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About the Living WAge 
Commission

the Living Wage Commission is an independent 
inquiry into the future of the Living Wage. bringing 
together leading figures from business, trade unions 
and civil society, Commissioners are investigating 
what potential the increasingly popular concept of a 
Living Wage holds for britain’s five million low paid 
workers. Commissioners will research and assess 
evidence on the value of the Living Wage, barriers 
to its implementation and how these could be 
overcome. the Commission was established with the 
support of the Joseph Rowntree Charitable trust.

the Commission is independent from any political 
party or organisation. it is non-partisan in its approach 
and will draw conclusions based solely on the findings 
of the Commission.

for more information visit: 
www.livingwagecommission.org.uk
@LWCommission

CommissioneRs

Dr John Sentamu is the Archbishop of York and Chair 
of the Living Wage Commission. he was appointed to 
the Church of england’s second most senior position 
in 2005 after having served as the bishop of stepney 
and then birmingham. Dr sentamu practised Law 
both at the bar and the bench in uganda before he 
came to the uK in 1974. he has acted as Adviser to 
the stephen Lawrence Judicial inquiry and he chaired 
the Damilola taylor murder Review. Dr sentamu has 
played a role in a variety of anti-poverty campaigns 
and charities including the Jubilee 2000 Coalition, 
trade Justice, make Poverty history, and the million 
Development goals. 

frances o’grady is the general secretary of the 
tuC. Frances previously worked for the transport 
and general Workers union before joining the tuC. 
she has led on securing the London Living Wage 
for olympics staff and served on both the Low 
Pay Commission and the Resolution Foundation’s 
Commission on Living standards.

Adam Marshall is the Director of Policy and external 
Affairs at the british Chambers of Commerce. the 
bCC has 53 accredited Chambers and over 100,000 
member businesses across the uK. Adam was 
previously head of Policy for the Centre for Cities, 
playing a key role in the organisation’s start-up and 
spin-out from the institute for Public Policy Research.

victoria Winckler is the Director of the bevan 
Foundation. victoria is a leading contributor to public 
policy in Wales, having previously worked in senior 
roles at the Welsh Local government Association and 
mid glamorgan County Council before joining the 
bevan Foundation in 2002. the bevan Foundation is 
currently looking at poverty, education, health and 
the economy in Wales.

Sir Stuart etherington is the Chief executive of 
the nCvo. the nCvo has over 10,500 member 
organisations and represents the interests of charities 
and voluntary bodies. Previously stuart was Chief 
executive of the Royal national institute for Deaf 
People. stuart was knighted in 2010 for services to 
the voluntary sector.

kate Pickett is Professor of epidemiology in the 
Department of health sciences at the university of 
York. Kate was a uK nihR Career scientist from 2007-
2012 and is a Fellow of the RsA and of the uK Faculty 
of Public health. Kate is co-author of the bestselling 
book the spirit Level, winner of the 2012 Publication 
of the Year from the Political studies Association and 
translated into 23 languages.

guy Stallard is the uK head of Facilities at KPmg. 
since playing an instrumental role in KPmg becoming 
a Living Wage employer in 2006, guy has advised 
businesses on paying the Living Wage. guy is a 
member of the Living Wage Foundation Policy 
group which oversees the intellectual logic of the 
production of the Living Wage rate and developed 
the Foundation’s service Provider Recognition 
scheme.

Wendy Bond is the low paid worker representative 
on the Living Wage Commission. Wendy has worked 
in catering at a specialist school in Wolverhampton 
for over 20 years and currently represents her 
colleagues as a unison organiser.
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for the first 
time the 

majority of 
people in 

poverty are 
actually in paid 

employment. 
The nature 
of poverty 

in britain is 
changing.

a living wage 
allows those 

that receive it 
an income that 

is sufficient to 
live on.

FoReWoRD FRom the ARChbishoP 
oF YoRK
2014 began with a message of warning and opportunity from the Director general 
of the Cbi, John Cridland. there are “still far too many people stuck in minimum 
wage jobs without routes to progression,” mr Cridland said, “and that’s a serious 
challenge that business and government must address.”

mr Cridland was right to use his new Year message to highlight the inadequacy 
of low paid work for millions of people in britain, and to pose the challenge to 
business and government of building a fair and well balanced economic recovery. 
his contribution is very timely.

this interim report from the Living Wage Commission shows the scale of britain’s 
low pay problem. For the first time the majority of people in poverty are actually 
in paid employment. the nature of poverty in britain is changing. the idea of 
‘making work pay’ increasingly sounds like an empty slogan to the millions of 
people who are hard-pressed and working hard, often in two or three jobs, and 
struggling to make a living. meanwhile, the whole of the uK picks up the bill in tax 
credits, in-work benefits and decreased demand in the economy. 

the economy is showing the first signs of recovery. unemployment is going 
down and there is optimism in the air. however, millions of people in work spent 
Christmas 2013 worrying about increasing debts, rising bills and how they might 
put food on the table. 

in order to make sure this young recovery matures in a way that is just, it must 
be assessed by a measure of fairness. this must focus upon re-establishing the 
principle of making work pay. For business, there is no better measurement of 
fairness and decency than paying a Living Wage to every employee.

A Living Wage is a basic, but socially acceptable income calculated by the greater 
London Authority and the Centre for Research in social Policy. importantly for 
those receiving it and unlike the legal national minimum Wage, it rises as living 
costs rise. A Living Wage allows those that receive it an income that is sufficient to 
live on. A Living Wage means parents being able to spend time with their families 
instead of working all hours of the day and night. A Living Wage means full-time 
workers can be independent, no longer having to rely for their survival on credit, 
food banks and other tax-payers. 

We know that not every employer could afford to implement a Living Wage right 
now. Yet we also know there are definitely employers that are able to pay a Living 
Wage but choose not to.

i have the great privilege of serving as the Archbishop of York. York is a city with 
a great story of mixing strong industry with a social responsibility. the Rowntree 
brothers did not just provide jobs and chocolate. they saw their business 
endeavours as a crucial part of society and recognised a duty to contribute to that 
society. today, that same spirit of fairness and responsibility sees the City of York 
Council proudly displaying the badge of Living Wage accreditation. 
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The Uk is 
becoming 

increasingly 
unequal

it would take 
a full-time 
cleaner 13 

years to earn 
what top 

footballers 
earn in a week.

employers 
that can 

pay a living 
wage must.

With the launch of the Living Wage Commission’s interim report, i am sending out 
a challenge to responsible employers across the uK. the scale of the problem of 
low pay in britain is enormous. it needs a series of responsible commitments from 
employers to correct it. 

making work pay at the bottom of the income distribution is often seen as a huge 
challenge. Yet pay at the top continues to rise. the uK is becoming increasingly 
unequal. What better example of pay inequality is there than in the country’s 
football clubs? Research from Citizens uK shows it would take a full-time cleaner 
13 years to earn what top footballers earn in a week. Football clubs are important 
institutions in communities across the uK. they should be setting an example to 
employers nationwide.

it is of great significance that my fellow Commissioners from business, trade 
unions and civil society have come together to look at how to increase the spread 
of the Living Wage, as well as the business case and the contribution it can make 
to our economy.

i am delighted that John Cridland has joined politicians of all parties in exploring 
how we can build a fair economic recovery that raises living standards for 
everybody. however, low paid workers need pay, not platitudes. employers that 
can pay a Living Wage must. they should choose between continuing to make 
gains on the back of poverty wages, or doing the right thing and paying a fair 
wage for a hard day’s work. 

the Living Wage is about making work pay. And what better answer is there to the 
rise of working poverty than making sure work pays?
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low paid 
workers 

are being 
squeezed from 

both sides as 
sharp rises in 

living costs are 
compounded 
by stagnating 

wages.

one in every 
five workers 

are paid less 
than they need 

to maintain 
a basic, 

but socially 
acceptable 
standard of 

living.

exeCutive summARY
britain has a low pay problem and it is getting worse. While 
britain’s economy begins a nascent recovery, this report shows 
that there is a very real danger that the nation’s increased growth 
will not reach the lowest paid. 

Low paid workers are being squeezed from both sides as sharp rises in living costs 
are compounded by stagnating wages. 

the Living Wage Commission has been tasked with looking at the case for a 
Living Wage and how a significant extension of coverage could be used as a tool 
to tackle working poverty in britain. this paper sets out the problems of working 
poverty and low pay in detail, with further reports over 2014 setting out possible 
solutions. 

the challenge for businesses, campaigners and policymakers is to make sure that 
britain’s recovering economy benefits all of britain’s people.

the reality of low pay
For the first time, the majority of people in poverty in the uK are working. one in 
every five workers are paid less than they need to maintain a basic, but socially 
acceptable standard of living.

Working families are increasingly having to turn to food banks and credit to make 
ends meet. 

stagnating wages and rising living costs hit those with the lowest income hardest. 
As prices rise and wages remain low, more and more low paid workers are finding 
it more and more difficult to get by. 

this report finds that:

•  the number of people paid below a Living Wage has increased by more 
than 400,000 in the last 12 months. 

•  the prices of ‘everyday’ items have risen faster than high priced goods. 
food costs 44% more than in 2005 and energy costs have more than 
doubled, while vehicle costs have remained stable and the cost of 
audiovisual equipment has halved.

•  Children of parents on low pay are less likely to achieve at school 
compared to their peers at every stage of their childhood education. 

•  A Living Wage employee gets nearly double the amount of family time 
during a typical working week as somebody on the national Minimum 
Wage.
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economic 
growth alone 

will not 
necessarily 

solve britain’s 
low pay crisis.

low paid 
employment 

costs the 
taxpayer 
between 

£3.6billion and 
£6billion a year.

Through local 
community 
campaigns 

citizens 
Uk and the 

living wage 
foundation 
have won a 

living wage 
in over 500 
workplaces 
across the 

country.

the state of low pay in the uk
britain’s economy is showing sustained signs of recovery after the worst recession 
since World War ii, yet more and more workers are falling into low pay. the 
juxtaposition between increases in economic output and the worsening problem 
of low pay is an important one, because it means that economic growth alone will 
not necessarily solve britain’s low pay crisis. 

this report finds that:

•  housing prices have nearly tripled since 1997, increasing at one and a 
half times the speed of wages. the average house costs 87 times as much 
today as it did fifty years ago. 

•  Weekly household expenditure for the poorest 10 per cent of households 
has risen at more than double the rate of the richest 10 per cent of 
households over the last 10 years.

•  the uk ranks among the most unequal countries in the world.

the drivers of low pay and the effect on the uk as a whole
the consequences of low pay are dire for everybody in the uK, not just low 
paid workers. Low paid employment costs the taxpayer between £3.6billion and 
£6billion a year. 

the increase in the number of low paid workers also sucks demand out of the 
economy as there is less money to spend, further increasing the cost of low pay.
there is an ongoing debate over what causes low pay with skills, the polarisation 
of the workforce and the decline of collective bargaining all playing a role.

this report finds that:

•  Wages and economic output began to decouple in 2003, five years before 
the onset of the financial crisis.

•  real average wages have grown by 13% since 1999, whereas economic 
output has risen by four times this rate. this means that economic growth 
alone will not solve Britain’s low pay crisis.

•  Productivity growth and median pay began to decouple in the 1980s and 
median hourly earnings have failed to keep pace with the average value of 
output that workers produce.

the Living Wage as a tool to tackle low pay
there is significant evidence that the Living Wage can be used effectively as a 
tool to improve the living standards of the lowest paid, benefit the productivity of 
businesses, and drive the economy forward. through local community campaigns 
Citizens uK and the Living Wage Foundation have won a Living Wage in over 500 
workplaces across the country. 

over the coming months the Living Wage Commission will look closely at the case 
for a Living Wage and at the role the Living Wage can play in tackling the uK’s low 
pay problem.
 



8

working for poverty: The scale of the problem of low pay and working poverty in the Uk

The living 
wage 

embodies the 
notion of a 

fair day’s pay 
for a fair day’s 

work and gives 
recipients 

independence 
from the 

various forms 
of support 

many are 
forced to rely 

on.

This interim 
report from the 

living wage 
commission 

focuses on the 
scale of the 
problem at 

hand - low pay 
in britain today.

intRoDuCtion
“Where companies can afford to pay the Living Wage”, the Prime 
minister David Cameron recently told an audience at the World 
economic Forum, “i think they should.” 

the modern Living Wage was an idea born from local community campaigns that 
is now championed by businesses, politicians, and across civil society. the Living 
Wage is a measure of income that allows an employee to have a basic but socially 
acceptable standard of living. the Living Wage embodies the notion of a fair day’s 
pay for a fair day’s work and gives recipients independence from the various forms 
of support many are forced to rely on. 

the campaign for a Living Wage as we now know it began in 2001 as a group of 
London Citizens members founded the modern uK Living Wage Campaign in east 
London. since then, Citizens uK have established the Living Wage Foundation to 
accredit Living Wage employers and campaigns have rolled out across the uK. 

support for the Living Wage continues to grow. over 500 employers and major 
service providers now have Living Wage accreditation, including the Ftse 100 
companies sse, Aviva, barclays, Pearson, Resolution and Legal & general. 
employers commit to paying everybody in their employment at least a Living 
Wage, including contracted workers. A recent poll found that 84% of the public 
think that employers should be paying wages that better reflect the cost of living.1 

the Living Wage Commission has been tasked with looking at the case for a 
Living Wage and how a significant extension of coverage could be used as a tool 
to tackle working poverty in britain. this includes analysis of the related issues 
around low pay, examination of the opportunities and barriers around the Living 
Wage, consideration of the roles of government, businesses and campaigning 
groups, and the subsequent development of recommendations on using the 
Living Wage to address low pay in britain. 

this interim report from the Living Wage Commission focuses on the scale of the 
problem at hand - low pay in britain today. in the following months the Living 
Wage Commission will look closely at how the Living Wage can be used to tackle 
this rise in the number of people on low pay, and how to increase the coverage of 
the Living Wage to make this happen.
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This report 
uses the 

‘number of 
people paid 

below a living 
wage’ to 

demonstrate 
the number 

of people 
currently 

being paid 
less than they 

would need 
to live a basic, 

but socially 
acceptable 

standard of life.

LoW PAY, PoveRtY AnD the 
Living WAge: A guiDe to teRms, 
meAsuRes AnD DeFinitions
Living Wage
the Living Wage is an hourly wage defined as the minimum amount of money 
needed to to enjoy a basic, but socially acceptable standard of living. the Living 
Wage is a voluntary rate calculated by the greater London Authority’s Living Wage 
unit in London and the Centre for Research in social Policy for the rest of the uK. 
there is a separate rate for London to reflect the comparatively higher cost of 
living to the rest of the country, particularly with housing costs. 

the 2014 rates are £8.80 in London and £7.65 in the uK. the Living Wage rates 
are announced in november each year by the mayor of London and the Living 
Wage Foundation, the organisation set up by community organisers Citizens uK 
to accredit Living Wage employers. the Living Wage rates change according to 
the cost of living which means that they have risen successively over the last few 
years as the cost of living has increased. 

this report uses the ‘number of people paid below a Living Wage’ to demonstrate 
the number of people currently being paid less than they would need to live a 
basic, but socially acceptable standard of life. it is a particularly relevant measure 
given that the Living Wage Commission will be looking specifically at how the 
Living Wage can be used as a tool to deal with low pay nationally.

national Minimum Wage
the national minimum Wage (nmW) is the minimum hourly rate of pay that 
all workers are entitled to by law. While the Living Wage acts as a voluntary 
benchmark, it is illegal for employers to pay employees below the nmW. the 
nmW is set annually by the secretary of state for business, innovation and skills 
under the advice of the Low Pay Commission (LPC). the LPC recommends pay 
levels at the highest possible level “without any significant adverse impact on 
employment or the economy”2 and therefore does not take into account the 
changing cost of living, as the Living Wage does. the nmW changes for different 
age groups and there is a lower nmW for apprentices. the 2014 rate for workers 
aged 21 and over is £6.31 an hour.

this report refers to the national minimum Wage to demonstrate the hourly 
income of the lowest earners. in 2012, 11% of all employees aged over 21 in the 
uK were paid within 10% of the nmW.3 

Pay and household income
Low pay and low household income are linked, but they are not one and the 
same. the Living Wage and the national minimum Wage are hourly rates of pay. 
however, pay is only one source of income. other sources can come from social 
security benefits and tax credits, savings and investments, and compensation. 
Low pay is measured by individuals, whereas low income and levels of poverty are 
measured by households.
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not everybody 
in low pay is 

in poverty, as 
many low paid 
workers will be 
supplementing 

other 
household 

income.

relative 
income poverty 

is a defined 
measurement 

as less than 
60% of median 

income 
before or after 
housing costs.

this report builds up a picture of low pay and working poverty using a balance 
of statistics. it is important to note that not everybody in low pay is in poverty, as 
many low paid workers will be supplementing other household income. however, 
for the first time, the majority of those in poverty are in work. Low pay and poverty 
are becoming increasingly intertwined, and this report focuses on the reality of 
low pay for those millions of low paid workers in poverty. 

however, this report does not make the assumption that households always share 
total household income equally. For low wage earners in middle to high income 
households, the majority of whom are women, pay represents a crucial opportunity 
for independence and is therefore a key driver of a more equal society. 

relative poverty and relative income poverty
Poverty today is a relative concept. those in relative poverty are those that are 
significantly worse off than the majority of the population. Relative income poverty 
is a defined measurement as less than 60% of median income before or after 
housing costs. 

this report refers to relative poverty levels to outline the situation for the poorest 
in society. it is especially relevant as the Living Wage is calculated in order to 
provide workers with a basic, but socially acceptable standard of living. those in 
relative poverty are those without this basic, but socially acceptable standard of 
living, and are increasingly in work.

it should be noted, however, that there is a debate around definitions of ‘relative’ 
poverty. As the definition is relative, widespread drops in living standards and 
wage stagnation across the income distribution can mask some of the sharper 
effects at the bottom of the distribution. this is because the poorest households 
have the smallest elasticity in their budgets (as outlined in Chapter 1) and 
therefore hold their feet closest to the fire when living costs increase. 

relative low pay 
Relative low pay is used by the Resolution Foundation in their series of reports 
on Low Pay britain. it is defined as two-thirds of gross hourly median pay among 
all employees. it is used in this report to demonstrate the historical advent of 
low pay.

Median income
median income measurements are used in this report to demonstrate how trends 
have affected the entire income distribution. While some trends, such as the 
polarisation of the workforce, have a proportionally stronger direct impact on the 
lowest paid, others, such as the cost of living, are affecting all income groups. 
however, while the cost of living does affect all income groups, the impact for 
those households in the lowest income groups is often greatest, because these 
households have less budget elasticity, and are therefore less able to deal with 
income and expenditure shocks, such as pay cuts or price rises.
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we work, eat 
and sleep. 

There are no 
extra benefits 

we can claim to 
help us. There 
is little we can 

hope to do 
but keep on 

working.

we often 
spend days 

apart. This is 
due to my low 

pay and the 
need for me 
to do sleep-

in duties as a 
carer to garner 

something 
like a liveable 

income. 

CASe StuDy 1: PAuL’S Story

Paul is a support worker in the care sector in the north West 
of england. his partner is a youth worker in the youth justice 
sector for the local Borough Council. they have a sixteen year 
old daughter and are both paid below the Living Wage.

“i started work for my current employer in 2009 and have never been given 
a pay rise. During this time i have experienced a palpable leap in the cost 
of living. my wife started her employment in 2010 and she has witnessed a 
drop in the amount of money she is paid for her considerable and anti-social 
working hours.

We are both working full-time, living in local housing association rented 
accommodation and we are always struggling to pay our way. We have no 
luxuries, we have not been on holiday and we do not socialise. We work, eat 
and sleep. there are no extra benefits we can claim to help us. there is little 
we can hope to do but keep on working in the hope that we will eventually 
see some ‘light at the end of the tunnel’.

i have juggled our debt as best as i am able to. i have moved some debt 
onto zero interest credit cards which have given us an 18 month window 
to clear some debt without accruing the hefty interest charges which 
would be crippling.

We are substantially in arrears with the rental of our home. the landlord is 
attempting to negotiate a payment plan to help us to manage this debt. We 
avoid doing so to enable us to more flexibly manage our debt. one week we 
can pay a little off our rental debt but the next we must buy food and fuel, 
pay outstanding vets bills, and more besides.

We often spend days apart. this is due to my low pay and the need for me 
to do sleep-in duties as a carer to garner something like a liveable income. 
We can often only communicate through rushed text messages and leaving 
voicemails for each other.  our sixteen year old daughter misses us both 
greatly. We did not even have a day out together as a family in 2013.”
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while some 
low paid 
workers 

supplement 
other higher 

incomes in 
the same 

household, 
many more 
are forced 

into working 
poverty.

living costs 
have risen 

substantially 
across the 

entire income 
distribution, 

yet they affect 
those in low 

pay the most.

1.1 introduction
britain has a low pay problem. there are 5.24 million workers in britain paid below 
a Living Wage. this an increase of 420,000 over the last 12 months. that means 
more than one in five workers are paid less than the amount they need to enjoy a 
basic, but socially acceptable standard of living.4 

For the first time, the majority of people in poverty in the uK are working. While 
some low paid workers supplement other higher incomes in the same household, 
many more are forced into working poverty. Pay also provides those on low 
wages that are contributing to a middle to high household income the crucial 
opportunity for independence. this means pay is of particular importance to 
gender equality, as the majority of low paid workers are women.5 

in low income households, low pay and working poverty mean a worse diet, 
higher risk of health problems, more debt, and children attaining less at school at 
every stage of their childhood education. most tragic of all, low pay often means 
being trapped in low pay with no chance of progression. For many, rather than 
being the lowest rung on the ladder, low pay is a life-long existence that passes 
from generation to generation.

1.2 Cost of living
the rising cost of living places more and more pressure on the lowest paid. the 
significant increases in living costs have exacerbated the trend towards low pay in 
the uK. Living costs have risen substantially across the entire income distribution, 
yet they affect those in low pay the most. the lowest income households typically 
have less elasticity in their household budgets and even the smallest rises in 
prices have significant impact on quality of life. this much is illustrated by howard 
Reed’s analysis of the bank of england’s study that showed for every pound lost 
in income for lower income households, spending is reduced by 78p. For higher 
income households, this is just 45p.6 

housing costs dominate the cost of living. A recent Resolution Foundation report 
found that at least 1.3 million families in england on lower incomes have to spend 
more than a third of their net income on housing.7 Figure 1.2.1 shows that housing 
prices have nearly tripled since 1997 – one and a half times the amount by which 
wages have increased. in fact, houses cost 87 times as much today as they did 
fifty years ago. the rising cost of housing and the effects on rental rates mean that 
more and more low paid workers are looking for social housing to save on costs. 
the demand for Local Authority housing has increased by 65% since 1997.8 

the cost of living is rising faster for lower income households than high income 
households. Weekly household expenditure for the poorest 10 per cent of 
households has risen at more than double the rate of the richest 10 per cent 
of households over the last 10 years. the annual household expenditure of the 
lowest decile income group has risen by £2990 in ten years. the annual rise in 
prices are occurring at a rate faster than wage increases. the weekly expenditure 
of the poorest 10 per cent rose by 42% from 2003 to 2012, 5% more than the 
national minimum Wage over the same period. With constantly rising living costs, 
the challenge for pay growth is therefore greater, so as to keep the poorest above 
the poverty line.
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1.3 Child poverty
two thirds of children in poverty live in a household where an adult works, and 
in three quarters of these households, an adult is working full-time.9 Children 
growing up with parents on low pay will see less of their parents, and are more 
likely to achieve less than better off peers at every stage in the early education 
system. According to DWP statistics, there are currently 2.3 million children living 
in poverty in the uK (1 in 6 children)10 and the iFs expects this figure to rise to 3.4 
million (1 in 4 children) by 2020.11 the Chair of the government’s Child Poverty 
and social mobility Commission recently remarked that “the principal problem [of 
child poverty] seems to be that those working parents simply do not earn enough 
to escape poverty.” Parents working long hours for low pay have less time to 
spend with their children12 and these children are on average already 9 months 
behind their peers by the age of 3, three terms behind by the end of primary 
school,13 and only 13% will go on to higher education, compared to 32% of their 
better off peers.14 in fact, children are 17% more likely to die in their infancy where 
they grow up with parents on the three lowest tiers of employment, compared 
to the average child.15 in addition to a need for early intervention in early years 
education, it shows the cyclical nature of low pay and working poverty. Children 
growing up in poverty too often do not get the skills they need to go on to do 
high paying jobs. 

1.4 Diet and food poverty
Low pay is closely linked with food poverty and unhealthy diets. the Church 
Poverty Action group found that at least four million people in the uK do not 
have access to a healthy diet,16 and the office for national statistics have shown 
that there is a difference of over one portion of fruit a day per person between 
the highest and lowest income groups. A 2012 Defra study showed the poorest 
households were only able to buy 2.7 portions of fresh fruit and vegetables a day17 
- a 30% decline from 2006 and considerably lower than the average of 4 portions 
a day. 

Food prices have risen by 44% since 2005.18 the result has been that the poorest 
households with no elasticity in their budgets are increasingly turning to food 
banks to nourish themselves and their families. the trussell trust had 350,000 
people receiving three days emergency food from them between April and 
september 2013, triple the numbers helped in the same period in 2012. 

the trussell trust themselves are very clear that urgent government action is 
needed to reverse the trend in food bank usage, referring to the increasing 
appearance of “working people coming in on their lunch–breaks”.19 

1.5 fuel poverty
Low paid workers often face a choice between heating and eating. in 2011 there 
were 926,000 working households in england needing to spend more than 10% 
of their income on fuel to maintain a satisfactory heating regime.20 Figure 1.4.1 
shows how average electricity, gas and water bills have risen by 88% in the last 
five years alone. Apart from 2010, there were year on year rises of as much as 
12.2%. Crucially, these rises do not take into account the recent announced 
energy price hikes by the big six energy suppliers, which will take this amount 
even higher. the national Audit office expect bills to rise for a further 17 years.21 
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Price rises also hit the poorest hardest. the institute for Fiscal studies reported 
in 2011 that lower-income households reduce their consumption of fuel 
proportionately more than higher-income households when fuel prices increase. 
the poorest households reduce their fuel consumption by 6% for every 10% price 
increase, whereas median income households keep their fuel constant.22 this 
demonstrates the lack of elasticity in household budgets for low paid workers 
and the real choice of heating or eating, with many low paid workers increasingly 
having to go cold and hungry during the winter.

figure 1.5.1: Average cost of utility bills, 2007-12

 

Avg 
electricity 

(£)
Avg gas 

(£)
Avg 

Water (£)

Avg 
Combined 

(£)

% rise 
from 

previous 
year

% rise 
from 
2007

2007 366 516 352 1234   

2008 425 604 355 1384 12.2 56.9

2009 430 680 359 1469 6.1 66.6

2010 418 658 357 1433 -2.5 62.5

2011 453 719 356 1528 6.6 73.2

2012 479 800 376 1655 8.3 87.6

Sources: DeCC, Average annual domestic gas bills (QeP 2.2.3) and Average 
annual domestic electricity bills (QeP 2.2.1) As at 18th Dec 2013. ofwat, Average 
household bills 2011-12 (2012) and ofwat, Pn 03/13 Water and sewerage bills to 
increase (Feb 2013)

1.6 the poverty premium
not all prices have risen at the same rate. An analysis of the Consumer Price index 
from 2005 to 2013 shows that prices for ‘everyday’ items have risen faster than 
higher cost items. As Figures 6.1 and 6.2 show, as well as food costs rising by 44% 
since 2005, electricity, gas and other fuels have more than doubled in that time. 
however, the purchase of vehicles, for example, has remained roughly the same 
price, and the price of audio-visual equipment is now less than half of what it 
was in 2005. even with this constancy or fall in price, these are goods likely to be 
outside the budget of a low wage.

this contributes to the ‘poverty premium’, the additional costs that lower income 
households face. save the Children estimate that lower income households pay 
an extra £1,280 a year on goods and services than higher income households. 
this is because of the increased inflation on certain goods and the relatively 
higher prices for services.23 For example, low paid workers are much less likely 
to buy annual season tickets than higher income workers. in London, a 7 day 
travelcard for Zones 1 to 6 costs £57.20. Whereas if the same commuter was able 
to afford an upfront annual season ticket at £2,288, they would only spend £44 
each week - a 23% saving.24 similarly, consumer website uswitch.com notes that 
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energy customers paying by prepayment meters pay £138 a year more than those 
paying by Direct Debit.25 the poverty premium represents another cyclical barrier 
for those low paid families that are trapped by debt as living costs spiral and pay 
remains low.

figure 1.6.1: Change in the Consumer Price indices, Annual 
Average 2005 - 2013

 2005 2006 2007 2008 2009 2010 2011 2012 2013

CPi (overall 
index) 100.0 102.3 104.7 108.5 110.8 114.5 119.6 123.0 126.1

electricity, 
gas and 

other fuels 100.0 124.8 133.8 158.5 169.6 164.9 181.2 195.7 209.7

food 100.0 102.3 107.0 117.7 124.3 128.1 134.5 138.7 144.3

Purchase of 
vehicles 100.0 99.5 99.5 97.4 98.7 103.0 103.8 103.1 102.2

Audio-visual 
equipment 

and related 
products 100.0 89.4 79.8 69.0 61.4 58.1 52.4 48.3 45.9

Source: ons, Consumer Price Indices: CPI Detailed indices annual average: 1999 
to 2013.

figure 1.6.2: Consumer Price indices, 2005 - 2013
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1.7 Debt
Alongside the uK’s low pay problem, there is also a highly prevalent level of debt. 
the two are closely interlinked. many low paid workers are having to borrow more 
and more to make ends meet. 

this debt runs across the income distribution with 8.8 million people over-
indebted according to the money Advice service. the majority, 5.1 million, are 
in work and 2.9 million of these have a household income of below £15,000. 
the regional spread is similar to the spread of low pay too - both are focused in 
northern ireland, Wales, the east midlands and Yorkshire. 

1.8 Low pay and progression
For thousands of low paid workers, low pay is a permanent state, rather than the 
first rung on the pay ladder. Resolution Foundation tracked low paid workers from 
2002-2012 and found that only 18% had escaped low pay by 2012. 1.3 million 
employees remained stuck in low pay for the subsequent decade, and a further 
2.2 million workers held higher paid jobs but returned to low paid jobs by the end 
of the decade.26 this further outlines the lack of opportunity for low paid workers 
and the barriers they face to progression. Research from the Centre for economic 
& social inclusion and the trust for London showed that 5.4 million people across 
the uK are stuck on low pay for a year or more.27 

1.9 Lack of family time
A Living Wage employee gets nearly double the amount of family time during a 
typical working week as somebody on the national minimum Wage. While many 
low paid workers struggle to get the hours they want, those that do work more 
hours find little time to meet friends, spend with their family, or engage with their 
community. these problems are exacerbated by the additional travel time spent 
working more than one job - a reality felt by 1.1 million people in the uK.28 
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Calculating the lack of family time for Minimum 
Wage workers

in order to take home the same wage a Living Wage employee would receive 
for a typical 37.5 hour week’s work, minimum Wage earners would need 
to work 52.3 hours a week in London, and 45.5 hours a week outside of 
London. on a typical monday to Friday working week, this is equivalent to 
10.5 hours a day in London and 9.1 hours a day outside of London (rising to 
11.5 and 10.1 hours if you include a one hour lunch break). so, for example, 
a worker doing a monday to Friday job in London on the nmW, getting 
the government’s recommended amount of sleep each night and with an 
average commute, would only get 3 hours and 45 minutes to spend as they 
wish each weekday. the same employee would get 6 hours and 45 minutes 
of time each day if they were paid a Living Wage. this is an extra 3 hours a 
day and almost double the amount of time that a minimum Wage worker 
would have to spend time with their family, or spend as they wish.29 it shows 
how those in low paid jobs have little work-life balance and have to sacrifice 
time with children and social engagements, which can often lead to other 
problems further down the line.

1.10 the disproportionate impact on certain groups
Low pay is more likely to affect certain groups in society. Women, young workers, 
the disabled and those in part-time or casual employment are more likely to be 
paid under a Living Wage.30

KPmg research from 2013 showed that 27% of female employees are paid 
below the Living Wage, compared to 16% of male employees31 and 2.9 million 
women are paid below the Living Wage. in addition to this, research from the 
Work Foundation and tuC shows that there are three times more young women 
employed in low-paid, low-skilled jobs than 20 years ago, though this partly 
reflects the fact that more women have entered the workforce.32

Figure 1.10.1 shows how the number of women paid below the uK Living Wage 
has also risen more quickly than the number of men paid below the same amount. 
there were 267,500 more women paid under the uK Living Wage at the end of 
2013 than in 2011, nearly double the increase in men, 143,000. this accounts for 
an 8% rise in the number of women, compared to a 6% rise in the number of men. 
it shows that the gender inequality in low pay is growing, rather than contracting.
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figure 1.10.1: Men and Women paid under the uk Living 
Wage, 2011-2013

 
 

Men 
(thousands)

Women 
(thousands)

year Less than 16-17 18-20 21+ 16-17 18-20 21+

2011 £7.20 107 420 1700 136 454 2844

2012 £7.45 115.5 401.5 1795 132.5 462 2979.5

2013 £7.65 110 383 1877 135 447.5 3119

Source: Distribution of Low Paid Jobs by 10p Bands, 1998 to 2013 (ons, 
December 2013)

‘Women make up 60 per cent of those paid below a Living 
Wage.33

Younger workers are more likely to be paid below the Living Wage. in fact, just 
under 50% of those paid below the Living Wage are aged 30 or under.34 those 
with a disability are 5-10% more likely to be in low paid work than able bodied 
workers.35 Part time workers represent the majority of workers paid below the 
Living Wage with 3,041,000 being paid below a Living Wage, compared to 
2,196,000 full-time workers under a Living Wage.36 

Further information on who is paid below a Living Wage is available in the paper 
the Living Wage: Context and Key issues prepared by the smith institute for the 
Living Wage Commission. 

 

40%60%

40%60%

Part time workers represent the majority of workers paid below the Living Wage with 3,041,000 being paid below a Living Wage, 
compared to 2,196,000 full-time workers under a Living Wage. 

Part-time 
workers

3,041,000

Full-time 
workers

2,196,000
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CASe StuDy 2: BeCCA’S Story

Becca lives in Leeds and has worked in minimum wage jobs 
since she was a teenager. now in her thirties, she has a degree 
and wants to start up her own business, but she can not find the 
money or the time.

“i have pretty much always worked for minimum wage. i worked in an office 
photocopying for two years, i have worked in customer service, i once sat 
watching a tv screen and counting cars on clickers. i’ve done all sorts. 

From 2005 to 2007 i worked full-time at French Connection in Leeds City 
Centre. my pay was minimum wage. i had built up a lot of debt in my early 
twenties and despite working full-time i was barely making enough to pay off 
the minimum each month. i ended up moving back in with my parents to try 
and save some money. i couldn’t have afforded to live on my own, even if i 
had wanted to.

in 2007 i decided to go back to college. i did a Foundation degree in Art 
& Design, which i was awarded a Distinction for, and then from there i went 
to university to study a Printed textiles degree. i worked the whole time i 
was studying, nearly always in minimum wage jobs. however, on leaving 
university i couldn’t find a job in my field. i decided the best route to earning 
more would be to get a part time job and start up my own textiles business. 
early last year i got a job cleaning commercial businesses and received 
£6.50 an hour. it is probably the hardest work i’ve ever done. i developed 
tendonitis in my left hand and wrist. i’m sure you can understand what a 
worry that is for a left handed artist! At the end of the day i would often be so 
tired i would feel ill. 

i have just secured a new job in retail in Leeds City Centre. When i start i 
will have to work all day every day, seven days a week if i want to carry on 
developing my business and make ends meet. i see my business and my 
degrees as a route out of minimum wage jobs. but i struggle to find the time 
and the money to invest in my business. suppliers charge much more per 
item in smaller orders, and i cannot get the loans i’d need to make a proper 
go of it. 

Despite all this i feel lucky to have a roof over my head and a loving family. 
A Living Wage would mean a lot to me, but it would mean a lot for all those 
people who have a good head on their shoulders, who may not have had 
the best opportunities in life, who struggle every day to feed and clothe their 
families. they work really hard, and yet they don’t get a wage they deserve. 
they are mistreated by their employers, their job satisfaction is low, they feel 
undervalued. Yet they have to work harder and harder to keep their jobs. “
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2.1 introduction
income distribution has become less equal in recent years. While the share of 
the uK’s income going to the top earners has increased, the number of people 
earning below a Living Wage continues to increase too. growth and wages 
became decoupled in the years preceding the financial crisis of 2008, and wages 
have since stagnated across the income distribution. this means that those 
workers on the lowest pay with the lowest amount of disposable income are 
bearing the brunt of rising prices more than any other group. the state of low pay 
in the uK is now a major cause for concern. 

2.2 in-work poverty
the nature of poverty in the uK is transforming. While overall poverty rates are 
falling - the 21% rate this year is the lowest since 2004/05 - the nature of poverty 
is changing dramatically. For the first time, there are now more people in working 
poverty than out-of-work poverty. 6.7 million of the 13 million people in poverty in 
the uK are in a family where someone works. that is 52% of the total.37 

this has occurred partly due to the success of measures designed to target out-
of-work poverty. For example, relative pensioner poverty has fallen to its lowest 
level since records began in 1961 because of the significant expansion of state 
pensions and benefits. even since the recession, pensioner poverty has continued 
to fall by a quarter. Relative child poverty has also fallen because of an increase in 
targeted benefits for lone parents and couples with children who have no one in 
work.38 

Conversely, working poverty has increased. the majority of poor working-age 
adults and children live in families containing at least one worker. the iFs have 
stated that “it is low hourly wages rather than low hours of work that are most 
strongly linked to being in poverty”.39 this statement has been echoed by Alan 
milburn, Chair of the government’s social mobility and Child Poverty Commission 
(smCPC), stating that “today child poverty is overwhelmingly a problem facing 
working families, not the workless or the work-shy”.40 the smCPC’s first annual 
report made several references to the Living Wage as a key part of the solution to 
tackling child poverty.41 

2.3 A recent history of low pay
Low pay and poverty are two sides of the same coin. When we look at low pay 
and poverty over the last few decades, we can see how the two paths have 
followed a similar journey. 

the iFs note that poverty rates increased substantially during the mid-to-late 
1980s, still rising in the early 1990s before falling from the mid-1990s onwards.42 
During this same period, the Resolution Foundation found that the incidence of 
relative low pay increased substantially from a low of 15% in 1975 up to a peak 
of 23% in 1996, and has not changed significantly since, standing at 21% today.43 
the note in the introduction outlines how widespread wage stagnation can 
sometimes obscure the real struggle more and more workers at the bottom of the 
income distribution face. 

the financial crisis of 2008 was not the initial trigger for poverty increases and 
wage stagnation. these trends began in the mid 2000s. Relative poverty fell by 
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4.6 percentage points from 1997 to 2005, before beginning to rise again by 3.3 
percentage points from 2005 to 2008. similarly, following year on year average 
wage increases, there has been wage stagnation across the income distribution 
since the mid 2000s as figure 3.8.1 shows. it is at this point that economic growth 
became decoupled with wages. While the uK economy saw ongoing growth until 
2008, wages began to stagnate in the mid 2000s. 

Following the financial crisis in 2008, the economy moved into recession, wages 
continued to stagnate, and prices rose. Resolution Foundation note that while the 
uK has experienced lower levels of unemployment than in previous recessions, 
the pain has come in the wage squeeze in which the cost of living has risen at a 
faster rate than pay over the succeeding years.44 this response to the state of the 
overall economy and the drop in demand has meant that the large scale drop in 
employment seen elsewhere in europe has been avoided. of course a sharp rise 
in unemployment would have had even more destructive effects on the economy 
as expenditure on welfare would have risen and demand would have dropped 
even further. therefore the wage sacrifice can be seen to have helped the country 
through the recession. however, it has meant that real wages have fallen further 
and further away from prices, leading to more frequent instances of the lowest 
paid needing support to get by. 

throughout this time, a variety of different government interventions were 
practiced with varying results. these included the equal Pay Act (1970), the 
employment Protection Act (1975), the Fair Wages Resolution (1983), wages 
boards, and most recently the introduction of the national minimum Wage in 
1999. in their paper for the Living Wage Commission (see extract 2.3.2), the smith 
institute explain the debate over the effectiveness of each of these measures, 
concluding that “the statutory setting of wage floors (or their removal) can have a 
significant effect (either positive or negative) on the incidence of low pay”.

extract 2.3.2: the trajectory of low pay from 1968 to 2008
The trajectory of low pay over the 1968-2008 period requires some 
explanation. It can be seen that the incidence of low pay reduced quite 
significantly in the early-middle 1970s. According to the Resolution 
Foundation, this is a consequence of the implementation of the Equal Pay 
Act 1970. Others have however argued that the implementation of incomes 
policies in this period, which had the effect of restraining income growth at 
the top at the same time as low incomes were improved. This was especially 
the case in the period of the Social Contract (1974-77) when policy was 
deliberately designed to improve the position of the lowest paid.

The spike in 1993 is therefore explained by the abolition of wages councils 
where the removal of the sectoral wage floors meant that those on low 
incomes saw little or no improvement in their earnings until the period just 
before the introduction of the NMW in 1999. It is also clear that employers 
paying very low wages made some effort to anticipate the introduction of 
the NMW, which explains why the percentage of employees paid less than 
half median earnings fell from 1996 onwards (the small movement upwards 
in 2000 reflected the fact that the NMW only increased by 10p that year).

Source: the smith institute / Living Wage Commission, The Living Wage: Context 
and Key Issues (september 2013)
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2.4 inequality
the uK ranks among the most unequal countries in the world. According to an 
analysis of the gini coefficient, which is used to calculate the share of income 
distribution in economies, the uK is the fifth most unequal country out of the 
27 oeCD countries that regularly collect figures on income inequality. Figure 
2.4.1 shows that after mexico, the united states, israel and Portugal, the uK’s 
share of the wealth is amongst the least fairly distributed in the world. Figure 
2.4.2 presents a closer look at the uK’s rising inequality since 2004, years before 
the economic crisis took hold. in comparison with a fairly stable oeCD average, 
inequality has grown from 0.331 in 2004 up to 0.345 in 2009, with a short drop in 
inequality to 0.341 in 2010. Again, the fact that inequality was continually rising 
well before the economic crash in 2008 serves as a strong reminder that the 
nascent economic recovery may not necessarily be a fair and equal recovery.

this growing inequality is represented by a growing disparity between rewards 
at the top of the income distribution to low pay at the bottom. While the number 
of people being paid below a Living Wage continues to rise, figures from the 
high Pay Centre show that the share of national income going to the top 1 per 
cent of the income distribution has more than doubled since 1979 from 6% to 
14.5%.45 this growing disparity between the top and bottom ends of the income 
distribution is a symptom of an emerging two-tier workforce, which is set out in 
greater detail in Chapter 3. 

this shift in the workforce has created a situation in which both pay at the bottom 
and the top ends of the income distribution are moving further away from the 
average pay packet. indeed, an ‘average’ salary speaks for fewer and fewer 
people. While someone on an annual salary of £500,000 takes home more in a 
month than the average person takes home in a year,46 the minimum wage has 
fallen in value by 5% since 2008. 

Figure 2.4.3 shows that the national minimum Wage is lower today than it was 
ten years ago after inflation is accounted for. the national minimum Wage has 
decreased in real terms year on year since 2008. it is important to note that 
the national minimum Wage is set so as to avoid any further unemployment in 
the economy. therefore this constraint has been a cyclical response to market 
conditions and the need to preserve, rather than reduce, employment. What this 
means, however, is that as the economy begins to show signs of an upturn, the 
lowest paid workers are receiving lower real wages today than they were ten 
years ago.

While the highest paid have felt the impact of the recession in taxation and the 
loss of child benefit, the fact that the biggest share of income is increasingly 
going to fewer and fewer people is a cause for concern. this again outlines the 
challenge to make sure the nascent economic recovery is a fair one that reduces 
inequality, rather than exacerbates it. 
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figure 2.4.1: gini Coefficient of oeCD Countries, 2004-2010

 2004 2005 2006 2007 2008 2009 2010

Mexico 0.474 .. .. .. 0.475 .. 0.466

united States 0.360 0.380 0.384 0.376 0.378 .. 0.380

israel .. 0.378 .. .. 0.371 0.373 0.376

Portugal 0.378 0.373 0.369 0.361 0.353 0.339 0.344
united 

kingdom 0.331 0.335 0.339 0.341 0.342 0.345 0.341

Spain 0.330 0.324 0.315 0.309 0.317 0.333 0.338

greece 0.330 0.340 0.339 0.330 0.329 0.331 0.337

Australia 0.315 .. .. .. 0.336 .. 0.334

Canada 0.322 0.317 0.318 0.319 0.321 0.320 0.320

estonia 0.349 0.337 0.328 0.313 0.315 0.314 0.319

italy 0.330 .. .. .. 0.315 0.312 0.319

korea .. .. 0.306 0.312 0.314 0.314 0.310

Poland 0.349 0.326 0.314 0.314 0.305 0.304 0.305
oeCD 

Average 0.311 0.304 0.310 0.301 0.304 0.305 0.304

france 0.283 0.288 0.293 0.292 0.293 0.293 0.303

netherlands .. 0.284 0.280 0.295 0.286 0.283 0.288

germany 0.285 .. .. .. 0.287 0.288 0.286

Luxembourg 0.258 0.277 0.273 0.273 0.288 0.276 0.270

Sweden 0.234 .. .. .. 0.259 0.269 0.269

Austria 0.268 0.260 0.266 0.265 0.261 0.268 0.267

Belgium 0.270 0.269 0.264 0.269 0.259 0.262 0.262
Slovak 

republic 0.268 0.275 0.249 0.246 0.257 0.261 0.261

finland 0.254 .. .. .. 0.259 0.255 0.260
Czech 

republic 0.267 0.259 0.259 0.255 0.256 0.254 0.256

Denmark .. 0.232 0.239 0.246 0.242 0.238 0.252

norway 0.276 .. .. .. 0.250 0.245 0.249

Slovenia 0.246 0.245 0.241 0.241 0.236 0.247 0.246

iceland 0.257 0.269 0.286 0.279 0.301 0.266 0.244

Source: oeCD statistics, Gini (at disposable income, post taxes and transfers). 
Chile, hungary, ireland, Japan, new Zealand, switzerland and turkey have not 
been included due to insufficient availability of data.
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figure 2.4.2: gini Coefficient of uk and oeCD average, 2004-
2010
 

figure 2.4.3: uk national Minimum Wage adjusted for 
inflation, 2004-13

year nMW adjusted by rPi

2004 6.49

2005 6.58

2006 6.69

2007 6.61

2008 6.86

2009 6.71

2010 6.52

2011 6.45

2012 6.37

2013 6.31

0.35

0.34

0.33

0.32

0.31

0.3

0.29

0.28

0.27

United Kingdom

OECD Average

2004 2005 2006 2007 2008 2009 2010



29

Through tax 
credits and 

other in-work 
benefits, low 
paid workers 
are brought 

up to an 
acceptable 
standard of 

living by the 
taxpayer. while 

kayte lawton 
and matthew 

pennycook 
estimate 

government 
savings to be 
£3.6 billion a 

year from a 
universal living 

wage.

Source: Resolution Foundation, Inflation adjusted minimum wage. Data presented 
in Chalabi, m. Minimum wage: a history in numbers (the guardian, 1 october 
2013)

2.5 the cost of low pay and working poverty
the cost of low pay is shared by everyone in the uK, not just the lowest paid. 
While government tops up incomes through tax credits and in-work benefits, 
the increase in the number of low paid workers also sucks demand out of the 
economy. 

through tax credits and other in-work benefits, low paid workers are brought 
up to an acceptable standard of living by the taxpayer. While Kayte Lawton and 
matthew Pennycook estimate government savings to be £3.6 billion a year from 
a universal Living Wage,47 the iFs say that the treasury would save £6 billion if 
every private sector employer paid a Living Wage to all employees.48 While the 
iFs study does not include the additional costs of public sector employees also 
paying the Living Wage and neither take into account the consequences of any 
unemployment, both studies demonstrate that there is a considerable public 
subsidy made to top up low wages. Lawton and Pennycook’s estimation makes up 
the vast majority of the annual Jobseekers Allowance budget, for example.49 this 
unnecessary dependency on the state shows that work alone is simply not paying 
enough for the lowest paid. 

Low pay also sucks demand out of the economy. stewart Lansley has 
demonstrated that the increase in low pay, coupled with the overall decline in the 
wage share, leads to a decline in purchasing power.50 Less money is ending up in 
the pockets of workers, and the lowest paid workers are the most likely to spend 
the money they do receive. it means less money is being funnelled back into the 
economy, reducing demand and acting as a dampener on future growth. 

While it is important that the proceeds of growth are shared fairly, reducing low 
pay also means the pot to share increases.
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Savings and additional income Amount saved (£ million)

tax Credits 752

income tax 1085

means-tested benefits 371

employer niCs 737

employee niCs 605

total 3550

Source: Lawton and Pennycook, Beyond The Bottom Line (Resolution Foundation 
/ iPPR)

2.6 Sectoral, occupational and regional analysis
Workers paid below a Living Wage tend to be concentrated in certain occupations 
and sectors. For example, 85% of all bar staff and 810,000 sales and retail 
assistants are paid below a Living Wage. of the 5.2 million employees paid below 
a Living Wage, the majority are in just ten occupations (see Figure 2.6.1). given 
that some sectors and occupations contain much higher numbers of people 
under a Living Wage than others, the cost of implementing the Living Wage is 
different for different businesses. Pennycook and Lawton calculated the wage bill 
costs for different businesses and found that bars and restaurants faced a 6.2% 
increase to their wage bill from becoming a Living Wage employer, reflecting the 
higher proportion of sub-Living Wage workers. on the other hand, the banking, 
construction and computing sectors required between 0.2 and 0.5% change.51 
Certain sectors are much more likely to be pinned to the minimum wage. For 
example, before the nmW was introduced in 1999, 30% of residential care 
workers were paid below the initial amount.52 

Tax credits

Amount Saved

Income Tax

Means-tested benefits

Employer NICs

Employee NICs
£752m

£1.085m
£371m

£737m

£605m
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some low pay sectors and occupations are more likely to contain flexible labour 
market practices. For example, zero hour contracts are at their most prevalent in 
hospitality,53 and hotels and restaurants are one of the highest ranking employers 
for part-time workers.54 While this flexibility works for many workers and allows 
for an increase in the diversity of the workforce, zero hour contacts and part-time 
work often mean levels of take home pay are further reduced.

the uK’s different nations and regions also have significantly different levels of low 
pay. northern ireland and Wales, for example, have 26% and 25% of workers paid 
below a Living Wage respectively. in comparison, London has just 17%, although 
it also has the highest number of workers paid below a Living Wage at 586,000.55 

197,000/26%
Northern Ireland

266,000/25%
Wales

600,000/23%
North West

502,000/23%
West Midlands

221,000/23%
North East

479,000/23%
South West

586,000/17%
London

567,000/18%
South East

477,000/24%
Yorkshire and Humber

435,000/20%
Scotland

497,000/22%
East

Levels of low pay

 Source: Markit, Living Wage Research for KPMG (KPMG, October 2013)

No. below Living Wage / % below Living Wage

409,000/24%
East Midlands
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figure 2.6.1: top 10 occupations by proportion paid below 
the Living Wage

rank occupation
number 

(000s)
Median 

wage (£)
Mean 

wage (£)

% below 
Living 
Wage

1 bar staff 176 6.09 6.53 85

2
Waiters, 
waitresses 165 6.10 6.61 85

3
Kitchen and 
catering assistants 460 6.25 6.73 80

4
vehicle valeters 
and cleaners 12 6.57 7.12 75

5
Launderers, dry 
cleaners, pressers 23 6.39 6.98 70

6
Leisure and theme 
park attendants 32 6.49 6.74 70

7
Cleaners and 
domestics 645 6.54 7.31 70

8
sales and retail 
assistants 1152 6.69 7.60 70

9
hairdressers and 
barbers 53 6.56 7.23 65

10 Florists 5 6.68 7.18 65

Source: Living Wage Research for KPMG (markit, 2013)
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figure 2.6.2: top 10 occupations by number paid below the 
Living Wage

rank occupation
number 

(000s)
Median 

wage (£)
Mean 

wage (£)

number 
below 
Living 
Wage

1
sales and retail 
assistants 1,152 6.69 7.60 810

2
Cleaners and 
domestics 645 6.54 7.31 450

3
Kitchen and 
catering assistants 460 6.25 6.73 370

4
Care workers and 
home carers 671 7.89 8.54 270

5

elementary 
storage 
occupations 470 8.24 8.96 170

6 bar staff 176 6.09 6.53 150

7
Waiters and 
waitresses 165 6.10 6.61 140

8

other 
administrative 
occupations 859 9.22 10.47 130

9
Customer service 
occupations 347 8.52 9.36 120

10 van drivers 284 8.15 9.03 100

Source: Living Wage Research for KPMG (markit, 2013) 

ChAPter 2: the stAte oF LoW PAY in the uK



34

working for poverty: The scale of the problem of low pay and working poverty in the Uk

i feel 
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i work really 

hard and wish 
i could make a 

better standard 
of living from 

care work, but 
i worry it won’t 

change. 

CASe StuDy 3: ALAn’S Story

Alan is a care worker in South London and has recently changed 
jobs within the care sector in order to get a small pay rise. 
Despite this, he is still paid under a Living Wage. Alan works 
long twelve hour shifts and does as many shifts as his energy 
allows in order to raise some extra pay.

“i am struggling working in the care sector as it is such a low paid job. it is 
highly demanding, frequently under staffed, and i have to work long hours. 
in my current role i am looking after people living with the early to late 
stages of Dementia and Alzheimer’s. it is a very difficult job at times and both 
mentally and physically challenging, but i enjoy it and get a great satisfaction 
of giving something back to society. the sad thing about it is i can’t make a 
living doing it and my lack of other experience will leave me with no other 
option but to leave London eventually. 

the London Living Wage would make a huge difference to my pay packet 
at the end of the month. i could afford an extra meal during the week or the 
ability just to get on with my living expenses. i work so hard for these people 
i care for but unfortunately i am not paid a decent living wage. i feel let down 
by the current national government, mayor of London and all local councils. 
if these people tried to get on and live on low wages they would see how 
difficult it is. You are always counting down the days to your next pay cheque 
come the end of the month. i feel undervalued in society as i work really hard 
and wish i could make a better standard of living from care work, but i worry 
it won’t change. 

this is my experience of trying to get by on low wages in London. i am sure 
there are thousands like me who are struggling just to get by on a day to day 
basis.” 
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ChAPter 3: WhAt hAs DRiven the Rise in LoW PAY?

3.1 introduction
the number of people in low pay and the problems this causes are getting bigger. 
the number of people being paid below a Living Wage increased by 9% from 
2012 to 2013, up to 5.2 million workers.56 

but why is low pay rising at the rate it is? there is a healthy debate amongst 
economists and commentators as to what has caused levels of low pay to 
increase. this section presents a balance of the key arguments around the causes 
of low pay. the performance of the economy as a whole is a key driver for low 
pay, but will a general upturn in growth, as we are now seeing, filter down to 
wages at the bottom? the figures show that this is not necessarily the case.

3.2 Workforce polarisation
there is general agreement amongst academics that the uK workforce has 
become polarised in the last decade. two job types have rapidly expanded: ‘lousy 
and lovely’ jobs.57 

Craig holmes and Ken mayhew have outlined this trend towards “increasing 
employment at high-paying and low-paying jobs and falling employment for 
middle-income jobs”.58 A Resolution Foundation paper builds on holmes and 
mayhew’s work to argue that “occupational polarisation was accentuated by 
the 2008 crisis”. not only were the numbers of jobs in the middle section of the 
income distribution declining with increasing numbers of jobs either side, but 
there was also rapid growth in low pay sectors such as hotels and restaurants, and 
high pay sectors such as financial services.59 the consensus around the emergence 
of a two-tier workforce does not extend to the causes of this polarisation. there 
are a variety of contributing factors with different economists placing different 
emphasis on each.

3.3 technological developments and skills
many economists argue that technological developments have played an 
important role in the polarisation of the workforce. 

the executive editor of the times and Conservative Peer Daniel Finkelstein 
has argued that “those whose contribution to the economy can most easily be 
replaced by a machine have taken the biggest hit”.60 indeed, an imF study of 51 
countries over a 23-year period from 1981 to 2003 found that ‘technologisation’ 
had “increased the premium on higher skills and higher returns to capital”.61 in 
short, the increasing use of technology means that the high skilled workers that 
can programme and operate the technology receive a boost to their market value, 
but the increased efficiency of the new technology means that it replaces the 
labour of lower skilled staff. 

however, many advanced economies such as Australia, and to a lesser extent 
germany, have managed to cope with technological change with a much lower 
proportion of low paid workers, as demonstrated in Figure 3.3.1. this is because 
technological change also creates many jobs, and countries like Australia and 
germany have been able to successfully ride the wave of technological change 
to create more higher skilled, higher paid jobs in their economy.

the fact that other countries have managed to cope relatively better than britain 
in this respect is therefore more likely to be about skills development in relation to 
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technological change. the Cbi claim that many businesses “already report major 
skill shortages in areas like manufacturing and engineering”, saying they expect 
this to “become more acute as the economy picks up”.62 the Cbi’s survey of firms 
showed that 39% are struggling to recruit workers with the advanced skills they 
need.63 Certainly business expenditure on research and development has been 
falling as a share of gDP since the mid-1980s64 and there are a declining number 
of graduate programmes on offer.65 

Whether this is about the lack of development opportunities or problems within 
the education system, not enough people are getting the skills they need to move 
into higher skilled jobs.

figure 3.3.1: resolution foundation’s ‘Low Pay League table’
 

Source: Whittaker, m and hurrell, h, Low Pay Britain 2013 (Resolution Foundation, 
2013)
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3.4 international outsourcing 
there is a debate about the role of globalisation, and particularly international 
outsourcing, in relation to low pay. the imF argue that developing countries with 
an abundance of low-skilled workers see greater income equality as they see 
the prices of low-skill intensive products rise and the prices of high-skill intensive 
products decline as a result of the abundance of high-skilled workers in more 
developed economies.66 if this was the case it might follow that the reverse would 
happen in advanced economies, when low-skilled workers see their value decline 
and high-skilled workers see their values increased. 

however, other advanced european economies such as belgium and Denmark 
have dealt with the increase of globalisation and yet are at the other end of the 
low pay league table to the uK. many low paid jobs in the uK, such as catering 
and retail service jobs, can not be offshored, and therefore would not be affected 
by global changes in demand. Furthermore, the european union itself is the 
main trading partner of the uK with trade in excess of £400 billion each year.67 so 
globalisation opens up new markets for britain’s businesses. 

Whether or not these new markets change the market value of low skilled workers, 
it needs to be acknowledged that there are different costs of living in different 
countries. therefore, it remains a responsibility of british businesses to make sure 
everyone working hard in britain is paid enough to live on. 

3.5 Collective bargaining  
the decline of collective bargaining is another reason often cited in regard to the 
increase of wage inequality. 

A 2004 study of the relationship between inequality and unionisation in the 
uK, usA and Canada identified the tendency for unions to have “an equalizing 
effect on the dispersion of wages across skills groups in the three countries”.68 
though Card, Lemieux and Riddell identify the fact that unionisation tends to be 
more concentrated in middle-skilled occupations, they also identify the trend for 
collective bargaining to be oppositional to the downward pressure on low-skilled 
wages from technology and globalisation. 

government figures show that the wage premium for trade union members in the 
uK has decreased in the private sector from 15% in 1995 to 4% in 2012, and in 
the public sector from 30% in 1995 to 17% in 2012.69 the existence of a premium 
itself gives evidence to the notion that active trade unions have a positive effect 
on wage levels. however, there has been a decline in this premium as well as a 
decline in collective bargaining arrangements. While this may be partly due to an 
increased fluidity in the workforce, which will have been advantageous for some 
workers, the decline of the wage premium and cover of collective bargaining 
arrangements mean that the uK has seen a decline in the oppositional force to 
downward pressure on low-skilled wages.

3.6 Decoupling of economic output and wages
there is a disagreement about how economic output is shared. As Figure 3.6.1 
demonstrates, economic output began to decouple from wages in around 2003. 
between 2003 and the financial crisis in 2008, economic output rose while wages 
stagnated. the fall in economic output after 2008 brought wages and economic 
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output closer together, but as economic output has started to rise again, the gap 
remains significant as real wages decline. indeed, while real average wages have 
grown just 13% since 1999, gni has risen by 54% - four times the rate of real 
average wages. 

As well as the share of economic output, productivity growth also began to 
decouple with median pay in the 1980s. As Figure 3.6.2 shows, since the early 
1990s median hourly earnings have failed to keep pace with gDP per hour 
worked. in other words, pay has not kept pace with the average value of output 
that workers produce. since 2009 productivity growth has been weak and pay has 
fallen. but even if productivity begins to pick up soon there is no guarantee it will 
flow through into rising real terms earnings.

so where is this gap between output and wages going? this is a very complicated 
issue with differing explanations. While the imF (above) focus on the differing 
shares labour and capital, the Resolution Foundation’s Commission on Living 
standards dispute this, claiming that the discrepancy is actually in the proceeds 
of the labour force’s share. instead of going to wages, they are going to other 
sources of compensation, such as pensions and national insurance Contributions.70 
this point has been echoed by Alister heath, editor of CityAm.71 the tuC, 
however, set out that rising profit shares do have a role to play, especially in the 
expansion of sectors such as agriculture and finance which have seen significant 
rises in their profit share between 1997-2009.72 

What all commentators do agree on is that the wage share is falling in comparison 
to overall economic output. this in itself presents a huge problem for politicians 
and policymakers. it means that an upturn in the economy equal an upturn in wages.

figure 3.6.1: gni per capita and Average Wages at 2012 
prices, 1999-2012
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gni
Average Wages 2012 

Constant Prices

1999 24,770 28,219

2000 25,910 29,612

2001 25,850 30,818

2002 26,180 31,438

2003 29,170 32,009

2004 34,570 32,394

2005 39,030 32,299

2006 41,190 32,826

2007 44,490 33,693

2008 45,700 33,153

2009 41,220 33,479

2010 38,410 32,819

2011 37,840 32,053

2012 38,250 31,967

Sources: gni per capita from the World bank, GNI per capita, Atlas method 
(2013). Average annual wages from oeCD. Average annual wages (2013)

figure 3.6.2: Productivity growth and median pay, 1970 - 2010
 

Source: Plunkett, J. Do workers reap the benefits of productivity growth? (oeCD 
insights, 20 February 2012)
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the reality of low pay as a major and growing problem has seen growing 
recognition amongst policymakers across the political spectrum. the danger that 
the recovering economy will not necessarily solve the problem alone will serve as 
a reminder that action needs to be taken by employers and policymakers alike to 
alleviate the strain on the lowest paid. 

britain’s low paid workers need a wage they can live on. the initial Citizens uK 
campaign for the Living Wage was born out of the simple call for a fair day’s pay 
for a fair day’s work. the success of these local campaigns needs to be recognised 
and drawn from at a national level.

As more and more employers have become accredited as Living Wage employers, 
the benefits to all sections of society are manifesting themselves. the Living 
Wage works for businesses like sse, Aviva and barclays, who now see higher staff 
morale, lower staff turnover and increased productivity. the Living Wage works 
for politicians such as boris Johnson, who hosts the Living Wage unit in City hall 
and is a longstanding vocal ambassador for the London Living Wage. Citizens uK 
continues to campaign on the Living Wage and has established the Living Wage 
Foundation, which has accredited over 500 employers. other campaigning groups 
and trades unions have joined them. the coalition in support of the Living Wage is 
broad and it is growing.

there is significant evidence that the Living Wage can be used effectively as a 
tool to improve the living standards of the lowest paid, benefit the productivity 
of businesses, and drive the economy forward. the Living Wage Commission 
has been tasked with looking at the case for a Living Wage and how a significant 
extension of coverage could be used as a tool to tackle working poverty in britain. 
given the analysis of the problem of low pay as outlined in this report, the Living 
Wage Commission will go on to look at the following issues in detail over the 
coming months: 

• the difference a Living Wage can make to low paid workers. 

•  Public attitudes on expanding the Living Wage, and detailed consumer 
attitudes on low pay in sectors with high levels of low pay, such as retail.

•  the ‘multiplier effects’ of the Living Wage and where the increase in 
income for the lowest paid is spent.

• the areas of the economy that can afford to pay a Living Wage.

• the level of taxpayer subsidy of low wage employment.

•  the business case for a Living Wage, including employer-employee 
relations and the case for investment in the lowest paid staff.

•  the sector specific real and perceived barriers to the Living Wage that non-
Living Wage businesses face.

After close consideration of the evidence, the Living Wage Commission will 
put forward the objective case for the Living Wage and the role it could play in 
tackling britain’s low pay problem. 
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