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1.	 Summary
1.1	 Why low-to-middle earners?
The UK’s mixed economy 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, falling in the gap 
between private and public provision. 

Members of this group of largely independent working households with  
low-to-middle incomes – what we call LMEs – are not the most vulnerable 
in society, nor does the Foundation argue that they are the most deserving;  
simply that they face a range of often unique pressures and that all too  
often they have received little attention. Too rich to rely heavily on all the  
support mechanisms of the welfare state, many have found themselves too 
poor to flourish in the market economy. 

These pressures, set against the backdrop of recession, sluggish recovery 
and fiscal tightening, mean that living standards in the group are under  
particular strain in the current context.

1.2 A snapshot of LMEs in 2008-09
In March 2009, we published the first ever audit of LMEs.1 The report 
presented a statistical review of the experiences of people on low-to-middle 
incomes in 2007-08, and concluded that members of the group were: 

++ Squeezed: often too poor to benefit from the full range of opportunities 
	 provided by private markets but too rich to qualify for substantial  
	 state support; 

++ Exposed: living at the edge of their means and therefore vulnerable 
	 to changes in circumstances; and 

++ Overlooked: despite being the focus of some specific attention – such 	
	 as the development of tax credits – the failure to recognise the impact  
	 of policy changes such as the 10p tax withdrawal on LMEs all too often 	
	 undermined their position. 

This annual update considers the position of LMEs in 2008-09 – the latest 
year for which the large-scale survey data we use is available – thereby  
capturing how the position of the group was altered by the start of the  
recession. It also looks forward to the major challenges the group face in the  
year ahead.

For the purposes of analysis we define the LME group by focusing on those 
members of the working-age population in income deciles 2-52 who receive 
less than one-fifth of their gross household income from means-tested  
benefits. 

1. Squeezed: the low earners audit, March 2009	
2. We ‘equivalise’ household income prior to establishing the decile distribution, in order to 
account for the different living standards associated with varying household compositions. As 
such, couples with no children fall into deciles 2-5 if their gross household income (from all 
sources) is between £12,000-£30,000 a year, while couples with two children qualify if their 
income is in the range £17,000-£42,500 and those living alone need an income between 
£8,000 and £20,000. Further details of this process, and why we define the group in this 
way, are contained in Chapter 8.
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LMEs also appear much less likely than higher earners to be saving for  
the long-term. Two-thirds (66 per cent) of LME adults were not contributing  
to a pension in 2008-09, compared with 41 per cent of higher earners. 

Credit, debt and household bills
LME households have a similar debt profile to the population as a whole,  
but there is some evidence that they experience greater difficulties than higher 
earners in maintaining these commitments.

Just under three-quarters (71 per cent) of LME households reported having 
an outstanding debt in late-2009: 38 per cent had a secured debt (primarily 
mortgages) and 59 per cent had an unsecured one. The average size of debt 
was £80,400 among those with a secured loan and £4,640 among those  
with an unsecured one. 

While these debts were manageable for most LMEs, half (49 per cent)  
of those households with unsecured debts said that repayments represented 
something of a burden – with 16 per cent saying that this burden was ‘heavy’. 
In contrast, just 8 per cent of higher earner households with unsecured debts 
spoke of a heavy burden.  

Taking all household bills into consideration, half (52 per cent) of LME  
households said that they struggled to meet their commitments in late-2009, 
compared with 29 per cent of higher earner households. Around 6 per cent  
of LME households said they were behind with some of their bills.

Nearly half (49 per cent) of those households that were struggling said that 
they would deal with their difficulties by cutting back. However, one-quarter 
(24 per cent) said that they had no coping strategy in place.

Those on low-to-middle incomes have typically engaged in mainstream credit 
markets. However, the restricted access experienced by all households since 
the credit crunch risks excluding some members of the group from affordable 
lending. In late-2009, 30 per cent of LME households suffered from perceived 
or actual credit constraint: that is, 25 per cent were put off spending because 
they were concerned they would not be able to get credit and 12 per cent said 
they were not able to borrow because they found it too expensive. A balance 
of 35 per cent of LME households said that they were finding it more difficult 
than in 2008 to borrow to finance spending.

1.5 LMEs and housing
Access to home ownership
In 2008-09, nearly two-thirds of the six million LME households were home 
owners – either outright or with a mortgage. In total:

++ 3.9 million LME households owned their own home;

++ 1.1 million were in private rented properties; and 

++ 1.0 million lived in the social rented sector.

There was, however, significant variation across LME households by age. 
Nearly two-thirds (63 per cent) of those LME households headed by someone 
aged 16-24 were living in the private rented sector, with just 17 per cent being 
home owners. 
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Spending 
On average, LME households spent around 85 per cent of their weekly  
net income in the 2008 calendar year – compared with a figure of 64 per cent 
among higher earner households. 

Of particular note is the proportion of income allocated to commodities that 
are difficult to cut back on: household spending on the four categories  
of housing, fuel, transport and food amounted to 40 per cent of net 
household income among LMEs, compared to just 26 per cent among  
higher earners. 

Spending pressures have resulted in some LMEs going without. For example,  
in 2008-09: 

++ 12 per cent of LME households said they were unable to keep their 	
	 accommodation warm enough, compared with 3 per cent of higher 	
	 earner households; 

++ 40 per cent of LME households said they would like to take a holiday 	
	 away from home once a year for at least one week, but could not  
	 afford it, compared with just 14 per cent of higher earner households; 	
	 and

++ 32 per cent of LME households were unable to afford to replace worn 	
	 out furniture, compared with 10 per cent of higher earner households.

Overall, one-fifth (18 per cent) of LME households were ‘materially deprived’  
in 2008-09.

Cost of living
The spending pressures faced by LMEs have been exacerbated in recent 
years by increases in the cost of living that have been skewed towards the 
lower half of the income distribution. 

Compared to January 2000, the cost of the typical LME basket had increased 
by 18 per cent by January 2009; in contrast, the typical higher earner basket 
increased by 16 per cent. As such, LME purchasing power was around £300 
a year lower than it would have been if the group had been subject to the 
same cumulative level of inflation over this period as higher earners. 

Safety nets 
In general, LMEs are not financially excluded. Just 2 per cent of LME  
households reported having no form of financial account in 2008-09, the same 
proportion as among higher earner households. However, they are less likely 
than higher earners to own certain types of financial products. For example, 
just 11 per cent had stocks and shares in 2008-09, compared with 26 per 
cent of higher earner households. Similarly, just 9 per cent of LME adults had 
some form of investment product in 2008-09, compared with 22 per cent 
of higher earners. 

LMEs are less likely than higher earners to have safety nets of savings and 
insurance to fall back on and are therefore typically more highly exposed.  
Two-thirds (66 per cent) of LME households had less than £1,500 in savings  
in 2008-09, compared with one-third (36 per cent) of higher earners. 

Even when measured in relation to their income levels, LME households  
performed less well: 52 per cent had less than the equivalent of one month’s 
net income in savings, compared with 48 per cent of benefit-reliant  
households and 39 per cent of higher earners.
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Taken together, these pressures mean that earnings are set to fall in real 
terms, with the average LME household due to be £720 worse off by 2012. 
The overall squeeze on living standards will vary from household to household, 
depending on how exposed they are to the third element of the triple crunch:

++ A tax-benefit crunch – driven by withdrawal of various forms of financial 	
	 support for working families, particularly tax credits.

Increases in the income tax personal allowance and the National Insurance 
primary threshold will benefit the average LME household by £340 by 2012, 
offsetting some of the earnings losses set out above. However, cuts in tax 
credits will reduce - and potentially wipe out - any such gains for many LME 
households, with the precise outcome depending on the exact composition 
and income of the household.

For all LME households, the financial impacts of the triple crunch will be  
amplified by:

++ Pressures on access to services – driven by permanent reductions in 	
	 state funding for social goods. 

With budgets under increasing pressure, LMEs’ capacity for savings is likely  
to be further reduced. In this context, the decision not to roll out the  
Savings Gateway and the abolition of the Child Trust Fund appear unfortunate. 
However, the introduction of auto-enrolment should improve pension saving 
among LMEs and the roll out of the National Money Advice Service  
will also be welcome.

Interest rates are projected to grow only gradually in the coming year, with  
the Bank of England of the opinion that inflation will fall in the medium term 
due to the extent of spare capacity in the economy. However, the  
persistence of above-target inflation is likely to lead to calls for monetary  
tightening, especially if the recovery proves stronger than expected. In such  
an environment, LMEs are likely to be particularly disadvantaged because  
of their relatively low levels of savings and relatively large levels of debts.  
In particular, those LMEs who have been able to maintain mortgage  
payments only because of the historic falls in rates, are likely to find it more  
difficult to sustain their position. 

Housing
Ongoing tightness in the credit market is likely to mean that home ownership 
remains beyond most LMEs, even if house prices fall further. Therefore,  
developments in the rented sector will be key.

The 74 per cent cut in the Communities and Local Government capital  
spending budget between 2010-11 and 2014-15 set out in the October  
Spending Review will inevitably have a major impact on the provision  
of affordable housing. Given the shortages already apparent in social housing, 
any further restriction of access is likely to push still more of those with  
low-to-middle incomes into the private rented sector. 

Here too there is a danger of inadequate investment. While the Homes  
and Communities Agency’s attempts to encourage large-scale private  
investment have been met with a positive response, the focus remains  
on the higher end of the market: extending this model to the lower end  
of the market should now be a priority. 

1.8 Conclusions
Compared to their position at the time of the last Audit, it is apparent that 
LMEs are even more squeezed in 2008-09. They are more exposed due  
to deterioration of the economy. In political terms they are less overlooked 
than they were, but this is due to the fact that they have been at the sharp 
edge of the downturn. 

However, an ongoing failure to understand the particular pressures  
experienced by members of the group risks further undermining their  
economic independence in the coming years. LMEs face a potential  
‘triple crunch’: 

++ An earnings crunch – driven by unemployment and cuts in working 	
	 hours in the public sector and by weak labour market recovery  
	 in the private sector; and

++ A cost of living crunch – driven by permanent global pressures 
	 on the cost of essential items such as food and fuel, by the  
	 forthcoming VAT increase, by increases in the costs of public transport, 	
	 by the continued shortage of suitable housing supply and by the likely  
	 introduction of higher user-charges for a number of public services.
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2. 	 Introduction and definitions
There are 11 million low-to-middle earners defined on the basis  
of: age – we focus on working-age households only; income – 
LMEs are in income deciles 2-5; and benefit-receipt – those 
households that receive more than one-fifth of their income 
from means-tested benefits are removed from the group.

At the heart of the Foundation’s mission is the analysis of how the mixed 
economy of private enterprise and state intervention can fail to meet the  
needs of those households that find it difficult to make the most of private  
sector opportunities, while consistently falling on the wrong side of eligibility  
for state support. 

Such households are rarely in crisis; they can more accurately be described 
as being squeezed, exposed and overlooked. Squeezed because they face 
limited options: too poor, for example, to easily access home ownership,  
but not considered priorities for social housing. Exposed because they live  
towards the edge of their means: unable to build up sufficient savings to  
maintain their lifestyles in the face of a drop in income. Overlooked because 
their needs are not adequately understood: considered to be ‘doing fine’,  
despite enjoying a fragile economic independence. 

This group incorporates households with incomes in the range £12,000 
to £30,000, usually in work and with relatively little income sourced from  
the state. We use the term low-to-middle earners or LMEs as shorthand.

Within the overall group, the numbers and types of people that are squeezed 
in different policy areas depend on the nature of the good or service, the cost 
and accessibility of private solutions and the volume and value of available 
state support. 

The Audit provides a snapshot of this group. Original analyses of a number 
of large-scale surveys are supplemented with qualitative research and  
literature reviews to produce a detailed consideration of the condition and  
experiences of LMEs in 2008-09, across the themes of incomes, work,  
budgets and housing. 

By taking this approach, we attempt to present a broad description of some  
of the pressures faced by those who are disadvantaged by the mixed  
economy, without trying to claim that all LMEs are affected by all of the  
issues we raise. In contrast, our major in-year projects look in more detail  
at the particular members of the LME group who are affected by each policy 
circumstance.1

2.1 Navigating the Audit
In this chapter and the next we provide background for the remainder  
of the report. Chapter 2 sets out details of how we define the LME group 
and why we have settled on this approach, and should be of most interest  
to researchers who wish to understand more about our methodology.  
We also present some top level data for 2008-09, in order to paint a clearer  
picture of the profile of the LME group. 

6 Projects to date include LMEs’ access to financial advice and long-term care.
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Chapter 3 provides historical context by exploring how incomes among 
those in the low-to-middle group have changed in relative terms over the  
past 30 years. We look at trends in a range of economic indicators over a 
similar period, with particular attention on the performance of the economy  
in the last two years, before setting the scene for future years by considering 
the likely impact on the UK economy of planned fiscal consolidation.

Building on this background, Chapters 4-6 set out details of LME experiences 
across three themes:

++ Chapter 4 looks at work and skills;

++ Chapter 5 analyses household finances; and

++ Chapter 6 considers housing.

Each of these thematic chapters describes the lives of LMEs against  
the backdrop of economic recession, offering a comparison with outcomes  
in 2007-08 where relevant. 

While the report is therefore largely backward-looking, Chapter 7 sets 
out the range of challenges likely to affect LMEs in the coming years  
and discusses the role policy-makers can play in supporting the group.

Finally, Chapter 8 looks more closely at the technical LME definitions 
associated with the various sources used in the Audit and provides details 
of the qualitative research cited. 

2.2	 Defining LMEs
The analytical definition 
Moving from the conceptual definition of LMEs set out above to one that  
allows statistical analysis is not without its difficulties, and our ultimate  
definition is unavoidably imperfect. In addition, because our statistical  
analysis is based on large-scale survey data,2 we are only able to report 
on the group with a time-lag. We have attempted, however, to adopt  
an approach that ensures that we get as close as possible to capturing  
the experiences of largely independent working households living on  
low-to-middle incomes 

The analysis in the Audit focuses on LME households. We do this in an effort 
to remove the distortions associated with capturing a large number of  
students and non-working members of high income families when adopting  
an individual approach. The cost of this is that, in relation to households in 
which income and expenditure is not equally shared, we are likely to miss 
some individuals who fit the LME profile. However, in making the assumption 
that income is usually shared, we are consistent with the approach used by 
the DWP in its Households Below Average Income study. 

The precise definition of the group varies from source to source but, as far  
as possible, we aim to follow the same three-stage process, whereby we filter 
on the basis of age, income and benefit receipt.  

7. Details in Chapter 8.

7
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We first remove retired households from the overall population. The reduced 
earnings faced by most people at retirement means that many of those  
considered LMEs during their working lives will fall into the benefit-reliant 
group in retirement, while some higher earners will drop into the LME group. 
However, because such households are also likely to face reduced spending 
commitments, the pressures they face should be less intense than those  
experienced by working-age households in corresponding income bands. 
More generally, we remain interested in older households, but our focus  
in this report is on working-age LMEs.

Among the remaining population of working-age households, we equivalise 
gross incomes to weight for differing household sizes and compositions.  
This matters because LMEs are in part defined by the fact that their living 
standards are squeezed and, for any given level of income, a household  
of five adults is likely to achieve a lower standard than a single-person  
household. The equivalisation process takes account of such differences  
by inflating the incomes of smaller households and deflating the incomes  
of larger ones. 

Incomes before housing costs (BHC) are used. While an after housing costs 
(AHC) approach might better capture the living standards of those households 
that pay more for housing than is warranted by the quality of their  
accommodation (some households in London for example), it would also  
understate the living standards of those living in property of a higher quality 
than is suggested by their costs. In addition, the BHC approach is consistent 
with the government’s child poverty target and allows better read across  
of the LME group to other surveys in which housing costs are not captured.

We next rank the working-age households on the basis of their equivalised 
incomes and separate them into ten equally sized deciles (where decile 1 has 
the lowest income). Given that we are concerned with those on low-to-middle 
incomes, we use median income – the boundary between deciles 5 and 6 – 
as the upper threshold of the group. At the lower end we create a threshold  
at the boundary between deciles 1 and 2. We do this in part because it  
represents the approximate level of earnings associated with working full-time 
at the minimum wage, and in part because decile 1 often produces unusual 
results due to the large number of households within it that have temporarily 
low incomes or incomes that come neither from employment nor the state.

Therefore, at this stage, the LME group comprises all of those working-age 
households with equivalised gross incomes in deciles 2-5 of the income  
distribution (£12,000 - £30,000 for a couple with no children). For simplicity, 
we refer to those households with above median incomes as higher earners, 
while those households with the lowest incomes are classified as being  
benefit-reliant. Chart 2.1 shows the relative position of the LME group after 
stage two.

In income 
deciles 2-5...

Household  
income range 

£12,000 - 
£30,000...

Focus on  
working-age 
households...

Chart 2.1: 	 Equivalised gross household income distribution: UK 2008-09
Note:	 Income groups based on first two stages of FRS definitions: see Chapter 8. 
Source: 	 RF analysis of DWP, Family Resources Survey 2008-09

Our third stage filters out all those households that receive more than one-fifth
of their household income from income-related benefits3, moving them to the 
benefit-reliant group. The specification of income-related means those 
in receipt of universal benefits such as Child Benefit are not excluded from  
the group. Tax credit receipts do not count towards a household’s total level  
of income-related benefit because of their definition not as benefits but  
as a negative tax for those on low-to-middle incomes.

Where relevant data sources do not provide sufficient detail to undertake this 
three-stage process, we adopt simpler approaches. In some instances  
we are unable to identify the sources of households’ incomes and therefore 
cannot apply the third filter described above; in others we are unable  
to determine household size and cannot therefore equivalise incomes.  
Each data output in the Audit includes a brief description of the definitions 
underpinning the income group division, and further details are provided  
in Chapter 8.

Households, adults and benefit units
As discussed above, the Audit uses the household as the basis 
of measurement of LMEs. However, in accordance with the level of analysis  
provided in the DWP’s Family Resources Survey, we also present data 
at adult and benefit unit level.

Households are defined as ‘a single person or group of people living 
at the same address who either share one meal a day or share the living  
accommodation’. 

Adults are primarily allocated to income groups based on the status of their 
household. That is, if a household is categorised as LME based on the 
three-stage process set out above, all adults within that house are considered 
to be LMEs. In relation to non-conventional households comprising 
unrelatedsharers however, we allocate adults to one of the three income 
groups on the basis of their place within the individual working-age income  
distribution. An additional filter is introduced, namely that all who described 
themselves as full-time students are removed from the analysis entirely. 

8. Includes Council Tax Benefit, Housing Benefit, Pension Credit, Income Support, Lone  
Parent Benefit Run On, Job Grant, Income Based Job Seekers Allowance, Income  
Related Employment and Support Allowance, Maternity Grant, Funeral Grant, Community 
Care Grant, Return to Work Credit, Work-related activity premium and Child Maintenance 
Bonus	
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Benefit unit is a term that relates to the tighter family definition of ‘a single 
adult or couple living as married and any dependent children’. So, for example,  
a man and wife living with their young children and an elderly parent would  
be one household but two benefit units. As with adults, those benefit units  
living in conventional households are assumed to share income and  
expenditure and are therefore allocated to the same income group as their 
overall household. Similarly, however, those benefit units living in  
non-conventional households are categorised on the basis of a three-stage 
process that centres on a benefit unit income distribution. Throughout  
the report we use the term benefit unit interchangeably with families and  
family units.4

Capturing changes over time
Significant numbers of people move in and out of the three income groups 
we define at different life-stages: young people in particular, many of whom 
are just starting out in their careers, will move out of the LME group as their 
income rises. 

Therefore, while analyses of changes over time are provided in some parts  
of the Audit, in most instances this represents no more than a comparison 
of snapshots of the LME group in different years. Conversely, where  
we consider retrospective data – as in relation to first time buyer trends  
for example – we are focusing our analysis on people who are LMEs today  
but who may have been higher earners or benefit-reliant (and perhaps both)  
during the relevant earlier periods. 

In addition, it should be remembered that LMEs are defined on a relative  
basis. That is, as economic conditions and household incomes change,  
so the boundaries of the LME group move in line. As such, the proportion  
of the population covered by the group should not alter much over time  
on the basis of the first two stages of our process.5

2.3 LMEs in 2008-09 
Population numbers
Table 2.1 shows that the definitions described above captured a total  
of 6.0 million LME households in the UK in 2008-09, representing around  
one-third of the UK working-age total.

The group comprised 11.1 million adults (one-third of the working-age total) 
and 5.3 million children (42 per cent of the total). 

The 8.0 million LME benefit units included 7.6 million working-age units  
and 0.4 million pensioner units – included because they lived in households  
in which the household reference person was under retirement age.

9. The DWP also uses the terms interchangeably in its Households Below Average Income 
publication.
10. However, there is some scope for changes in relation to the third stage if eligibility for, or 
generosity of, income-related benefits are altered.
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Table 2.1: 	 Summary data for households, individuals and benefit 	
		  units by income group: UK 2008-09

 
Social class
As might be expected given their position on low-to-middle incomes, LMEs 
are largely grouped in middle-to-lower social classes. Chart 2.2 shows that,  
in 2008-09, one-third (32 per cent) of heads of lower earner households were 
in class C1, 28 per cent were in C2 and 21 per cent were in D. There were 
very few LMEs in the extremes of A and E.   

Chart 2.2: 	 Social class of household heads by income group: UK 2008-09
Note: 	 Income groups based on FRS definitions: see Chapter 8. 

Source: 	 RF analysis of DWP, Family Resources Survey 2008-09 

One-third of 
households in 

C1 social class...

Updated:

Next update due:

2% 

13% 

32% 

28% 

21% 

4% 

0% 

5% 

10% 

15% 

20% 

25% 

30% 

35% 

40% 

A  B  C1  C2  D  E 

Distribu1on of social class of heads of  

household by income group of household:  
GB Sep/Oct 2009 

Benefit‐reliant  LMEs  Higher earners 

Working‐age households

Total

Without children

With children

Individuals within working‐age households

Total adults

Women

Men

Total children

Benefit units in working‐age households

Total

000s

Benefit‐

reliant

LMEs Higher 

earners 

All 

houesholds

3,300 6,000 9,400 18,800

1,900 3,100 6,500 11,400

1,500 3,000 3,000 7,400

4,700 11,100 18,200 34,000

2,500 5,600 8,700 16,800

2,200 5,400 9,600 17,200

2,600 5,300 4,700 12,700

4,000 8,000 11,800 23,900

Working‐age units

Couple with children

Male single without children

Female single without children

Couple without children

Lone parent

Pensioner units

Pensioner couple

Female pensioner single

Male pensioner single

3,900 7,600 11,300 22,900

600 2,200 2,700 5,500

1,200 1,900 2,800 6,000

800 1,400 1,700 3,900

400 1,300 3,800 5,600

900 800 300 1,900

100 400 500 1,000

100 300 400 800

0 100 100 200

0 0 0 0

Notes: Income groups based on FRS definitions: see Chapter 8

Figure may not sum due to rounding.

Note: RF analysis of DWP, Family Resources Survey 2008‐09

Income groups based on FRS definitions: see Chapter 8

RF analysis of DWP, Family Resources Survey 2008‐09





20 21

Table 2.4: 	 Jobs held by LME adults by industry: UK 2008-09

Table 2.5 sets out the distribution of LME employees in 2008-09 by  
occupation level. Of the 8.3 million LME employees identified, 1.4 million were 
categorised as working in elementary occupations, 1.2 million were in skilled 
trades and 1.0 million were in administrative and secretarial occupations. 

LMEs were over-represented in elementary (54 per cent of all employees 
in this category), sales and customer service (51 per cent) and process, plant 
and machinery (48 per cent) occupations. They were under-represented 
in professional (11 per cent), managers and senior officials (17 per cent) 
and associate professional and technical (21 per cent) occupations. 

Table 2.5: 	 LME employees by occupational category: UK 2008-09

1.4 million in  
elementary 

jobs; 1.2  
million in 

skilled trades; 
and 1 million in 
administrative 
and secretarial 

occupations...

Housing tenure
Table 2.6 details the distribution in 2008-09 of households in each income 
group across tenure types. Of the 6.0 million total LME households, 2.7 million 
were buying a home with a mortgage, 1.2 million owned outright, 1.0 million 
were social rented sector tenants and 1.1 million were in the private rented 
sector. 

Table 2.6:	 Housing tenure among households by income group: 	
		  UK 2008-09

3.9 million 
home owners, 

1.1 million in 
private rented 

sector and  
1 million  
in social  

housing...
000s

Benefit‐

reliant

LMEs Higher 

earners 

All 

houesholds

Owners

Owned with mortgage 

Owned outright 

Social rented sector tenants

Rented from housing association 

Rented from council 

Rented privately

Rented privately ‐ unfurnished 

Rented privately ‐ furnished 

800 3,900 7,900 12,600

400 2,700 5,900 9,000

400 1,200 1,900 3,500

1,700 1,000 300 3,100

800 500 200 1,500

900 500 100 1,500

800 1,100 1,200 3,200

600 800 900 2,300

200 300 400 900

Note: Income groups based on FRS definitions: see Chapter 8.

Source: RF analysis of DWP, Family Resources Survey 2008‐09

Income groups based on FRS definitions: see Chapter 8.

RF analysis of DWP, Family Resources Survey 2008‐09

Retail

Health and social work

Manufacturing

Financial services

Construction

Transport and communications

Education

Accommodation and food services

Public administration, defence  & social security

Arts, entertainment & recreation

Agriculture, forestry & fishing

Energy, water and mining

Professional scientific & technical activities

Other service activities

Total jobs¹

Notes: LMEs based on FRS definitions: see Chapter 8.

¹ Does not include jobs not allocated to one of the industrial categories above.

Source: RF analysis of DWP, Family Resources Survey 2008‐09

1,470

1,030

970

840

830

610

590

520

440

290

190

120

110

250

8,270

LMEs based on FRS definitions: see Chapter 8.

¹ Does not include jobs not allocated to one of the industrial categories above.

RF analysis of DWP, Family Resources Survey 2008‐09

Number 

(000s)

% of all jobs 

in industry

% of all low 

earner jobs

42% 18%

31% 12%

35% 12%

23% 10%

37% 10%

34% 7%

25% 7%

48% 6%

23% 5%

29% 4%

44% 2%

25% 2%

16% 1%

44% 3%

32% 100%

¹ Does not include jobs not allocated to one of the industrial categories above.

Elementary occupations

Skilled trades occupations

Administrative and secretarial occupations

Personal service occupations

Process, plant and machinery operatives

Sales and customer service occupations

Associate professional and technical occupations

Managers and senior officials

Professional occupations

Total employees¹

Notes:

¹ Does not include employees not allocated to one of the occupational categories above.

Source: RF analysis of DWP, Family Resources Survey 2008‐09

LMEs based on FRS definitions: see Chapter 8.

1,370

1,230

1,010

980

910

880

830

690

410

8,300

¹ Does not include employees not allocated to one of the occupational categories above.

RF analysis of DWP, Family Resources Survey 2008‐09

LMEs based on FRS definitions: see Chapter 8.

Number 

(000s)

% of all 

employees 

in occupation

% of all low 

earner 

employees

54% 17%

41% 15%

34% 12%

45% 12%

48% 11%

51% 11%

21% 10%

17% 8%

11% 5%

32% 100%

¹ Does not include employees not allocated to one of the occupational categories above.

LMEs based on FRS definitions: see Chapter 8.
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3.	 Recent economic context
Income inequality has grown in the last 30 years, driven by 	
a shift in rewards from labour to capital and by growing wage 
inequality. Earnings gaps between the top and the bottom and 
between the top and the middle continue to grow, but the gap 
between the middle and the bottom has levelled-off in the last 
decade. Low-to-middle earners have therefore become poorer 
relative to higher earners but incomes within the group have 
become more bunched. 
	
Development of tax credits and investment in public services 	
in the last decade means LMEs have moved from being net 	
contributors to the tax-benefit system to being net gainers. But 
this is likely to be reversed during a period of fiscal tightening.

The recession of 2008-09 has weighed heavily on outcomes for many  
UK households, particularly those with low-to-middle incomes and those  
in insecure jobs. Future economic performance will also have significant  
implications, with the pain of fiscal tightening and the opportunities associated 
with recovery likely to be distributed unevenly across households.  
However, the position of LMEs relative to other members of society has also 
been affected by a number of longer-term trends. 

In this chapter we describe some of those trends, before looking briefly 
at how the conditions and causes of the recent recession compared with  
previous downturns. More detailed considerations of the specific impacts  
of the recession on LMEs are included in Chapters 4-6. Finally we discuss 
the government’s plans for fiscal tightening and the prospects for economic 
recovery. Again, the specific implications of the planned consolidation  
are considered at a later stage – in Chapter 7 of the Audit. 

3.1 Pay, rewards and incomes
Income shares
Table 2.2 showed average incomes across the three income groups  
in 2008-09 and detailed the composition of these averages. The ONS  
release The effects of taxes and benefits on household incomes provides 
similarly detailed data for income deciles over time. It adds two additional  
layers of income: first, it includes a line on indirect taxes paid; secondly,  
it presents an estimate of the income obtained from benefits-in-kind – that  
is, public services consumed. However, given that the ONS acknowledges 
that it is not possible to ‘reasonably allocate’ around half of all government 
spending on the basis of household income, this second detail provides only  
a partial representation of the true picture.

Figure 3.1 details the relationship between each stage of income covered  
in the ONS release. It shows that a household’s final income represents 
its original income plus cash benefits and benefits-in-kind, minus any taxes 
paid and deductions made. Changes in government policy can therefore have  
a significant impact on how final incomes compare to original incomes. 

 

Recession and 
recovery have 

implications 
for LMEs...

But also  
affected by 

more long-term 
trends...

Figure 3.1:	 Composition of income 

The nature of the ONS dataset is such that we are unable to filter households 
on the basis of benefit receipt and must instead define our three groups  
on the basis of age and place in the income distribution only. In the following 
charts and tables, the LME group is therefore taken to include those  
working-age households in income deciles 2-5 (where income is distributed 
on an equivalised disposable basis). 

Table 3.1 uses this measure to detail income compositions across the three  
income groups we define. The differences in approach mean that the figures 
are not directly comparable with those in Table 2.2. On this basis, average 
gross LME household income in 2008/09 was £26,000 and average  
disposable income was £21,700. 
 
Table 3.1: 	 Average household incomes, taxes and benefits 
		  by income group: UK 2008/09

The division of total household income between the three income groups 
has altered over time. Chart 3.1 compares shares of original income in the 
period 1977–2008/09, with shares of final income. 

Over the period, the share of original income going to LME households fell 
from 30 per cent to 22 per cent and the share accounted for by benefit-reliant 
households fell from 3 per cent to 1 per cent, meaning that society would 
have become much less equal over this period without any state action.

Pre-state  
intervention  

incomes have 
become much 

less evenly 
shared over 

time...

Original 

income

Gross 

income

Disposable 

income

Post‐tax 

income

Final 

income

returns from employment, investments, occupational pensions 

and other non‐state sources

+ cash 

benefits

‐ direct 

tax

‐ indirect 

tax

+ benefits‐

in‐kind

income available for spending 

and saving

income from all sources, 

before any deductions

income after all state intervention including value of public 

services consumed

income after all taxes/deductions 

are paid

Benefit‐

reliant

LMEs Higher 

earners

All 

households

Original income 5,400 20,600 58,900 38,200

+ plus cash benefits 5,000 5,400 1,900 3,600

= Gross income 10,400 26,000 60,700 41,800

‐ less direct taxes & employees' NICs 1,200 4,300 14,300 9,000

= Disposable income 9,100 21,700 46,500 32,800

‐ less indirect taxes 3,300 4,400 6,600 5,400

= Post‐tax income 5,800 17,300 39,800 27,400

+ plus benefits in kind 7,700 7,200 4,500 5,900

= Final income 13,500 24,400 44,300 33,300

Note: Income groups based on ONS definition: see Chapter 8.

Source: RF analysis of ONS, The effects of taxes and benefits on household income, 2008/09, Table 16
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The more concentrated distribution of final incomes in each year points  
to the broadly progressive effects of tax and benefits. However, as with  
original income, shares have become less evenly distributed over time.  
The share of final income accounted for by LME households fell from 
34 per cent in 1977 to 29 per cent in 2008/09, while the benefit-reliant  
share dropped from 6 per cent to 4 per cent.11 These findings suggest 
that tax and benefit policies have not been sufficient to overturn the effect  
of growing disparities in original incomes.

Chart 3.1:	 Original and final income shares by income group: UK 1977-2008/09 
Note: 	 Income groups based on ONS definition: see Chapter 8. 
Source: 	 RF analysis of ONS, The effects of taxes and benefits on household incomes, 			
	 2008/09, historical data

Drivers of inequality
Measured in real terms, LME household original incomes increased by just 
under one-third (30 per cent) between 1977 and 2008/09, compared  
to a doubling (104 per cent) among higher earner households. This growing  
inequality appears to have been driven by two factors: a redistribution  
of rewards from labour to capital; and widening wage differentials between  
different types of jobs.

Chart 3.2 shows how the shares of GDP accounted for by labour (employee 
compensation) and capital (profits) changed over the period 1970-2010.  
The labour share increased sharply at the time of the first oil price crisis  
in the mid-1970s, and has also grown during periods of recession – including 
the most recent downturn – because of the falling productivity of labour  
associated with reductions in average hours. 

However, the overall trend has been away from labour in favour of capital.  
The labour share fell from 59 per cent at the start of the period to 54 per  
cent at the end, while the capital share increased from 22 per cent to 27  
per cent. This shift is likely to have fed through into inequality in original  
incomes because profits are much more concentrated in the hands of those  
at the top of end of the income distribution than wages are.

11  Given that the income groups are defined purely on the basis of income deciles, their 
shares of the overall population do not change over time.	

Taxes and  
benefits have 

countered the 
trend, but  

distribution 
has still become 
more unequal...

Driven by shift 
of rewards 

from labour to 
capital...

 
 
Chart 3.2:	 Factor shares of GDP: UK 1970-2010 
Source: 	 ONS time series IHXM, IHXO & IHXP

In relation to wage differentials, consideration of the 90-10 ratio over recent 
decades – that is, the ratio of full-time weekly wages earned by the 90th  
and the 10th percentiles in the earnings distribution – shows that inequality 
has clearly grown since the 1970s, with dramatic increases in the 1980s  
giving way to more gentle growth in the last decade, as evident (for males)  
in Chart 3.3. 

As such, while wages remain more equitably shared than profits,  
the distribution has become less even over time, meaning that the falling  
wage share of GDP has impacted most heavily on those with  
low-to-middle incomes.

Chart 3.3:	 Earnings ratios among full-time males: UK 1970-2010 
Source: 	 ONS, ASHE for period from 1997 and New Earnings Survey for earlier

Interestingly, while the 90-50 ratio (the gap between the top and the middle) 
appears to have grown throughout the period, the 50-10 ratio (the gap  
between the middle and the bottom) has been relatively flat since the  
mid-1990s, with a slight fall in 1999 perhaps being driven by the introduction 
of the National Minimum Wage. This suggests that wage inequality  
in the top half of the earnings distribution is continuing to grow, while inequality  
in the lower half has levelled off, meaning that earnings within the LME  
group have become more bunched while at the same time drifting further 
away from earnings in the higher earner group.   

And by  
growing wage 

inequality...

Gaps between 
top and bottom 

and between 
top and middle 

become more 
stretched...

But gaps  
between  

middle and 
bottom have 

levelled-off...
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3.2 Taxes and benefits

As discussed above, progressive tax and benefit policies have gone some  
way to mitigating the effects of growing inequality in original incomes.  
Chart 3.4 displays the effects of taxes and benefits on differences in LME  
and higher earner incomes in the period 1977-2008/09. It shows that,  
compared to the ratios between the two in 1977, LME final incomes have  
kept pace with higher earner incomes a little better than original incomes 
have. However, the dominance of the growth in inequality in original incomes 
is highlighted by the fact that, even on the final income measure, LMEs  
have become poorer relative to higher earners. 

Chart 3.4: 	 LME to higher earner income ratios: GB 1977-2008/09 
Note: 	 Income groups based on ONS definition: see Chapter 8. 
Source: 	 RF analysis of ONS, The effects of taxes and benefits on household incomes, 2008/09

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. 

Chart 3.5 highlights this finding, with direct taxes in 2008/09 accounting  
for the largest share of gross incomes among the higher earner group,  
and indirect taxes accounting for the largest share among benefit-reliant 
households. The distribution of cash benefits and benefits-in-kind was,  
however, strongly progressive.

 
Chart 3.5: 	 Household tax and benefits by income group: UK 2008/09
Notes: 	 Income groups based on ONS definition: see Chapter 8. 
	 Tax credits included as cash benefits.  
Source: 	 RF analysis of ONS, The effects of taxes and benefits on household 
	 incomes, 2008/09

LMEs have  
become poorer  
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earners in last 
30 years...

The ONS 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 concluded that any improved equalising effect of taxation 
in this period was limited by the large increase in inequality in original income.2

Among LMEs, the tax-benefit balance has improved in recent years, as shown 
in Chart 3.6. The chart compares the value of all benefits received (in cash) 
and consumed (in-kind) by LME households, with the value of all direct and 
indirect taxes paid. Over the period, the balance has tended to improve  
during – and for some time after – periods of economic downturn.  
This is likely to reflect increased unemployment, which reduces the value  
of taxes paid and increases benefit receipts. 

However, the balance also improved for LMEs during the years of sustained 
economic growth years from 2000/01. In part this was driven by the  
development of tax credits. Housing Benefit receipts are also likely to have 
increased in line with rising rents.3  However, as Chart 3.7 shows, the primary 
cause was the substantial growth in public sector spending and associated 
consumption of benefits-in-kind.

While the LME balance has again grown during the most recent recession, 
planned spending cuts and reductions in the generosity of tax credits are  
likely to push this trend into reverse in the coming years. As such, the LME 
balance could head back towards neutrality, or even a negative position.  

Chart 3.6:    Tax-benefit balance among LME households: UK 1977-2008/09
Note: 	 LMEs based on ONS definition: see Chapter 8. 
Source: 	 RF analysis of ONS, The effects of taxes and benefits on household incomes, 2008/09 
 

Chart 3.7: 	 Taxes and benefits among LME households: UK 1977-2008/09
Note: 	 LMEs based on ONS definition: see Chapter 8. 
Source: 	 RF analysis of ONS, The effects of taxes and benefits on household incomes, 2008/09

12  ONS, “The redistribution of household income 1977 to 2006/07”, Economic and Labour 
Market Review, Vol 3 No 1, January 2009
13. Housing Benefit is likely to be a more important source of income for low earners in  
relation to this survey than it is in others because, as discussed, in this instance we are  
unable to remove households in receipt of means-tested benefits from the low earner group.
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3.3	 The 2008-09 recession

Following significant volatility in the 1970s and 1980s, the period from 1992 
to 2007 was characterised in the UK by low interest rates, low inflation and 
steady GDP growth. Similar conditions around the world led some economists 
to argue that a new, more stable, economic era had been established.  
However, the speed with which problems in global credit markets in 2007  
and 2008 spread to real economies around the world, exposed the fact that 
some of the preceding decade’s economic growth had been built on unstable  
foundations. Growth in the UK was particularly fuelled by increased  
household borrowing and a prolonged housing boom. The international  
credit crunch thus helped push the UK into recession in Q2 2008.

These underlying conditions and causes meant that the UK economy  
at the start of the recession differed in a number of ways from earlier periods 
of downturn, with significant implications for subsequent economic  
performance. While other post-war recessions had been preceded  
by inflationary booms, the most recent downturn resembled the financial  
and commodity boom-driven contractions which took place before  
the First World War. Four distinct differences can be observed:

++ Higher household indebtedness: Lending to individuals rose from 
	 25 per cent of GDP at the start of the 1980 recession, to 60 per cent 	
	 at the start of the 1990 recession and 101 per cent of GDP in Q2 2008. 	
	 The stressed position of households appears to have contributed  
	 to a particularly severe consumer retrenchment, potentially  
	 undermining recovery. The apparently necessary rebalancing of the 	
	 economy from 	domestic consumption towards export-driven growth  
	 is also likely to create transition difficulties for many.  

++ Lower interest rates: The official Bank Rate in mid-2008 was 5.3 per 	
	 cent, significantly lower than in 1980 (17.0 per cent) and 1990 (14.8  
	 per cent). While some businesses and households have benefited  
	 from further subsequent reductions in interest rates, the room for  
	 monetary stimulus was limited by the relatively low starting point.  
	 The Bank of England – in common with other central banks – has 		
	 therefore engaged in an unprecedented bout of quantitative easing.  
	 It is not yet clear what impact this action has had, nor how it will  
	 unravel as the economy recovers. The already loose monetary  
	 position also limits options for boosting private sector activity  
	 in response to public sector contraction beyond maintaining the current 	
	 position for longer than might otherwise have been the case. 

++ Lower inflation: Annual RPI inflation stood at 18.4 per cent prior to the 	
	 1980 downturn and at 9.8 per cent at the start of the 1990 recession. 	
	 In contrast, RPI inflation was 4.2 per cent in Q2 2008. Relatively low  
	 inflation has helped to maintain stability in the economy and fears of 	
	 a period of deflation appear to have subsided. However, the relatively 	
	 low level of price increases means that debt levels are not being  
	 eroded at the same rate as in previous downturns, with implications  
	 for households, businesses and government.  

++ The near-collapse of the financial system: The credit crunch exposed 	
	 the fundamental structural weaknesses of many banks’ balance 		
	 sheets. Despite significant government support for the funding position 	
	 of major UK banks, the outlook in mid-2008 was highly uncertain.  
	 While the position is now more stable and regulatory improvements 	
	 have been made, concerns remain that future global problems could 	
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	 again destabilise the entire system. Credit conditions for many  
	 house-holds and businesses in the UK are likely to be tight for some 	
	 time to come, with implications for aggregate demand in the economy.

3.4	 Economic recovery and fiscal consolidation 
Public finances
The nature of the global financial crisis and subsequent recession set out 
above contributed to a significant deterioration in the UK’s public finances  
in 2008-09 and 2009-10. While the decision to combat the depth of the  
recession with a short-term government-led fiscal stimulus ensured that  
government expenditure increased, the primary cause of the jump in the  
annual deficit was the collapse in government revenues associated with  
reduced economic output.

The June Budget and October Spending Review set out the government’s 
plans to meet its fiscal mandate to achieve balance on the cyclically-adjusted 
budget deficit – that is, the annual overspend that would exist even if the 
economy was operating at full capacity – by the end of the rolling, five-year 
forecast period via a combination of tax increases and spending cuts.  
By 2014-15, the government intends to have generated a total discretionary 
consolidation of £110 billion, comprising £29 billion in increased tax revenues 
and £81 billion in spending cuts. 

According to IFS analysis, the cuts represent the tightest overall squeeze  
in public sector spending since World War II, while the departmental cuts  
are the deepest over a four-year period since those in place from April 1975  
to March 1980.4

Economic outlook
Although economic output has grown in each of the last four quarters,  
and at a faster rate than many predicted, economic indicators remain some 
way below pre-crisis trends. 

Economic recovery is likely to be supported by ongoing monetary stimulus, 
growth in global demand and the past depreciation of sterling. However, there 
are a number of countervailing downside risks, producing concerns that the 
rebound will be sluggish at best. 

Most obviously, the fiscal consolidation plans set out above are likely  
to dampen consumer and corporate demand. Consumers will be affected  
because of the purchasing power impact of the planned rise in the  
standard rate of VAT to 20 per cent in January 2011, the employment and  
income effects associated with job cuts and pay freezes in the public sector 
and because of reductions in eligibility for, and generosity of, transfer  
payments. Private sector businesses will be affected by reduced public  
sector demand for their goods and services. 

Another potential headwind for the UK recovery is the uneven pace of global 
recovery, with the country’s main trading partners in the euro area and the  
US growing less quickly than markets elsewhere in the world. In addition,  
tight credit conditions for households and businesses are likely to persist,  
further reducing scope for increases in domestic consumption  
and investment. 

14. IFS, Spending Review 2010: briefing and analysis, 21 October 2010
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Based on the coalition government’s forward 
spending plans at Budget 2010, the OBR produced 
forecasts for a number of key economic indicators.  
Chart 3.8 shows GDP projections and Chart 3.10 
details inflation expectations to 2015. In addition, 
Chart 3.9 sets out Bank of England base rate  
projections in the period to 2013. 

Chart 3.8 shows that GDP growth is forecast to 
strengthen in 2011, peaking at 2.9 per cent in 2013, 
before falling to 2.7 per cent in the final two years  
of the period.

The slight reduction in growth reflects demographic 
changes that are expected to reduce the  
potential labour supply. However, the forecast  
remains above trend.

Chart 3.9 suggests that the base rate will grow 
slowly, in the next few years, approaching  
2½ per cent by the end of the forecast period.

Chart 3.10 shows that inflation is forecast to  
remain above target (2 per cent) throughout 2011 
andmuch of 2012, because of the impending VAT 
rise, oil price pressures associated with global 
economic recovery and increases in import costs 
flowing from previous depreciation of sterling.

The OBR expects the extent of spare capacity  
in the economy and cuts in public spending  
to place downward pressure on inflation in the  
medium-term. CPI inflation is forecast to fall  
below 2 per cent in late-2012, before settling  
at target in the second half of the period.

 
Chart 3.8: 	 GDP: 1977–2015
Note: 	 Projections are central OBR forecast.  
Sources: 	 Outturn: ONS Time Series, IHYR; 
Projection: 	 OBR, Budget forecast, June 2010, Table C2

Chart 3.9: 	 Base rate: 1977–2013
Note: 	 Projections based on forward market interest rates. 
Sources: 	 Outturn: Bank of England; 
Projection: 	 Bank of England, Inflation Report, November 2010, p43

 

Chart 3.10:	 CPI inflation: 1989–2015
Note: 	 Projections are central OBR forecast. 
Sources: 	 Outturn: ONS Time Series, D7G7; 
Projection: 	 OBR, Budget forecast, June 2010, Table C2

These forecasts are based on central case projections. In truth, the unknown 
interaction discussed above between those factors that will support economic 
recovery and those that will hinder it, means that both the OBR and Bank  
of England emphasise high degrees of uncertainty in their projections. 
 
Projections collated from a range of independent sources in the Treasury’s 
most recent Forecasts for the UK economy publication highlight this 
uncertainty, with the highest and lowest estimates of GDP growth in 2011  
differing by 1.8 percentage points, and the gap between extremes on RPI 
inflation varying by 2.2 percentage points.  

Forward-looking business and consumer confidence measures paint  
a similarly mixed picture. Table 3.2 details results from four such surveys  
in the period from October 2007. 

Table 3.2: 	 Business and consumer confidence: UK 2007-2010

A balance of 18 per cent of firms responding to the CBI’s Industrial Trends 
Survey in October 2010 stated that they believed output would increase  
in the next four months. In contrast, the balance of responses to the  
GfK/NOP Consumer Confidence Survey – which measures consumers’ 
expectations of improvement in economic conditions in the next four  
months – remained negative in October 2010. 

The Nationwide balance of households’ expectations of future incomes 
has fluctuated around a neutral position in the second half of 2010, following 
 positive balances throughout the previous 12 months, possibly reflecting 
growing awareness of the implications of the impending fiscal correction. 

The European Commission’s economic sentiment indicator for the UK  
is a composite of corporate and consumer confidence. It reached a low  
point in March 2009 (65.4, compared with an average for 1990-2008 of 100.0). 
While improvement in the indicator has not been linear in 2010, it has  
topped the average for the period 1990-2008 in recent months.
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4.	 Work and skills
Both unemployment and underemployment have increased 
sharply since the start of the recession. Typical low-to-middle 
earner sectors such as manufacturing, construction and retail 
have been worst affected. Within sectors, it is individuals in the 
lower level occupations typical of LMEs that have been most 
likely to suffer. LMEs have experienced larger growth in 	
part-time working in the last year than members of other 	
income groups.

Once out of work, lower-skilled workers have taken longer than 	
higher-skilled ones to bounce back. LMEs have also been more 
exposed than higher earners because of the lower level of 	
redundancy payments received. 

The shape of recovery in the labour market is uncertain, and 
will depend on both the general economic climate and the level 
of spare capacity in firms. Public sector job cuts will act as 	
a direct drag and will hit some regions harder than others. 	
Pay has grown more slowly than prices throughout 2010, and 
is expected to continue to do so until 2013. LMEs are likely to 
once again be the most exposed to these continuing weaknesses.
 
4.1 Labour market conditions in recession and recovery
Trends in unemployment
Chart 4.1 details unemployment in the UK in the period from January 1977. 
It records both a three-month average of the numbers of people considered 
unemployed on the ILO definition and monthly numbers claiming Job Seekers 
Allowance. 

Chart 4.1: 	 Unemployment trends: UK 1977-2010
Source: 	 ONS Labour Market Datasets MGSC & BCJD

 
On the ILO measure, unemployment increased from 1.6 million in the three 
months centred on April 2008, to 2.5 million in the three months centred on 
October 2009. The claimant count increased at a similar rate, doubling from 
0.8 million in April 2008 to 1.6 million in October 2009. 
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Despite such sharp increases, the proportional rise in unemployment was 
smaller than the proportional fall in GDP. Moreover, unemployment has levelled 
out since the end of the recession, rather than continuing to rise as it did  
for several quarters following previous periods of downturn. Thus ILO  
unemployment remained at 2.5 million in the three months centred on  
August 2010 and the claimant count stood at 1.5 million in October 2010.

There are a number of potential explanations for this surprising resilience,  
not least the business support measures (such as the Enterprise Finance 
Guarantee and Working Capital) and active labour market policies (for  
example, the Job Guarantee Fund) introduced by the previous government 
which helped to both contain the number of firms going bust and get those 
losing their jobs back into work. 

However, within the labour market itself, there appear to be three main 
factors at play. First, businesses are likely to have retained staff in  
anticipation of recovery. This is particularly true of the highest skilled members 
of the labour force who are harder and more expensive to hire and lay  
off and who firms are more likely to have invested time and money in.  
The increase in skill levels within the UK economy compared to earlier periods 
of downturn means that this response is likely to have been more common 
this time around. 

Secondly, wages have been more flexible than in previous recessions. 
Having averaged 4.0 per cent in the period 2001-2007, annual increases  
in average weekly earnings averaged 2.2 per cent between the start of the 
recession and August 2010, falling as low as 1.0 per cent at the end of 2009. 

Thirdly, unemployment has been mitigated to some extent by an increase  
in underemployment. ONS analysis of Labour Force Survey statistics shows 
that the number of individuals who wanted to work more hours than are  
currently available to them increased by 594,000 in the year to Q3 2009,  
to stand at 2.8 million. The underemployment rate1  increased by 2.2 
percentage points – from 7.7 per cent to 9.9 per cent – compared with  
an increase of 2.0 percentage points in the unemployment rate.2

Chart 4.2 shows how falling full-time employment since the start of the  
recession has been in part compensated by rising part-time employment,  
but that this has coincided with a sharp increase in the proportion of part-time 
workers who are in this position because they are unable to find full-time work. 

 

Chart 4.2:	 Full-time and part-time employment: UK 2001-2010
Source: 	 ONS Labour Market Datasets YCBE, YCBH, YCDA & YCCC

16. Numbers underemployed measured as a proportion of all in employment.
17. ONS, “Underemployment in the UK labour market”, ELMR, Vol. 4, No. 2, February 2010
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Labour market prospects
Although the economy is now technically out of recession and the labour  
market has shown signs of improvement in recent months, the effect  
of the recession on employment is likely to resonate for some years.  
The International Labour Organisation recently revised its employment market 
predictions for advanced countries and now suggests that labour markets  
will only recover to pre-recession levels by 2015 – instead of their previous 
estimate of 2013.3 

As Chart 4.3 shows, it is an assessment with which the OBR agrees.  
The chart sets out OBR central case forecasts for unemployment and the 
claimant count and presents an expectation of gradual reductions in the 
measures, reflecting subdued growth in the economy.  

Chart 4.3: 	 Unemployment: 2001–2016
Note: 	 Projections represent central OBR forecast. 
Sources: 	 Outturn: ONS Time Series, BCJD & MGSC;					   
Projection: 	 OBR, Labour market forecasts, 19 August 2010
 

The flexibilities that helped to sustain employment at higher than expected 
levels during the downturn could potentially produce a slower rebound during 
recovery. Because firms have retained staff by reducing hours and limiting  
pay increases, they are likely to be in a position to meet a portion of any 
growth in demand by simply increasing hours – and therefore productivity  
per unit of labour. Thus new employment opportunities could be more  
limited than the overall growth in GDP might suggest.

The October Spending Review confirmed that the government expects  
fiscal tightening to reduce public sector job numbers by around 0.5 million,  
representing a clear dampening effect on the labour market. The speed  
with which redundant staff can be re-employed will depend in part on  
demand in the private sector and in part on the ability of individuals to  
transfer their skills to different forms of activity. 

Although it is not yet clear how quickly job losses will occur, nor the extent  
to which natural wastage will take the strain, the Chartered Institute for  
Personnel Development (CIPD) has argued that the overall impact will be  
bigger than reported, with 0.7 million jobs going in the public sector and  
a further 0.9 million being lost from the private sector.4

17. ILO Economic and Labour Market Analysis Department, Global Employment Trends
18. CIPD Press Release, “CIPD estimates 1.6 million extra private sector jobs needed by 
2015-16 simply to offset full impact of Coalition Government’s spending cuts and VAT rise”,  
1 November 2010
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Regional considerations will also be important, with the withdrawal of public 
sector jobs having the potential to exacerbate regional imbalances. Chart 4.4 
shows that the public sector accounts for larger proportions of overall  
employment in Northern Ireland, Wales, Scotland and the North East than  
it does elsewhere in the country. 

Chart 4.4: 	 Public sector employment by region: UK Q2 2010
Note: 	 ¹UK figure includes around 30,000 employees that cannot be allocated to a region. 
Sources: 	 ONS, Public Sector Employment Statistical Bulletin;
	 ONS, Regional Labour Market Summary

However, even before job cuts in the public sector start to bite, it is many 
of these same regions that have the highest levels of unemployment and  
lowest levels of employment in the country. For example, in July 2010,  
Northern Ireland had the lowest employment rate in the UK; 66.4 per cent, 
compared with 70.7 per cent in the South East. Unemployment was highest  
in Yorkshire and the Humber; 9.3 per cent, compared with 5.7 per cent  
in the South West. 

The Centre for Economic and Business Research (CEBR) has forecast that 
these imbalances will result in Wales and the North East experiencing rates  
of unemployment 3 percentage points higher than those in the South East  
and South West of England.5

Outcomes will depend on the extent to which any growth in the private sector 
is concentrated in these areas, as well as the extent to which workers are  
willing and able to relocate. Policies such as the NIC holiday for new  
businesses outside of London, the South East and East of England, and  
increased funds for the Regional Growth Fund are likely to prove helpful,  
but prospects remain highly uncertain.

19. CEBR Press Release, “Unemployment to breach 10% in half of UK regions over next 5 
years”, 31 August 2010
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Pay prospects
The Spending Review also built on the public sector pay freezes introduced  
at the time of the June 2010 Budget, by calling on departments to limit  
redundancies by negotiating reductions in hours and pay. More broadly,  
the slow pace of labour market improvement discussed above is expected  
to feed through into subdued pay increases. 

Chart 4.5 details the OBR’s central case projections for average earnings  
in the period to 2015. It shows that increases are expected to remain  
below-trend during the early part of the period, before returning to pre-crisis 
levels towards the end. Comparison of earnings with RPI inflation shows  
that prices have outstripped earnings by some margin in 2010.  
The OBR’s projections suggest that this situation will continue until 2013, 
putting significant pressure on households’ finances. 

Chart 4.5: 	 Average earnings index and RPI: 2001–2015
Notes: 	 AWE represents whole economy earnings excluding bonuses in Great Britain.  
	 Projections represent central OBR forecast. 
Sources: 	 Outturn: ONS Time Series KA18 & CZBH; 
Projection: 	 OBR, Budget forecast, June 2010, Table C2
 

4.2	 LMEs’ experiences of work and skills 
Economic activity
Table 4.1 compares economic activity among adults in 2008/09 in each 
of the income groups we define. It shows that LMEs (80 per cent) were twice 
as likely to be economically active as members of the benefit-reliant  
(40 per cent) group and only slightly less likely to be economically active  
than higher earners (92 per cent). 

Compared to higher earners (78 per cent), however, LMEs (55 per cent) were 
considerably less likely to be in full-time employment and more likely to be 
unemployed (4 per cent of LMEs, compared with 1 per cent of higher earners). 
LMEs (21 per cent) were much more likely than members of either of the other 
two income groups (11 per cent of benefit-reliant adults and 13 per cent  
of higher earners) to be in part-time employment. 

LMEs (10 per cent) were also marginally more likely than others (7 per cent 
and 8 per cent) to be self-employed. 
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Table 4.1:	 Economic activity among adults by income group:  
		  UK 2008-09

Due to the data collection period for the Family Resources Survey, the full 
impact of the recession on LMEs’ employment cannot yet be gauged.  
However, the data suggests that LMEs were already beginning to feel  
the effects of the downturn in the 2008-09 period. 

Chart 4.6 summarises the changes in economic activity rates between  
the 2007-08 and 2008-09 surveys. The proportion of LMEs who were  
unemployed increased by 1.2 percentage points over the period, compared 
with 0.3 percentage points among higher earners. 

The proportion of LMEs who were working full-time fell by 1.2 percentage 
points, compared to a drop of 0.3 percentage points in the higher earner 
group. However, the proportion of LMEs working part-time increased – 
by 1.1 percentage points – compared to a fall of 0.2 percentage points  
among higher earners. 

Given the finding discussed in Chapter 4.1 about the shift from full-time  
to involuntary part-time work over the course of the recession, it is likely  
that the increase in part-time work in the LME group reflected in part  
a reduction in hours for previously full-time working low and higher earners 
(whose reduced incomes pushed them into the LME group in 2008-09).  
It could also be a product of some previously non-working LME adults  
moving into work as a means of replacing lost incomes from elsewhere  
in the household. 
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Chart 4.6: 	 Changes in economic activity by income group: UK 2007-08 to 2008-09
Note: 	 Income groups based on FRS definitions: see Chapter 8. 
Source: 	 RF analysis of DWP, Family Resources Survey 2008-09 & 2007-08

This second possibility is supported by consideration of the gender split  
in activity. Table 4.2 details activity rates among males and females in each  
of the income groups in 2008-09. In all groups, males were more likely  
to be active than females, more likely to be working full-time and be  
self-employed, but less likely to be working part-time. 

Among LMEs, three-quarters (74 per cent) of men were working full-time, 
compared with just over one-third (37 per cent) of women. In contrast, just 
8 per cent of men were working part-time, compared with 33 per cent  
of women. LME men (6 per cent) were twice as likely as women (3 per cent)  
to be unemployed, though women (28 per cent) were much more likely than 
men (13 per cent) to be inactive. 
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Table 4.2:	 Economic activity among adults by income group and 	
		  sex: UK 2008-09

Chart 4.7 compares changes in male and female activity rates between 
2007-08 and 2008-09 in the LME group with those taking place in the  
population as a whole.

Among men, LME trends appear to be in the same direction, but of a bigger 
magnitude, than those occurring in the overall population. That is, full-time 
employment fell further (-2.9 percentage points, compared with -1.3  
percentage points) and unemployment rose higher (+2.4 percentage points, 
compared with +1.2 percentage points), but part-time working also increased 
by more (+1.8 percentage points, compared with +0.7 percentage points).

Among women, changes among LMEs were similar to those in the population 
as a whole and were much smaller on all counts than those experienced  
by men. Unemployment increased by just 0.1 percentage points, compared  
with 0.4 percentage points among all females. 

Increases in both full-time and part-time employment among LME women  
add weight to the theory that some households responded to the downturn  
by shifting work balances. That is, job losses and cuts in hours experienced 
by many men were partly compensated by increased female working. 
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Chart 4.7:	 Changes in LME economic activity by sex: UK 2007-08 to 2008-09
Note: 	 LMEs based on FRS definitions: see Chapter 8. 
Source: 	 RF analysis of DWP, Family Resources Survey 2008-09 & 2007-08

Table 4.3 highlights significant regional variation in economic activity among 
LMEs in 2008-09: the proportion working full-time was highest in Northern  
Ireland (60 per cent) and lowest in London (50 per cent); the proportion  
working part-time was highest in the South West (26 per cent) and lowest  
in Northern Ireland (15 per cent); and the proportion unemployed was highest 
in the West Midlands (6 per cent) and lowest in the East Midlands (2 per cent). 

It is worth noting that these figures do not necessarily reflect more general 
activity rates in these areas. They may instead simply be products of our 
definition of LMEs. For example, the relatively low level of full-time work among 
LMEs in London may simply reflect the high level of wages there, which mean 
that a higher proportion of those working full-time have salaries above  
the national median and are therefore part of the higher earner group.  
To qualify for LME status, individuals are more likely to need to be working 
part-time than they are in other parts of the country, and couples are more 
likely to need to include one non-working member. The variances highlight  
the situations faced by LMEs in different localities however. 
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Table 4.3: 	 Economic activity among LME adults by Government  
		  Office Region: UK 2008-09 

Charts 4.8 and 4.9 show how LME outcomes varied across regions  
in the period between 2007-08 and 2008-09. Chart 4.8 details changes  
in the proportions of LMEs working full-time and part-time, while Chart 4.9 
sets out the movement in unemployment.

The data suggests that, at this relatively early stage of the downturn, job 
losses among LMEs were most pronounced in the Eastern (the proportion  
of LMEs unemployed increased by 2.8 percentage points), West Midlands 
(+2.3 percentage points) and South West (+1.9 percentage points) regions.  
In contrast, unemployment actually fell among LMEs in Northern Ireland 
(-0.5 percentage points) and the East Midlands (-0.2 percentage points). 

As with the overall employment picture, it is likely LME job losses were  
mitigated to some extent by reduction in hours. Focusing on drops in full-time 
working, the worst hit areas were London (the proportion of LMEs working 
full-time fell by 5.8 percentage points), the West Midlands (-4.0 percentage 
points) and the North West & Merseyside (-3.3 percentage points).
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All  
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All  
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Percentage point changes in adult conomic ac7vity indicators by 

income group and sex: 
UK 2007‐08 to 2008‐09 

 

Economically ac?ve 

Full‐?me work 

Part‐?me work 

Unemployed 

East 

Midlands

Eastern London North 

East

North West & 

Merseyside

Northern 

Ireland

Economically active 83% 80% 74% 75% 79% 78%

Full‐time employee 52% 44% 40% 47% 48% 51%

Full‐time self‐employed 7% 8% 10% 5% 7% 9%

Part‐time employee 21% 19% 16% 18% 18% 14%

Part‐time self‐employed 2% 3% 4% 2% 2% 1%

Unemployed 2% 5% 4% 4% 4% 2%

Economically inactive 17% 20% 26% 25% 21% 22%

Looking after family/home 5% 7% 11% 5% 4% 6%

Permanently sick/disabled 4% 3% 5% 9% 9% 9%

Retired 5% 5% 3% 7% 5% 4%

Full‐time education 0% 0% 2% 1% 0% 0%

Temporarily sick/disabled 0% 0% 1% 0% 0% 0%

Other 3% 4% 4% 3% 2% 3%

Total 100% 100% 100% 100% 100% 100%

Scotland South 

East

South 

West

Wales West 

Midlands

Yorkshire & 

the Humber

All low 

earners

Economically active 82% 80% 83% 80% 80% 80% 80%

Full‐time employee 51% 44% 44% 53% 46% 48% 47%

Full‐time self‐employed 7% 10% 9% 7% 5% 8% 8%

Part‐time employee 19% 18% 23% 16% 21% 17% 19%

Part‐time self‐employed 2% 3% 3% 1% 2% 2% 2%

Unemployed 4% 4% 4% 4% 6% 5% 4%

Economically inactive 18% 20% 17% 20% 20% 20% 20%

Looking after family/home 5% 8% 5% 4% 7% 6% 6%

Permanently sick/disabled 6% 3% 3% 8% 5% 7% 6%

Retired 4% 5% 5% 4% 5% 5% 5%

Full‐time education 1% 1% 1% 0% 0% 0% 1%

Temporarily sick/disabled 0% 0% 0% 1% 1% 0% 0%

Other 2% 3% 2% 2% 2% 2% 3%

Total 100% 100% 100% 100% 100% 100% 100%

Note: LMEs based on FRS definitions: see Chapter 8.

Source: RF analysis of DWP, Family Resources Survey 2008‐09
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Again, consideration of more recent data suggests that LME occupations  
have been worst hit over the longer-term. Table 4.7 sets out the number  
of Job Seekers Allowance claimants in the UK by the ‘usual occupation’ 
reported by claimants in the period from Q1 2008. In Q3 2010, JSA numbers 
were highest in typical LME occupational categories such as elementary 
(421,000 in Q3 2010), sales and customer service (275,000) and skilled trades 
(165,000). 

In September 2010, long-term unemployment was much more prevalent 
among people saying their usual occupation was elementary (176,000) than 
any other category: the next highest was sales and customer service (87,000) 
occupations. Just 14,000 long-term unemployed came from professional 
occupations. 

Table 4.7:	 Number of JSA claimants by ‘usual occupation’  
		  of claimant: UK 2008-2010

Qualifications
There is no definitive hierarchy to the occupational levels set out in Table 4.7: 
while it is clear that elementary occupations are less skilled than professional 
ones, it is not obvious how skilled trades compared with sales and customer 
service occupations. Moreover, job titles vary across companies, so there  
is likely to be some inconsistency in the categories recorded for each worker. 

Nationally recognised qualifications therefore give a much better sense  
of the skills profile of workers. On this measure, LMEs can be seen to  
be concentrated in the low-to-mid level of the range. That is, members  
of LME households tend to have lower levels of qualifications than those in 
higher earner households and higher levels than those in benefit-reliant ones. 

Table 4.8 shows that 44 per cent of LME adults had no qualification beyond 
GCSE/O-level in 2008-09, compared with 51 per cent among those from  
the benefit-reliant group and 26 per cent of higher earners. Just 16 per cent  
of LMEs had some form of university qualification, compared with 12 per cent 
of benefit-reliant adults and 39 per cent of higher earners. 
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occupations  
experienced  
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absolute  
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Table 4.8:	 Highest level of educational qualification of adults  
		  by income group: UK 2008-09

 
Table 4.9 and Chart 4.11 present similar findings. They show that, in the period 
between Q1 2008 (immediately prior to the recession) and Q2 2010, negative 
changes in activity, employment and unemployment rates were bigger among 
those with lower levels of qualifications. 

Interestingly, however, it is those with GCSEs – rather than those with  
no qualifications – who have faced the biggest changes, perhaps reflecting  
the already high levels of economic inactivity among the latter group.  
It is therefore those with the low-to-mid level qualifications profiles of LMEs 
who appear to have suffered the biggest employment effects of the recession. 

Table 4.9:	 Economic activity among working-age adults by highest 	
		  qualification held: UK 2008-09

Managers and senior officials

Professional occupations

Associate professional and technical occupations

Administrative and secretarial occupations

Skilled trades occupations

Personal service occupations

Sales and customer service occupations

Process, plant and machine operatives

Elementary occupations

Occupation unknown

All

Notes: ¹ Unemployed for over 26 weeks.

Source: NOMIS database, 11 November 2010

Q3

2010

Since Q1 

2008

y‐on‐

y

q‐on‐

q

60 +94% ‐25% ‐10%

50 +140% ‐18% +9%

90 +98% ‐15% +0%

143 +72% ‐15% ‐1%

163 +78% ‐20% ‐13%

85 +107% +8% +4%

277 +101% +11% +3%

140 +56% ‐21% ‐11%

420 +43% ‐8% ‐6%

13 +642% +160% +17%

1,441 +73% ‐9% ‐4%

Change

(%)

Quarterly 

average 

(000s)

19

14

29

47

63

26

87

61

176

1

523

Long‐term 

un‐

employed¹

Sep 2010 

(000s)

Q1 

2008

85%

78%

74%

70%

66%

38%

Employment rate

Higher education (diploma & 

below degree)

Degree or 

equivalent

A Level or 

equivalent

GCSE grades A‐C 

or equivalent

Other 

qualifications

No 

qualification

Q2 

2010

Q1 

2008

83% 2%

75% 2%

70% 3%

65% 5%

60% 5%

35% 4%

Employment rate Unemployment 

Q2 

2010

Q1 

2008

3% 13%

3% 20%

5% 23%

7% 25%

7% 29%

6% 58%

Unemployment  Inactivity rate

Q2 

2010

14%

22%

25%

28%

32%

60%

Inactivity rate

Source: ONS, Labour Force Survey

No formal qualifications

GCSE grade D‐G

O/GCSE equiv. (A‐C)

ONC/National Level BTEC

A‐Levels; Highers

Higher educational qual (below degree)

Degree level qual (or equivalent)

Other qualifications

Benefit‐

reliant

LMEs Higher

earners

All 

individuals

7% 5% 2% 3%

15% 10% 4% 7%

29% 29% 20% 24%

6% 8% 6% 7%

9% 11% 11% 11%

6% 9% 11% 10%

12% 16% 39% 29%

16% 12% 7% 10%

Note:

Source: RF analysis of DWP, Family Resources Survey 2008‐09

Income groups based on FRS definitions: see Chapter 8.

RF analysis of DWP, Family Resources Survey 2008‐09

Income groups based on FRS definitions: see Chapter 8.
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Chart 4.11: 	 Changes in economic activity by level of qualification: UK 2008 to 2010
Source: 	 ONS, Labour Force Survey

	
Getting on in work
Research has shown that LMEs are more likely than higher earners –  
both outside and within the same firms – to experience difficulties with  
job retention and career progression. 

For example, a 2009 ippr study noted that just 74 per cent of employees  
who were low-paid6  in 2000 were in 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.7

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, gender and qualification were  
discounted. Explanations for this effect included the ‘signal’ low pay  
experience sends to prospective employers and the detrimental effect low  
pay may have on workers’ motivation and self-confidence.8 

20. Earning less than 60 per cent of median full-time earnings and more than £3 per hour
21. 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	
22. Ibid.
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A National Consumer Council (NCC) qualitative study of a sub-set of LMEs9

in January and February 2008 identified a number of labour market concerns 
and barriers to progression.10 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 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 LMEs 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.

A more recent study commissioned by the Joseph Rowntree Foundation 
found that the notion of progression in work did not resonate with low-skilled 
workers. Low confidence and pessimism about future prospects were  
identified as key barriers to progression but others also made positive choices 
to not pursue career goals as a trade-off with other aspirations and  
considerations such as having children or the necessity of moving into a line  
of work that is higher paid but less enjoyable.11

A further potential barrier to progression among LMEs is the declining  
relative supply of intermediate jobs. Research has suggested that the UK 
labour market has become polarised over recent years, with technological 
change facilitating automation of many mid-level occupations, such as  
semi-skilled manufacturing.12 Low level jobs – such as cleaning and security 
– and highly-skilled technical occupations – such as IT and accountancy  
– are generally not suitable for such automation, and have therefore grown  
by comparison.

Chart 4.12 shows that, in the period since 1982, the proportion of jobs  
in the UK in ‘higher occupations’ (managers and senior officials, professional 
occupations) has increased significantly, while the proportion in ‘lower  
occupations’ (personal services, sales and customer services, process,  
plant and machine operatives, elementary occupations) has fallen only slightly. 

23. 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.	
24. NCC (2008), More snakes than ladders? an insight into the lives of the forgotten working 
poor,	
25. JRF, Better off working? Work, poverty and benefit cycling, 2010
26. Goos, M. and Manning, A., “Lousy and Lovely Jobs: The Rising Polarization of Work in 
Britain”, Review of Economics and Statistics, 89 (1), pp. 118-133, 2007
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The biggest decline has therefore taken place in the ‘intermediate  
occupations’ (associate professional and technical, administrative and  
secretarial, skilled trades occupation), meaning that it is likely to have become 
more difficult for LMEs to progress towards the highest occupations due  
to the lack of “bridging professions”.13

The study behind this data projected that this trend will continue, with  
intermediate occupations representing just over one-fifth of all jobs by 2012.

Chart 4.12: 	 Distribution of employment by occupation level: UK 1982-2012
Notes: 	 ‘Higher occupations’: managers & senior officials and professional occupations; 
	 Intermediate occupations’: associate professional & technical, administrative 
	 & secretarial and skilled trade occupations; 
	 ‘Lower occupations’: personal services, sales & customer services, process, plant 
	 & machine operatives and elementary occupations.
Source: 	 ippr, Choosing to Learn, Improving participation after compulsory education, 
	 December 2005

Training helps with job retention and progression both through the direct  
effect of increasing skills levels and via the more indirect impact on employee 
confidence.14 It is likely to be of particular importance in the current climate 
in which opportunities associated with economic recovery remain limited. 

However, employers tend to focus training on the higher skilled members  
of their workforces. Chart 4.13 presents Labour Force Survey data showing 
that 68 per cent of employees in Q2 2010 that were educated to degree level 
had been offered training by their employer in the last year, compared with  
56 per cent of those with qualifications no higher than GCSE.

27. The categorisation of occupations into three hierarchical levels is unavoidably arbitrary. 
Arguments could be made for changing the compositions of the groups. For example, the 
relatively high number of graduates working in associate professional & technical occupations 
could argue for its inclusion in the ‘higher occupation’ category. Similarly, consideration of 
more detailed occupational codes could provide a more nuanced approach. In the absence 
of major reorganisation of the categories, however, the trends shown in Chart 4.12 are likely 
to hold.
28. See for example JRF, Better off working? Work, poverty and benefit cycling, 2010. 

Often excluded 
from in-work 

training  
because of 

skills profile...

27

28

Chart 4.13: 	 Employer provision of training by qualification of employee: UK 2010
Source: 	 ONS, Labour Force Survey

 
Analysis of the National Employer Skills Survey similarly reveals that  
employees in higher level occupations are more likely to be offered skills 
training. Chart 4.14 shows that in 2009, 32 per cent of managers and senior 
officials undertook employer-provided training, compared with just 9 per cent 
of those in elementary occupations.

Chart 4.14: 	 Skills training provided by employers: UK 2007 
Source: 	 Learning & Skills Council, National Employer Skills Survey 2009

 
Table 4.10 highlights the potential benefits of earning a new qualification,  
especially at the lower end of the income scale. It analyses National Child  
Development Study (NCDS) cohort data15 and shows that, among those 
lowest earning and low-to-middle earning members of the cohort who earned 
a new qualification between 1991 and 2000, the proportions experiencing 
upward mobility were 63 per cent and 35 per cent. In contrast, among those 
members of these groups not gaining a new qualification, mobility was  
restricted to 43 per cent and 23 per cent respectively. 

29. The NCDS is a national cohort study that started in 1958 and surveyed all the children 
born in one week in that year in England, Scotland and Wales. Periodic follow-ups have  
captured the cohort at different periods in their lives. In relation to analysis of this dataset,  
we have created four income groups – based on distributions of individual gross weekly 
earnings from employment – rather than our usual three, in order to add a degree of nuance 
to estimates of mobility. Details are provided in Chapter 8.
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Table 4.10: 	 Proportion of NCDS cohort members who moved  
		  up the income scale in period by whether or not they 	
		  gained a new qualification: 1991-2000 & 2000-2004

LMEs have not been helped by the direction of successive governments’ skills 
policies. The polarisation of jobs in the UK economy has driven a focus on 
improving skills at the high and low ends, with insufficient concern for those 
in the middle. Hence, university places were expanded significantly between 
1997 and 2010, increasing the number of highly skilled people in the  
workforce. At the lower end of the skills spectrum, the emphasis under the 
previous government was initially on increasing basic skills in the workforce 
such as literacy and numeracy. 

Following the Leitch Review,16 the focus shifted towards educating employees 
to Level 2, with most investment going to provision of relatively low-level skills 
training. This occurred despite Leitch’s report in fact recommending moving 
the balance of intermediate skills from Level 2 to Level 3, in order to realise  
the greater benefits associated with Level 3 education for both individual  
employees and the wider UK skills base. 

Resilience
In addition to being more likely than higher-skilled, higher-earning members  
of the workforce to lose their jobs, LMEs are also more likely to take longer  
to return to work. 

Chart 4.15 details JSA off-flows in August 2010 by length of time on the benefit 
for both managers and elementary workers. Of those exiting JSA in August 
2010, 74 per cent of managers and senior officials had been on the count 
for 26 weeks or less, compared with 68 per cent of those who work  
in elementary occupations. 

30. HM Treasury, Leitch Review of Skills: Prosperity for all in the global economy – world 
class skills, 2006
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Chart 4.15: 	 JSA claimants exiting the count within specified timeframes by selected  
	 ‘usual occupation’: UK 2010
Source: 	 ONS, NOMIS database

Not only are those from elementary occupations likely to be on JSA  
for longer than managers, they are also less likely when they do exit the  
benefit to be doing so because of a return to work. Chart 4.16 shows that,  
in August 2010, 32 per cent of those from elementary occupations who left 
the count had simply failed to sign on, compared with 22 per cent  
of managers. DWP research suggests that people who leave the count  
in this way frequently return in the medium-term. 

In contrast, just 30 per cent found employment of at least 16 hours a week, 
compared with 52 cent of managers. Including those who exited onto training 
schemes or into education, managers and senior officials (55 per cent)  
remained more likely to leave for job-related activity than those from  
elementary occupations (44 per cent).
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Lowest 

earners

LMEs Middle‐to‐high 

earners

New qualification

1991‐2000 63% 35% 18%

2000‐2004 40% 24% 17%

No new qualification

1991‐2000 43% 23% 17%

2000‐2004 31% 20% 15%

Notes: 

Source:  RF analysis of National Child Development Study, Waves 5 to 7

Qualification obtained refers to both academic and vocational qualifications.

Income groups based on NCDS definition: see Chapter 8.
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Chart 4.16: 	 Reasons for exiting JSA claimant count by selected ‘usual occupation’: UK 2010 
Source: 	 ONS, NOMIS database

 
The length of time spent outside the workforce is particularly important  
for younger workers with low skill levels. Chart 4.17 uses evidence from  
the NCDS cohort to show that, for those with the intermediate skill levels  
typical of LMEs, a period of 12 months’ unemployment between the ages  
of 16 and 23 can produce a wage scar of 28 per cent later in life.

Chart 4.17: 	 Median income at age 50 by skill levels and experience of youth unemployment 
Notes:	 Full-time employees only. Basic skills are defined as no qualifications or Level 1;  
	 Intermediate skills are Levels 2 and 3; Higher skills are Levels 4-6.	 
Source:	 RF analysis of National Child Development Study, Waves 4 and 8

Carers
LME employment prospects – particularly at a time of weak labour market  
activity – may be further hindered by caring responsibilities. Table 4.11 shows 
the proportion of adults in each income group who undertook such activity  
in 2008-09. The difference between LMEs (10 per cent of all adults) and higher 
earners (8 per cent) was small but important. Moreover, the gap was much 
bigger among younger members of the groups than among those close  
to retirement, potentially affecting long-term employment prospects for  
some LMEs. 

Table 	4.11: 	 Proportion of adults who are informal carers  
		  by income group: UK 2008-09

Redundancy payments
In addition to being more susceptible to unemployment and less likely  
to return to work quickly, LMEs have been more vulnerable to the  
consequences of labour market weakness than higher earners. This is partly 
due to the lower levels of protection enjoyed by LMEs in the form of savings 
and insurance (see Chapter 5), but it is also because of the levels of  
redundancy payments received by the group 

Table 4.12 sets out the distribution of awards received by adults who were 
made redundant in 2008-09, by their income group at the time of the survey. 
Among LMEs, the average payout received in 2008-09 was £8,260.  
This is lower than the averages within both the benefit-reliant (£9,220)  
and higher earner (£10,360) groups. 
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Reasons given for leaving JSA by 'usual occupa=on': 
UK Aug 2010 

Elementary occupaIons 

Sales and customer 

service occupaIons 

Managers & senior 

officials 

21.8 

19.9 

23.0 

18.2 

26.0 

23.4 

22.1 

20.3 

39.8 

37.9 

32.5 

32.5 

0  5  10  15  20  25  30  35  40  45 

Never 

1‐6 months 

7‐12 months 

12+ months 

Median gross income at age 50 by length of 6me spent 

unemployed between ages 16 and 23: (£000s pa) 

Basic skills  Intermediate  Higher 

All individuals

Benefit‐

reliant

LMEs Higher 

earners

All 

adults

13% 10% 8% 9%

Sex

Male 11% 9% 6% 7%

Female 16% 12% 10% 11%

Age

16‐24 7% 5% 3% 5%

25‐34 13% 7% 3% 5%

35‐44 15% 10% 6% 9%

45‐54 17% 14% 12% 13%

55‐64 13% 15% 14% 14%

65+ 12% 7% 6% 7%

Note:

Source: RF analysis of DWP, Family Resources Survey 2008‐09

Income groups based on FRS definitions: see Chapter 8.

RF analysis of DWP, Family Resources Survey 2008‐09

Income groups based on FRS definitions: see Chapter 8.
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Table 4.12: 	 Distribution of awards to adults receiving redundancy 	
		  payments in past year by income group: UK 2008-09

While perhaps surprising, the higher average awards recorded by  
benefit-reliant adults might reflect the fact that some who received sizeable 
payouts (27 per cent received awards in excess of £10,000) subsequently  
decided to take some time out from the labour market, and therefore  
had incomes at the times of the survey that put them in the benefit-reliant 
group.

Relatively low redundancy payment receipts are likely to compound the  
difficulties LMEs who lose their jobs have with retraining and re-entering  
sustainable employment. It will also exacerbate problems in other areas  
of LMEs’ lives, in particular, household finances.

LMEs’ experiences of recession
Taken together, this picture of LMEs as being more vulnerable to job loss  
than higher earners (because of the sectors they work in and because of their 
relative expendability), less likely to bounce back quickly (because of their  
lower skill profiles and wider barriers to progression) and less able to cope 
with the financial implications of job loss (because of the exacerbation  
of generally lower levels of financial resilience by limited redundancy payment 
receipt), makes clear the heightened exposure faced by LMEs during  
the recession. 

In June 2009 we commissioned OPM to conduct a focus group with  
21 members of LME households, to determine their experiences of the  
downturn.17 Participants described job insecurity and lack of employment 
opportunities as being their biggest concerns during the recession. 

Most group members were in paid employment – either on a permanent  
or temporary basis – and a small number were self-employed. The type  
of employment varied and included cleaning, retail, administration, transport 
and garden maintenance across the private, public and third sectors.  
A minority were not working due to being retired, seeking employment  
or having other responsibilities such as caring for children or other relatives.

A number of participants said that their companies had made cutbacks since 
the start of the recession, both in the form of reduced employment and  
via wider cost-cutting measures. 

	 I’ve noticed that they are cutting back at my job... I can’t claim 
	 expenses anymore for outreach work. Sometimes I think it’s just  
	 a matter of time until I get made redundant.

	 They’ve started trying to cut down my hours at work because  
	 of the credit crunch.

31. Details are provided in Chapter 8.

Employment 
pressure was 

biggest cause of 
concern during 

recession...

31

Several group members had friends, family members or neighbours who  
had recently lost their jobs. The precarious position of LMEs was reflected  
in participants’ responses to the statement: My number one concern about 
the recession is:

	 Unemployment and not knowing if I still would have my job  
	 by the end of the year.

	 Losing my job at the age of 52. Also what would happen if my  
	 husband lost his job?

	 The lack of work out there at the moment and how the cost  
	 of everything’s going up and there’s no help. 

	 Losing my job and not being able to pay the bills and the  
	 mortgage, my biggest fear is losing my house. 

Participants spoke about the impact that living in a LME household through 
the recession was having on their emotional, physical and psychological 
health. As well as being ‘cash poor’, participants often stated they were ‘time 
poor’, due to the long hours they worked or the necessity of taking on two 
jobs to make ends meet. Working two jobs was a cause of resentment and 
meant people were often tired and their relationships suffered.

	 Having to take on a second job made me feel angry; it’s something 	
	 you don’t want to do – you want to be able to relax in the evening 	
	 and watch the telly – you don’t want to go straight back out and 		
	 work again. You feel constantly tired.

	 My salary wasn’t covering all the bills and as it was coming  
	 up to Christmas we didn’t have any money to celebrate it for  
	 the kids. My partner started working weekends and I took  
	 on a second job. We never saw each other.

There were several examples of ‘work not paying’. Certain members of the 
group reported having net incomes from employment that were only margin-
ally higher than what would be available to them in state support if they were 
unemployed. In a smaller number of cases, participants argued that they were 
less well-off compared to benefit-reliant households because of their ineligibil-
ity for council tax rebates and housing support. One woman who worked in a 
school as an administrative assistant reflected: 

	 I’m £5 better off a week from working, and I get up at 5 a.m.  
	 every day. How can that be right? 

This situation was considered to be demoralising for people who felt they were 
working hard and contributing to society but seeing little benefit as a result. 

	 You fall out of the catchment [for benefits] if you earn more than  
	 the threshold. With my wage I earn £11 more than the threshold  
	 for benefits so I’m not entitled to anything. I want to say to my  
	 employer ‘well you can keep your £11 so that I can get a bit  
	 of extra help with benefits’ but they say that’s illegal. 

The lack of a secure, guaranteed, income each week that a permanent  
contract can offer was felt to be a particular disadvantage and made  
budgeting more difficult for those that were self-employed. For example,  
a couple of participants who were self-employed faced particular challenges 
relating to irregular income and budgeting. 

Being on cusp 
of benefits is  

demoralising...

Long hours  
and second  
jobs cause 
stress and  

resentment...

Distribution by award

<£1,000

£1,000 < £5,000

£5,000 < £10,000

£10,000 < £50,000

£50,000 < £100,000

Average award

Note: LMEs based on FRS definitions: see Chapter 8.

Source: RF analysis of DWP, Family Resources Survey 2008‐09

Benefit‐

reliant

LMEs Higher 

earners

All 

households

16% 8% 18% 14%

36% 49% 39% 42%

20% 19% 15% 17%

27% 23% 25% 25%

0% 1% 4% 2%

£9,220 £8,260 £10,360 £9,410

LMEs based on FRS definitions: see Chapter 8.

RF analysis of DWP, Family Resources Survey 2008‐09
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	 I’m a cab driver but before that I used to be a bus driver...  
	 I wanted the control of being self-employed so that’s why  
	 I became a cab driver. I tried to better my life but I was stupid  
	 to think that I could be self-employed. Some weeks you make  
	 a lot of money other weeks you make very little. It’s less easy  
	 to budget for your life when you don’t have a steady income.  
	 Now with the recession I noticed that there are fewer people  
	 taking cabs: people are walking or taking public transport  
	 because they are cutting back their costs.

Participants who were not already in paid employment, retired or caring 
for someone tended to be looking for work. Since the recession, the group 
agreed there were fewer job opportunities available and more people  
competing for vacancies. 

Participants criticised the courses job seekers are required to attend: they 
were felt to be of questionable quality and to provide a poor fit with their  
existing skills. For example, one participant’s partner was a qualified  
electrician who was out of work and was sent on a 13-week course on  
business skills which they felt was irrelevant. There were also examples  
of people being made to go on courses just a few weeks before they  
reached statutory retirement age. 

Participants commented on the negative effect the courses had on people 
who felt degraded by having to go on poor quality training with the threat 
of benefits being withdrawn through non-attendance. The group expressed 
doubt as to whether the courses led to better employment prospects. 

	 You’re a statistic: the courses get you off their books.

	 It gives you hopes and dreams of a job, but no job at the end of it. 

The high cost of transport was also identified as a further barrier to  
finding work. 

	 It would be really helpful if people on low incomes could get some 	
	 form of subsidised support: such as the free or subsidised travel 	
	 cards that people on benefits get.

Apart from a lack of jobs, a number of older participants felt that ageism 
played a large barrier in seeking employment with one person stating:

	 Employers don’t want to know if you’re over 50.

There was widespread agreement from the group on this point.  
Older members of the group felt that employers could tell how old they were 
from their education and employment history on their CV and that this was  
a big disadvantage. This prejudice had also been experienced at the job  
centre where a number of older participants had been asked how old they 
were and, on stating that they were in their 50s, were told that they would  
find it difficult looking for work and should start thinking about retirement. 

Finding work 
more difficult 

in recession 
and obligations 

on job seekers 
sometimes in-
appropriate...

Age seen as 
barrier to  
regaining  

employment...
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Income stability
A 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.2 
Families taking part in the research had average net income of £17,000 a year, 
with most falling in the bracket £12,000-£22,000. Therefore, while the study  
excluded households without children, it provided a good description  
of the income volatility experienced by many LME households. 

The research described the income of one-third of families as being ‘stable 
with blips’: that is, with income in at least ten of the 13 four-week periods  
considered 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 as ‘erratic’ or ‘highly erratic’: that is, having income in at least four  
of the 13 periods that was more 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 – 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 incomes,  
“often with little margin for error”.3

The recession is likely to have increased the instability of income within many 
LME households, particularly those in which labour market pressures have  
resulted in members losing their jobs, working fewer hours or entering into 
non-standard (for example, zero-hours) contracts. Many LMEs moving  
in and out of work in this period will have encountered transitional difficulties  
associated with delays in processing certain benefit payments such  
as Housing Benefit and Council Tax Benefit. However, others may actually 
have benefited – from reduced mortgage payments or the temporary cut 
in VAT for example. 

Chart 5.2 details findings from 2008-09. It shows that 25 per cent of families  
in the LME group experienced a fall in weekly income compared with  
12 months earlier, while 27 per cent experienced increases. Although this  
is a positive balance, outcomes for higher earners were better, with 45 per 
cent reporting increased incomes and just 15 per cent detailing falls. 

Moreover, among those experiencing increases, higher earner families were 
more likely than LMEs to have gained more than £50 a week.

 

33. Centre for Analysis of Social Exclusion, Tracking Income: How working families’ incomes 
vary through the year, March 2006
34. Ibid. p7

Often have  
erratic incomes 

requiring  
careful budget 

management...

One-quarter  
experienced  

year-on-year 
fall in income ...

Made worse  
by recession...

33

34

Chart 5.2: 	 Changes in income by income group: UK 2008-09
Note:	 Income groups based on FRS definitions: see Chapter 8. 
Source: 	 RF analysis of DWP, Family Resources Survey 2008/09

	
Spending and cost of living
A large number of LME households live at or beyond their means each week. 
Table 5.4 provides a breakdown of spending on different commodities within 
each of the income groups as proportions of both total consumption  
spending and disposable household income 

The figures relate to consumption spending only.4  The table shows that, 
on average, LME households spent 85 per cent of their disposable income  
on consumption each week in 2008-09. 

The table also shows that LMEs were particularly likely to spend more of their 
income than higher earners on commodities that are difficult to cut back  
on. Taken together, spending on the four categories of transport, food 
and non-alcoholic drinks, housing and fuel, light  and power, accounted 
for around 40 per cent of LME disposable income on average in 2008,  
compared with 26 per cent among higher earner households. 

35. That is, the element of household expenditure that is allocated to consumption rather 
than interest payments, taxes, savings or investments, as defined under the internationally-
agreed COICOP classification system.

Live close to the 
edge of their 

means...

Spend a large 
share of their 

income on 
transport, food, 

housing and 
fuel...

35
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Table 5.4: 	 Weekly household expenditure by income group: 	
	 	 UK 2008¹

This spending profile means that LMEs have been disproportionately affected 
by many of the recent cost of living increases experienced in recent years. 

Table 5.5 sets out annual changes in the various components of the CPI  
in the period from October 2008 to October 2010. By looking at the CPI  
rather than the RPI, we avoid the volatility in the latter measure over the period 
associated with sharp interest rate cuts and therefore mortgage costs.

Table 5.5: 	 Annual percentage changes in components 	
	 	 of consumer prices index: UK 2008-2010

In October 2008, sharp oil price inflation meant that by far the biggest  
year-on-year increases in prices occurred in the domestic electricity, gas 
& other fuels (+39.3 per cent), food (+10.1 per cent) and transport fuels 
& lubricants (+9.2 per cent) components.

 

The same goods 
that have  

driven price 
increases in  

recent years...

In October 2009, annual inflation for both electricity gas & other fuels (-7.1  
per cent) and fuels & lubricants (-1.1 per cent) was negative, reflecting the high 
base from the previous year, and declining demand for fuels worldwide in  
response to global recession. Food inflation also dropped although, at +2.2 
per cent, it remained above the weighted average for all items (+1.5 per cent). 

Increased global economic activity in 2010 has again increased demand  
for, and therefore the cost of, oil, although prices have fallen a little in the most  
recent months amid concerns about the sustainability of global recovery. 
While housing fuel inflation was again negative (-2.3 per cent) in October 2010, 
the transport fuels & lubricants (+11.4 per cent) component was one of the 
main drivers of overall inflation of 3.2 per cent. Food price increases  
(+4.5 per cent) were again above this weighted average.    

Chart 5.3 shows that, despite some reduction from the peak in late-2008, 
domestic fuel costs remain high by historical standards. 

Chart 5.3: 	 Domestic energy price indices: UK 1998-2010
Sources: 	 DECC, Quarterly Energy Prices, Tables 2.2.1 & 2.3.1;
	 ONS Time Series CHAW
 

Because food and fuel make up a higher proportion of total expenditure 
among LMEs than among higher earners, the group has been more affected 
by these trends in prices. 

Chart 5.4 compares CPI indices for LME and higher earner households  
between January 2000 and October 2010. The indices are weighted for  
the typical basket of goods bought each year by households within the two 
income groups (as recorded in the Living Costs and Food Survey), thereby 
offering a better indication of the actual levels of price rises faced by these 
households than the overall CPI rate does. 

The first section of the chart details movement in the two weighted indices. 
The second uses the gap between these two indices to calculate the  
cumulative effect on LMEs’ spending power. It does this by comparing  
average annual expenditure among LME households at each point in time, 
with the cost of the equivalent basket of shopping under a scenario in which 
LME households had experienced the same level of inflation as higher earners. 
The third section shows differences in the annual rates of CPI inflation faced 
by LME and higher earner households, as implied by the index numbers.

Relative to 2000, price rises were broadly in line across the two groups in the 
period to 2006 (indicated by the similarity of the two weighted-CPI lines) but, 
following a slight divergence in that year, a much bigger split in inflation levels 
occurred in 2008 and 2009. 

Therefore faced 
higher levels  

of inflation 
than higher 

earners...

Oct‐08 Oct‐09 Oct‐10

Education

Transport

passenger transport by railway

fuels & lubricants

passenger transport by road

Alcoholic beverages, tobacco & narcotics

Food & non‐alcoholic beverages

Communication

Hotels, cafes & restaurants

Furniture, household equipment & repair of the house

Health

Miscellaneous goods & services

Recreation & culture

Clothing & footwear

Housing, water & fuels

electricity, gas & other fuels

All items

+8.6%

+4.3%

+4.1%

+9.2%

+5.4%

+4.4%

+10.1%

‐2.2%

+4.2%

+3.1%

+2.6%

+3.0%

‐0.2%

‐6.7%

+15.2%

+39.3%

+4.5%

+5.2%

+3.5%

+5.3%

‐1.1%

+2.9%

+4.3%

+2.2%

+2.6%

+1.6%

+3.3%

+3.4%

+1.3%

+2.0%

‐6.8%

‐1.3%

‐7.1%

+1.5%

+5.3%

+5.8%

+8.2%

+11.4%

+3.5%

+6.3%

+4.5%

+3.9%

+3.1%

+2.7%

+2.9%

+3.0%

+1.5%

+0.7%

+0.5%

‐2.3%

+3.2%

Source: ONS Time Series
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Benefit‐

reliant

LMEs Higher

earners

Benefit‐

reliant

LMEs Higher

earners

As proportion of average 

total consumption expenditure

As proportion of average disposable 

household income

Transport 11% 15% 19% 12% 13% 12%

Food & non‐alcoholic drinks 18% 14% 11% 19% 12% 7%

Recreation & culture 13% 14% 16% 14% 12% 10%

Housing (net)²  13% 12% 7% 13% 10% 4%

Restaurants & hotels 8% 9% 11% 8% 8% 7%

Miscellaneous goods & services 7% 9% 10% 8% 7% 6%

Household goods & services 7% 7% 8% 7% 6% 5%

Clothing & footwear 6% 6% 6% 7% 5% 4%

Fuel, light & power 7% 5% 4% 7% 4% 3%

Communication 4% 4% 3% 4% 3% 2%

Alcoholic drinks, tobacco & narcotics 5% 3% 2% 5% 3% 2%

Health 1% 1% 1% 1% 1% 1%

Education 1% 1% 2% 1% 1% 2%

All consumption expenditure³ 100% 100% 100% 106% 85% 64%

Notes: ¹ Based on weighted data and including children's expenditure. 

² Excluding mortgage interest payments, capital repayment of mortgages, council tax, Northern Ireland rates, housing alterations and 

improvements and moving and purchase costs. Rent is net of rebates and benefits.

³ Spending on consumption as defined under COICOP. Excludes spending on taxes, fines, money spent abroad, gifts, pension 

contributions, gambling receipts, savings and investments.

Source: RF analysis of ONS, Family Spending: A report on the 2008 Living Costs and Food Survey

Income groups based on LCF definition: see Chapter 8.
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Table 5.6: 	 Family responses to adult deprivation indicators 	
	 	 by income group: UK 2008-09

Table 5.7:	 Family responses to child deprivation indicators 	
	 	 by income group: UK 2008-09

Financial inclusion
In general, LMEs are less likely to be financially excluded than members 
of the benefit-reliant group. For example, Table 5.8 shows that just 2 per  
cent of LME households had no form of financial account or asset in 2008-09, 
compared with 4 per cent of benefit-reliant ones, and that 94 per cent  
of LME households held a current account, compared with 76 per cent  
of those in the benefit-reliant group.

Not typically 
financially  
excluded...

Holidays away from home at least one week a year

Does this

Would like, but cannot afford

Does not want/need this

Benefit‐

reliant

LMEs Higher 

earners

All family 

units

Holidays away from home at least one week a year

23% 52% 80% 61%

68% 40% 14% 32%

9% 8% 7% 8%

Replace any worn out furniture

Does this

Would like, but cannot afford

Does not want/need this

27% 53% 79% 62%

60% 32% 10% 26%

13% 14% 11% 13%

Money to spend each week on self, not family

Does this

Would like, but cannot afford

Does not want/need this

Money to spend each week on self, not family

49% 72% 91% 77%

49% 26% 8% 21%

2% 2% 1% 2%

Replace or repair broken electrical goods

Does this

Would like, but cannot afford

Does not want/need this

37% 67% 88% 72%

52% 23% 6% 19%

11% 10% 7% 9%

Enough money to keep home in decent state of decoration

Does this

Would like, but cannot afford

Does not want/need this

Enough money to keep home in decent state of decoration

54% 77% 94% 82%

42% 20% 5% 16%

4% 4% 2% 3%

Friends/family around for a drink or meal at least once a month

Does this

Would like, but cannot afford

Does not want/need this

Friends/family around for a drink or meal at least once a month

43% 59% 74% 64%

34% 17% 5% 14%

22% 24% 21% 22%

Hobby or leisure activity

Does this

Would like, but cannot afford

Does not want/need this

51% 66% 82% 72%

27% 15% 4% 12%

21% 19% 14% 17%

Two pairs of all weather shoes for each adult

Does this

Would like, but cannot afford

Does not want/need this

Two pairs of all weather shoes for each adult

75% 91% 97% 91%

22% 7% 1% 7%

3% 2% 1% 2%

Are you able to keep accommodation warm enough?

No

Yes

Are you able to keep accommodation warm enough?

31% 12% 3% 11%

69% 88% 97% 89%

Note:

Source: RF analysis of DWP, Family Resources Survey 2008‐09

Income groups based on FRS definitions: see Chapter 8.

RF analysis of DWP, Family Resources Survey 2008‐09

Income groups based on FRS definitions: see Chapter 8.

A holiday away from home at least one week a year with family

Does this

Would like, but cannot afford

Does not want/need this

Benefit‐

reliant

LMEs Higher 

earners

All family 

units

A holiday away from home at least one week a year with family

26% 57% 86% 63%

68% 37% 11% 33%

5% 6% 4% 5%

Enough bedrooms for every child over 10

Does this

Would like, but cannot afford

Does not want/need this

68% 85% 97% 86%

29% 13% 3% 12%

3% 2% 0% 2%

Swimming at least once a month

Does this

Would like, but cannot afford

Does not want/need this

43% 54% 64% 56%

24% 10% 2% 10%

33% 35% 34% 34%

Go to a playgroup at least once a week

Does this

Would like, but cannot afford

Does not want/need this

51% 68% 80% 69%

16% 5% 1% 6%

32% 27% 20% 25%

Have friends round for tea/snack once a fortnight or more

Does this

Would like, but cannot afford

Does not want/need this

Have friends round for tea/snack once a fortnight or more

53% 66% 77% 68%

21% 7% 1% 7%

26% 26% 22% 25%

Leisure equipment such as sports equipment or a bicycle

Does this

Would like, but cannot afford

Does not want/need this

Leisure equipment such as sports equipment or a bicycle

75% 87% 94% 88%

18% 6% 1% 6%

7% 6% 5% 6%

Go on a school trip at least once a term

Does this

Would like, but cannot afford

Does not want/need this

80% 88% 96% 90%

14% 6% 1% 5%

6% 6% 4% 5%

A hobby or leisure activity

Does this

Would like, but cannot afford

Does not want/need this

61% 76% 86% 77%

18% 6% 1% 6%

21% 18% 14% 17%

Celebrations on special occasions

Does this

Would like, but cannot afford

Does not want/need this

88% 96% 98% 95%

10% 2% 0% 3%

2% 2% 1% 2%

Outdoor space/facilities nearby where kids play in safety

No

Yes

Outdoor space/facilities nearby where kids play in safety

25% 14% 6% 13%

75% 86% 94% 87%

Note:

Source: RF analysis of DWP, Family Resources Survey 2008‐09

Income groups based on FRS definitions: see Chapter 8.

RF analysis of DWP, Family Resources Survey 2008‐09

Income groups based on FRS definitions: see Chapter 8.
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Table 5.8:	 Household ownership of savings and assets by income 	
	 	 group: UK 2008-09

However, while members of LME households tend to engage in the same 
financial service markets as higher earners, their ownership of products such 
as ISAs, stocks and shares and investment products is substantially lower. 
This, combined with the spending and income stability pressures described 
above – and a lack of access to financial advice – means that many LME’s 
face significant financial insecurity.

Safety nets: savings and insurance
Table 5.9 sets out savings within each income group in absolute terms,  
and shows that around two-thirds (66 per cent) of LME families had total  
savings and assets of less than £1,500 in 2008-09, compared with around 
one-third (36 per cent) of higher earners.  

	
Table 5.9:	 Value of savings/assets in family by income group: 	
		  UK 2008-09

But less likely 
than higher 

earners to own 
key financial 

products...

Low levels  
of savings...

Tables 5.10 and 5.11 compare family units’ total savings with their monthly  
net incomes. Table 5.10 shows that half (52 per cent) of LME units recorded 
savings equivalent to less than one month’s net income in 2008-09, a higher 
proportion than recorded in either the higher earner (39 per cent)  
or benefit-reliant (48 per cent) groups. The higher level of savings adequacy 
among the benefit-reliant group is likely to reflect the fact that monthly  
incomes in this group are so much smaller, meaning that relatively low levels  
of savings are sufficient to provide cover. 

Table 5.10: 	 Number of months’ net income held by family in 	
	 	 savings by income group: UK 2008-09

Table 5.11 shows that savings inadequacy (less than one month’s income) 
among LME units tended to fall with age, although it was at its highest among 
those units with a head aged 25-34. Among this group, two-thirds  
(67 per cent) had less than one month’s income saved.

Table 5.11: 	 Number of months’ net income held in savings by 	
	 	 LME families by age of head of unit: UK 2008-09

Given that weekly expenditure in LME households accounts for such a large 
share of income on average, it is perhaps not surprising that some members 
of the group lack savings. Table 5.12 appears to suggest that most LMEs who 
are not making savings do so because of a perceived lack of income, rather 
than a perceived lack of need. 

It shows the proportions of family units in each income group reporting  
in 2008-09 that they were saving at least £10 a month. Overall, half (48 per 
cent) of LME units were doing so, compared with three-quarters (77 per cent) 
of higher earners. While just 8 per cent of LMEs said they did not want  
or did not need to make such savings, 43 per cent said they would like  
to but could not afford it, compared with just 16 per cent of higher earners. 

This proportion rose as high as 48 per cent among LME units in the 35-44 
age group, perhaps reflecting the costs associated with raising a family. 

Rising to  
two-thirds of 

those aged  
25-44...

Due to lack  
of income  

rather than 
lack of desire  

to save...

Two-fifths  
unable to  

afford to save 
£10 a month...

Half have 
less than one 

month’s  
net income in 

savings...

< £1,500 

£1,500 < £3,000 

£3,000 < £8,000 

£8,000 < £20,000 

£20,000 < £25,000 

£25,000 < £30,000 

£30,000 < £35,000 

£35,000 < £40,000 

£40,000+

Benefit‐

reliant

LMEs Higher 

earners

All family 

units

84% 66% 36% 54%

5% 10% 11% 10%

4% 9% 14% 11%

3% 6% 13% 9%

1% 2% 4% 3%

1% 1% 3% 2%

0% 1% 2% 1%

0% 1% 2% 1%

3% 5% 15% 10%

Note:

Source: RF analysis of DWP, Family Resources Survey 2008‐09

Income groups based on FRS definitions: see Chapter 8.

RF analysis of DWP, Family Resources Survey 2008‐09

Income groups based on FRS definitions: see Chapter 8.

Benefit‐

reliant

LMEs Higher 

earners

All family 

units

Savings equivalent to 

<1 month 48% 52% 39% 45%

1<2 months 24% 15% 13% 15%

2<6 months 16% 15% 21% 18%

6+ months 12% 18% 28% 22%

Notes: Income groups based on FRS definitions: see Chapter 8.

Value of savings/assets based on mid‐point in range provided by respondent.

16‐24 25‐34 35‐44 45‐54 55‐64 All ages

Savings equivalent to 

<1 month 41% 67% 67% 52% 29% 52%

1<2 months 30% 13% 8% 12% 10% 15%

2<6 months 20% 13% 12% 13% 15% 15%

6+ months 9% 8% 12% 22% 46% 18%

Notes: LMEs based on FRS definitions: see Chapter 8.

Savings/assets based on mid‐point in range provided by respondent.

Source: RF analysis of DWP, Family Resources Survey 2008‐09

Benefit‐

reliant

LMEs Higher 

earners

All 

households

Current account 76% 94% 97% 92%

Other bank/building society account 19% 40% 64% 48%

ISAs 10% 30% 52% 38%

Premium bonds 7% 15% 27% 20%

Stocks and shares 4% 11% 26% 17%

Basic bank account 12% 8% 6% 8%

Post Office Card Account 15% 4% 2% 5%

Post Office account 2% 3% 6% 4%

Company share scheme 0% 2% 8% 5%

Unit trusts 1% 1% 5% 3%

PEPs 1% 1% 3% 2%

Credit union 1% 1% 1% 1%

National Savings 1% 1% 2% 2%

SAYE 0% 1% 1% 1%

Any other type of account 1% 1% 2% 1%

No account 4% 2% 2% 2%

Note:

Source: RF analysis of DWP, Family Resources Survey 2008‐09

Income groups based on FRS definitions: see Chapter 8.
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Table 5.12: 	 Families’ attitudes to making savings of £10 a month 	
	 	 or more by income group and age of unit head: 	
	 	 UK 2008-09

As discussed in Chapter 3.1, UK households have, in aggregate, reduced  
consumption and increased saving since the start of recession.  
Asked in late-2009, 24 per cent of LME households said they were planning, 
or had already started, to save more. However, Table 5.13 shows that just  
7 per cent intended a “significant increase”, and 37 per cent of the group said 
that they would “definitely not” be increasing saving. 

	
Table 5.13: 	 Proportion of households planning to/already started 	
	 	 saving more by income group: GB Sep/Oct 2009

Among those LMEs saying they would be, or were, saving more, Table 5.14 
shows that 15 per cent cited fear of redundancy as the primary reason and  
a further 6 per cent pointed to less guaranteed monthly income, highlighting 
the employment and income vulnerability felt by some members of the group. 

In contrast, higher earners most frequently pointed to apparently more  
positive reasons, with 15 per cent saying they were increasing saving because 
they had extra cash from falls in mortgage payments and 10 per cent citing 
falls in other bills.

Table 5.14: 	 Main reason for saving more among those households 	
	 	 doing so/planning to do so by income group: 	
	 	 GB Sep/Oct 2009

The findings above highlight differences within the LME group. While some 
members want to and are able to put money aside, many do not or cannot. 
Similarly, Table 5.15 shows that, although nearly three-quarters (73 per cent) 
of LME families reported having contents insurance in 2008-09, a sizeable 
minority (15 per cent) said that they could not afford it. In contrast, just  
3 per cent of higher earner family units said that they were unable to get cover.

Attempts to 
save driven by 

fear of  
redundancy 

and desire 
to pay down 

debts...

Less likely to 
have insurance 

than higher 
earners...

Age 16‐24

Does this

Would like, but cannot afford

Does not want/need this

Age 25‐34

Does this

Would like, but cannot afford

Does not want/need this

Age 35‐44

Does this

Would like, but cannot afford

Does not want/need this

Age 45‐54

Does this

Would like, but cannot afford

Does not want/need this

Age 55‐64

Does this

Would like, but cannot afford

Does not want/need this

All ages

Does this

Would like, but cannot afford

Does not want/need this

Benefit‐

reliant

LMEs Higher 

earners

All family 

units

21% 42% 63% 46%

69% 43% 24% 41%

10% 15% 13% 13%

19% 47% 76% 59%

77% 46% 17% 35%

5% 7% 6% 6%

22% 48% 81% 61%

73% 48% 14% 34%

5% 5% 5% 5%

23% 50% 79% 61%

70% 46% 15% 33%

7% 4% 6% 6%

28% 59% 81% 63%

63% 31% 11% 28%

9% 10% 8% 9%

23% 48% 77% 58%

70% 43% 16% 34%

7% 8% 7% 7%

Note:

Source: RF analysis of DWP, Family Resources Survey 2008‐09

Income groups based on FRS definitions: see Chapter 8.

RF analysis of DWP, Family Resources Survey 2008‐09

Income groups based on FRS definitions: see Chapter 8.

Benefit‐

reliant

LMEs Higher 

earners

All 

households

Yes 13% 24% 40% 31%

Significiantly increase 2% 7% 8% 7%

Slightly increase 11% 18% 32% 24%

No 87% 76% 60% 69%

Not particularly 33% 39% 39% 38%

Definitely not 53% 37% 21% 31%

Notes: Weighted base = 912. 

Source: RF analysis of Bank of England, 2009 NMG survey, Sep/Oct 2009

Income groups based on NMG definition: see Chapter 8.

Benefit‐

reliant

LMEs Higher 

earners

All 

households

Fear of redundancy/job insecurity 20% 15% 9% 12%

Trying to reduce debts 36% 14% 8% 12%

Saving for deposit on house/flat 0% 8% 4% 5%

Additional personal commitments 7% 7% 16% 13%

Less guaranteed monthly income 8% 6% 4% 5%

Extra cash from fall in other bills 9% 6% 10% 9%

Value of existing investments fallen 0% 4% 5% 5%

Extra cash from decrease in mortgage payments 0% 3% 15% 11%

Worried about future tax increases 0% 2% 1% 1%

Other  20% 34% 28% 29%

Notes: Weighted base = 264.

Source: RF analysis of Bank of England, 2009 NMG survey, Sep/Oct 2009

Income groups based on NMG definition: see Chapter 8.
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