number of moves per 1,000 households in past year: England 2007/08  
Source: DCLG, Live Tables 812 

For those who do not want to rely on private tenancy, the relative instability can be difficult to 

manage because of the need to fit it around working hours. In addition, frequent moves can have a 

financial cost because of search costs and the need to make contact with basic service providers 

more regularly. 
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 DCLG Housing Statistics Summary, Survey of English Housing Preliminary Report: 2007-08, Tables 16 & 17 
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3ÑÕÅÅÚÅÄ ψȡ ÌÏ× ÅÁÒÎÅÒÓȭ ÅØÐÅÒÉÅÎÃÅ ÏÆ ÈÏÕÓÉÎÇ 
 

¶ Decreased affordability of houses during the property boom has affected those at the 
margins ς low earners ς most. As house prices have risen, low earners have found 
themselves priced out of the market. As a result, the proportion of low earner households 
buying a home has decreased. Low earners have more difficulty than high earners in getting 
a mortgage because they are more likely to be self-employed and less likely to have a large 
deposit. 

 

¶ Low earners have benefitted less from the introduction of low cost home ownership (LCHO) 
schemes than high earners: the median income of those entering into LCHO arrangements 
has been above the national median and therefore above the low earner threshold. 
 

¶ Despite reductions in house prices in recent months, property remains out of reach for many 
non-home-owning low earners, particularly in the current climate of restricted creditΦ .ŀƴƪǎΩ 
high deposit requirements mean that low earners who are unable to save much from their 
income and less likely than high earners to be able to get financial help from their 
parents/family are unable to obtain mortgages.  
 

¶ Low earners who have entered the housing market in recent years are in a vulnerable 
position following the bursting of the housing bubble. In order to get on the housing ladder 
they were likely to have stretched themselves considerably and taken out mortgages with a 
high loan-to-value (LTV). As at October 2008, they were more likely than high earners and 
benefit-dependent households to be in a position of negative equity. Subsequent further 
house price falls are likely to have pushed more people into negative equity, with low 
earners again likely to be worst hit.  
 

¶ While often too poor to access homeownership, low earners have also faced increased 
difficulty in accessing social housing, due to falls in the stock over the past 20 years. Priority 
is given to the most vulnerable and those with the lowest incomes, meaning that many low 
earners are squeezed out. 
 

¶ Falling between homeownership and social housing, a number of low earners have little 
option but to rent privately. Although for some this is likely to be a temporary ς and perhaps 
welcome ς situation, for others it is likely to represent an undesirable outcome. Private 
renters tend to have fewer rights than homeowners and social renters, with privately rented 
ƘƻƳŜǎ ƳǳŎƘ ƳƻǊŜ ƭƛƪŜƭȅ ǘƘŀƴ ƻǘƘŜǊ ǘŜƴǳǊŜǎ ǘƻ ōŜ ŎƻƴǎƛŘŜǊŜŘ άƴƻƴ-ŘŜŎŜƴǘέΦ Rents in the 
private sector rents have also risen at a faster rate than in the social sector. 
 

¶ Low earners who are tenants of buy-to-let properties also face the prospect of being made 
homeless if their landlord is unable to maintain his mortgage payments in the face of the 
collapse of the housing market.  

 

Cost of living  

Fuel costs 

Table 29 details weekly spending by each of the three income groups on household and transport 

fuel. It shows that, in 2007, low earners on average spent a higher proportion of both their total 

weekly expenditure and their total weekly disposable income on fuel than high earners. Low earners 
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spent less on household fuel as a proportion of their total disposable income than benefit-

dependent households, but ƳƻǊŜ ƻƴ ǘǊŀƴǎǇƻǊǘ ŦǳŜƭΦ ¢Ƙƛǎ ƛǎ ƭƛƪŜƭȅ ǘƻ ǊŜŦƭŜŎǘ ƭƻǿ ŜŀǊƴŜǊǎΩ ƎǊŜŀǘŜǊ 

reliance on transport for travel to and from work.  

Table 29: Weekly household expenditure on fuel by income group: UK 2007 ¹ 

 

Rapidly rising fuel costs in 2008 are likely to have increased relative spending above the proportions 

detailed in Table 27 for each of the three income groups, creating particular difficulties for a number 

of households in the benefit-dependent and low earner groups. However, low earner households 

would have been less likely than benefit-dependent households to access the assistance available for 

domestic fuel users. Social tariffs are available to vulnerable customers and those spending more 

than 10 per cent of their income on domestic fuel costs. It is probable that a number of low earner 

households would have found their expenditure approaching but not reaching the 10 per cent limit.  

In addition, low earners are less able than benefit-dependent households to reduce their domestic 

fuel consumption. Grants such as Warm Front and Warm Deal which are designed to help 

households make their homes more energy efficient are primarily available to benefit recipients 

rather than low earners. A recent National Audit Office (NAO) review of Warm Front concluded that: 

Applicŀƴǘǎ ŀǊŜ ŀǎǎŜǎǎŜŘ ƻƴ ŀ ΨŦƛǊǎǘ ŎƻƳŜ ŦƛǊǎǘ ǎŜǊǾŜŘΩ basis, with eligibility based on 

receipt of benefits used as a proxy for those most likely to be in fuel poverty. Analysis of 

the English House Condition Survey 2006 indicates that 57 per cent of vulnerable 

households in fuel poverty do not claim the relevant benefits to qualify for the Scheme. 

Yet nearly 75 per cent of households who would qualify were not necessarily in fuel 

poverty.58 

At the same time, low earners are more likely than benefit-dependent and high earner households 

to live in energy inefficient homes because of their higher concentration in privately rented 

accommodation. Chart 65 details the distribution of the housing stock by energy efficiency rating 

(EER) band, where bands A & B represent the most efficient properties. It shows that around 71 per 

cent of RSL homes were categorised in Bands C & D in 2007, compared with around 39 per cent of 

private rented homes. By contrast, around 7 per cent of RSL properties were rated as Bands F & G, 

compared with around 25 per cent of privately rented homes.  
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 NAO, The Warm Front Scheme, 4 February 2009 

Benefit- 

dependent

Low 

earners

High

earners

Benefit- 

dependent

Low 

earners

High

earners

Household fuel 6.6% 4.7% 3.1% 6.2% 4.4% 2.6%

Transport fuel 2.7% 3.9% 4.2% 2.5% 3.7% 3.5%

Total 9.3% 8.5% 7.3% 8.7% 8.1% 6.2%
Notes: ¹ Based on weighted data and including children's expenditure. 

Income groups defined on basis of deciles ranked by equivalised disposable income (see Appendix).

Sources: ONS, Family Spending: A report on the 2007 Expenditure and Food Survey, 26 November 2008, Table A8

ONS, The effects of taxes and benefits on household income, 2006/07, Table 14

As proportion of total expenditure As proportion of disposable household income
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Chart 65: Energy Efficiency Rating band by tenure: England 2007 
Source: DCLG, English House Condition Survey 2007: Headline Report, Table 9 

Food costs 

Table 13 showed that food and non-alcoholic drinks expenditure accounted for around 12.8 per cent 

of total low earner household expenditure and around 12.4 per cent of their disposable income. 

These proportions compare with 9.0 per cent and 7.8 per cent for high earners, meaning that low 

earners were more acutely affected by the food price increases experienced in 2008. 

Chart 66 provides more detailed analysis of price changes in 2008. In the year to December 2008, 

average earnings increased by 3.2 per cent while food prices rose by 11.5 per cent. Year-on-year 

increases in the prices of nearly all foodstuffs outstripped earnings, with the prices of staples such as 

meat, bread & cereals and milk, cheese & eggs rising at even faster rates. Low earners spent 

significantly more of their disposable income on these items in 2007 than high earners did. 

 

Chart 66: Annual change in prices/earnings and proportion of weekly income spent on food: UK 2007 & 2008 
Note: Income groups defined on basis of deciles ranked by gross household income. 

Sources: ONS Time Series; 

 ONS, Family Spending: A report on the 2007 Expenditure and Food Survey, 26 November 2008, Table A8 

 ONS, The effects of taxes and benefits on household income, 2006/07, Table 14 
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Experience of inflation  

While the CPI increased during 2008 because of the rising costs of food and fuel, the effects were 

partially offset by reductions in the costs of many white goods. Chart 67 presents a re-weighting of 

the CPI to take account of the proportion of expenditure spent on different products across income 

groups.  

In the period from 1988, low earner and high earner groups experienced broadly similar levels of 

inflation, with low earners facing slightly higher prices between 1990 and 1998 and high earners 

facing slightly higher prices between 1998 and 2006. However, low earners have subsequently faced 

significantly higher levels of inflation, particularly from the latter half of 2008. 

 
Chart 67: Difference between low earner-weighted and high earner-weighted price indices: UK 1998-2009 
Note: Low and high earner CPI weights based on proportion of total expenditure spent on CPI components in 2007. 

 Income groups defined on basis of deciles ranked by gross household income definition. 

Sources: ONS Time Series; 

  ONS, Family Spending: A report on the 2007 Expenditure and Food Survey, 26 November 2008, Table A8 

  ONS, The effects of taxes and benefits on household income, 2006/07, Table 14 
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Squeezed 5: cost of living pressures faced by low earners 
 

¶ Price increases in basic goods such as food and fuel in 2008 resulted in households with 
lower incomes ς including low earners ς experiencing higher cost of living pressures than 
high earners.  
 

¶ Low earners have little spare capacity to meet increasing costs and are therefore more likely 
than high earners to be forced to cut back their consumption. To the extent that low earners 
have dipped into their savings to finance unchanged consumption, they have left themselves 
more exposed to the consequences of falling income during the recession.  
 

¶ Low earners are particularly vulnerable to increases in the costs of fuel because, despite 
spending a higher proportion of their income than high earners on household fuel and a 
higher proportion than both high earners and benefit-dependent households on transport 
fuel, they are likely to be on the cusp of social tariffs. 
 

¶ Low earners will continue to be disadvantaged by higher fuel prices while they remain 
ineligible for energy efficiency schemes such as Warm Front and while they remain more 
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NHS and long-term care charges  

NHS charges 

The NHS charges for a number of services in England, including prescriptions and dental treatment. 

Exemptions based on age, income and condition mean that around half of the population are 

exempt from prescription charges and around one-quarter are exempt from dental charges. 

Many low earners do not qualify for assistance, while people on high incomes who meet age and 

condition criteria do. In 2007, 64 per cent of the prescription items dispensed in the community 

were exempt from charge on the basis of age, 7 per cent were exempt on the basis of condition and 

10 per cent on the basis of income-related benefit receipt. The NHS Low Income Scheme provides 

some help for people not exempt from charges on the basis of income-related benefit receipt, but 

the capital threshold is low and the application process is lengthy and complicated: just 1 per cent of 

dispensed items were free on this basis in 2007.59 The House of Commons Health Select Committee 

stated in 2006 that: "Those most affected by charges are working adults on incomes just above the 

level of Income Support".60 

Chart 68 shows that, while the prescription charge has remained stable in real terms since 1995, it 

has increased as a proportion of the cost of each item dispensed to non-exempt patients, meaning 

that reductions in net ingredient costs are not being passed onto non-exempt patients. 
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 NHS Information Centre, Prescriptions Dispensed in the Community, 31 July 2008, Table 4 
60

 Health Select Committee, NHS Charges, 18 July 2006 

heavily concentrated in energy inefficient private rental properties. 
 

¶ While food prices have recently fallen from their peak, the price of oil remains above its 
long-run trend. It is expected to remain relatively high due to increased demand associated 
with the industrialisation of emerging economies such as China. Increased incomes among 
the citizens of these countries could also produce further future increases in food costs.  
 

¶ Permanently higher fuel costs and potential future spikes in food prices mean that low 
earners are likely to continue to face higher than reported inflation and face more acute cost 
of living pressures than high earners. This could create particular problems at a time when 
rising unemployment and a low and potentially negative official CPI rate restrict growth in 
average earnings, diminish the value of savings and increase the burden of debt. 
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Chart 68: Prescription charges and costs for non-exempt patients: England 1979-2008 
Sources: Royal Pharmaceutical Society of Great Britain; 

 NHS Information Centre, Prescriptions Dispensed in the Community; 

 DH, Prescriptions dispensed by pharmacy and appliance contractors England 1979-1989 

According to figures from Citizens Advice, 0.8 million people in England and Scotland failed to collect 

a prescription in 2007 because of the cost involved.61 Citizens Advice also found that around 7.4 

million people did not visit an NHS dentist in the 19 months from April 2006 due to difficulties 

finding one. Of these, around 4.7 million attended a private dentist instead and 2.7 million received 

no treatment.62  

¢ƘŜ .ǊƛǘƛǎƘ aŜŘƛŎŀƭ !ǎǎƻŎƛŀǘƛƻƴ ό.a!ύ Ƙŀǎ ŎŀƭƭŜŘ ŦƻǊ ŀ άƳŀƧƻǊ ǊŜǾƛŜǿ ŀƴŘ ƻǾŜǊƘŀǳƭέ ƻŦ the current 

prescription charges and exemption categories system, which ƛǘ Ƙŀǎ ŘŜǎŎǊƛōŜŘ ŀǎ άoutdated, 

iniquitous and detrimental to the health of many patientsέΦ63 

Access to long-term care  

Older people in England assessed by their local authority as needing a care home placement are 

means-tested to determine who pays. The means test consists of a capital element and an income 

element. Individuals with qualifying capital above the upper threshold of £22,250 receive no 

financial support. Those with less than £13,500 capital are assessed on the basis of their income 

only. Those with capital valued between the two thresholds are assessed on the basis of their 

income and their "tariff (capital-related) income". The current rate of the Personal Expenses 

Allowance (PEA) is £21.15 per week; any income, including tariff income, above the PEA goes 

towards the cost of the care home accommodation. 

                                                           
61

 Citizens Advice press release, "Prescription costs are barrier to health says Citizens Advice", 27 February 
2008 
62

 Citizens Advice press release, "Millions have difficulties accessing an NHS Dentist ", 16 January 2008 
63

 BMA, Department of Health Review: Prescription charges for those with long-term conditions: British Medical 
Association response, 5 March 2009 
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Chart 69: Capital limits used in means test for residential care: England 2008/09 

In 2002, 72 per cent of low earners aged over 60 had wealth greater than the higher capital 

threshold. Around 71 per cent of these were married or living as a couple and therefore would have 

their home disregarded from the means test if they needed care. As a result, at least 21 per cent of 

low earners would be required to self-fund their long-term care needs.64 

In reality, this proportion is likely to be higher because local authorities only undertake a means test 

for those individuals assessed as having needs that meet their eligibility criteria, meaning that 

funding is increasingly restricted to those with the most acute needs. In addition, the proportion 

with capital in excess of the upper threshold is expected to rise as baby boomer homeowners reach 

retirement. 

Low earners hold more of their wealth in the form of property than members of the high earner and 

benefit-dependent groups. Chart 70 shows that, on average, low earners have three times as much 

wealth stored in property as they do in liquid assets: among high earners the ratio is 2:1. As such, 

low earners needing long term care are more likely to have to sell their homes. Falling prices and 

inactivity in the housing market is likely to make this more difficult. 

                                                           
64

 Resolution Foundation, Lost: Low earners and the elderly care market, February 2008, p13 

£13,500

£22,250

Capital limits used in means test for residential care:
England 2008/09

Those with capital (savings, investments, propertyincluding own 

home) over an upper  limit have to meet the full cost of their care. 
This exlcudes the registered nursing care payment for nursing 
placements

Those with capital below£13,500 are assessed solely on income: 
their capital is disregarded

Those with capital between £13,500 and £22,250 willbe assessed as 
having a "tariff income": for every £250 (or part thereof) of capital 
above the lower threshold, the individual is assumed to have an extra 
£1 of income
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Chart 70: Distribution of average wealth by income group: Great Britain 2002 
Note: BHPS definition. 

Source: Resolution Foundation, Lost: low earners and the elderly care market, February 2008, p13 

3ÑÕÅÅÚÅÄ ϊȡ  ÌÏ× ÅÁÒÎÅÒÓȭ ÅØÐÅÒÉÅÎÃÅ ÏÆ the NHS and long-term care  
 

¶ Low earners are squeezed by aspects of the NHS charging system: they are less able than 
high earners to pay for private treatment but less likely than benefit-dependent individuals 
to get assistance with NHS costs. 
 

¶ Older low earners also often find themselves in a difficult position when faced with the 
means testing criteria of the current long-term care system. They are frequently income-
poor and asset-rich ς too rich to be eligible for state subsidised care. The assets they own 
tend to be illiquid however: low earners hold disproportionally more of their wealth in 
housing assets than other income groups. These low-income, low-liquid wealth homeowners 
are therefore faced with a limited number of choices:  

¶ Sell their home and downsize, using the remaining capital to purchase domiciliary 
care;  

¶ Sell their home and move into residential care (perhaps prematurely);  

¶ Resort to (rather than choose) informal care; or 

¶ Go without care.   
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Public policy and  low earners  

Policy since 1997  
A number of policies introduced by the Government in the period since 1997 have had particular 

relevance for low earners. 

Investment in public services  

As discussed in the previous section, low earners have experienced increases in the value of their 

benefits in kind receipts in the period since 1997. These increases reflect significant increases in 

government expenditure on public services, particularly health. Chart 71 details public spending as a 

proportion of GDP.  

²ƘŜƴ ǘƘŜ [ŀōƻǳǊ ƎƻǾŜǊƴƳŜƴǘ ŎŀƳŜ ǘƻ ƻŦŦƛŎŜ ƛƴ мффтΣ ƛǘ ǊŜǘŀƛƴŜŘ ǘƘŜ /ƻƴǎŜǊǾŀǘƛǾŜǎΩ ǎǇŜƴŘƛƴƎ Ǉƭŀƴǎ 

for its first two years of power. Public spending declined from 40.8 per cent of GDP in 1996/97 to 

37.1 per cent in 1999/00. Public spending subsequently grew faster than the economy, peaking at 

41.4 per cent of GDP in 2005-06. It is projected to increase still further in 2009-10 and 2010-11 in 

response to the recession, before declining in subsequent years. Health spending has increased over 

the period more rapidly than overall public expenditure, with particular benefit for lower income 

households. 

 

Chart 71: Public spending as a proportion of GDP: UK 1996-97-2013-14 
Sources: HMT, Public Finances Databank, Table B2; 

Health Select Committee, Public Expenditure on Health and Personal Social Services 2008 Memorandum received 

from the Department of Health containing Replies to a Written Questionnaire from the Committee, 13 November 

2008, Table 2 

Minimum wage  

The National Minimum Wage (NMW) was first introduced in April 1999, at £3.60 per hour for those 

aged 22 and over and £3.00 for 18-21 year olds, with the Government estimating that 1.2 million low 

paid workers would benefit. Workers aged 16-17 were initially exempt from the NMW. However, 

following recommendations from the Low Pay Commission (LPC) a development rate of £3.00 per 

hour was introduced in October 2004.  

Table 30 summarises NMW levels since its introduction. It shows that NMW up-ratings have 

generally outstripped average earnings growth, meaning that low earners in the lowest paid jobs 
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