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This update in minimum budgets is based on increases in living costs. The
findings also reflect changes in the tax and benefits systems, which affect
both people’s living standards and the earnings required to reach a minimum
net income. The report describes the ways in which people on lower incomes
are being squeezed by a combination of sluggish income growth, restrictions
on increases in benefits and tax credits, and rising living costs. It also notes
the extent to which increases in income tax allowances help to alleviate

this squeeze.

This report shows:

® what incomes different family types require in 2013 to meet the
minimum standard; and

e how much the cost of a minimum household budget has risen since the
last update in 2012.
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EXECUTIVE SUMMARY

This report presents the 2013 update of the
Minimum Income Standard (MIS), originally
published in 2008. The standard is based on research
into the items that members of the public, informed
where relevant by expert knowledge, think should
be covered by a household budget in order to
achieve a minimum socially acceptable standard

of living.

Such a benchmark is of particular importance when rising prices and
stagnant wages are creating an unprecedented erosion of household
living standards. MIS provides a unique standard to assess at what point
tougher times prevent households from living at a level that is the socially
acceptable minimum.

A crucial feature of MIS in changing economic times is its annual
updating. This is based on research into what should be included in the
minimum ‘basket’ of required goods and services, and on price changes
that affect the cost of this basket. The update of MIS budgets in 2013 is
based only on this second element, inflation. However, calculations of what
households need to earn in order to meet the standard also take account of
annual changes to tax and benefit rates.

Price uprating

Overall prices rose by 2.4 per cent between April 2012 and April 2013,
according to the Consumer Prices Index (CPI). MIS budgets went up slightly
faster than this. They rose by 3—4 per cent, depending on family type, based
on an analysis of the price rises in the types of goods and services that

the public think are required for an adequate standard of living. Since MIS
research was first published in 2008, the cost of the present MIS basket

has increased by about 25 per cent, compared with 17 per cent for the CPI.
Over the ten years since 2003, these figures have been 45 and 30 per cent
respectively. This difference is attributable to large rises in the cost of
things such as food, Council Tax and public transport, on which people
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on minimum incomes spend a greater-than-average proportion of their
household budgets.

This high inflation rate faced by people on low incomes means that
their living standards will have fallen substantially if their wage and benefit
income rose only in line with official inflation. For example, a single person
who could just afford the minimum in 2003, and subsequently had their
income ‘inflation-adjusted’ using the CPI, would now be about £24 short
of the £200 needed for a minimum weekly household budget. In practice,
during this period wages started by rising faster than prices, but since 2009
they have been rising more slowly than prices. This trend, combined with
reductions in the real value of some benefits, makes the recent effect
on living standards even more severe. The decision in the 2012 Autumn
Statement to restrict working-age benefits and tax-credit upratings to
1 per cent a year will prolong this trend. And for working families, the
additional burden of having to pay for rising rents and childcare costs further
exacerbates the problem. In particular, childcare costs have risen twice as
fast as CPl in the past five years.

The 2013 MIS budgets

In the new MIS budgets, a single person requires £201 a week, excluding
rent, up from £193 in 2012. This requires a wage of £16,852 a year (based
on assumptions about minimum housing costs). An online Minimum Income
Calculator (CRSP, 2013a) makes it possible to calculate the equivalent for
most household types in the UK.

For non-working households, benefits continue to fall well short of
providing a minimum acceptable income, although pensioners claiming
Pension Credit get just enough to meet the standard. With working-age
benefits rising by just 1 per cent in 2013, compared to 3—4 per cent rises in
the minimum required for an acceptable standard of living, the adequacy of
benefits declined.

MIS remains above the official poverty line of 60 per cent of median
income, except for pensioner couples. For example, a couple with two
children required 77 per cent of median income, adjusted for household size,
to reach a minimum acceptable living standard in 2010/11. This has risen
from 73 per cent in 2008/09 and reflects the fact that minimum income
requirements have been rising faster than general inflation in the recession,
whereas average incomes are rising slower than inflation, so the percentage
of an average income that is needed as a minimum has gone up.

Wage requirements and changes in taxes, tax credits and
benefits

MIS budgets for most household types require a wage well above the
National Minimum Wage of £6.19 an hour, even with all adults working full-
time. A wage of £8.62 an hour would be needed by a single person, and one
of £9.91 an hour for a couple with two children, both working full-time.

The earnings required to reach MIS continue to be affected by changes
in the tax and benefits system. In particular, the uprating of benefits and tax
credits by just 1 per cent for the first of three years, has exacerbated the
effect of higher living costs. The gain from the increase in tax allowances has
only partially offset these effects, with the result that the earnings needed
to reach a minimum income standard have risen significantly faster than
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inflation for families with children. For a single person, required earnings
have risen more slowly, at a similar rate to inflation, since someone earning
enough to reach MIS would not be getting Working Tax Credit or other
support from the state, so has not suffered the loss of a real-terms cut

in such support. At the same time, earnings continue to rise much more
slowly than prices, meaning that many people on low incomes are finding it
substantially harder to make ends meet than a year ago.

Conclusions

The 2013 uprating of MIS shows a continuation of several trends that

have made it harder for households to make ends meet. Steadily increasing
prices, especially in childcare, social rents, public transport, food and energy,
have been pushing the minimum cost of living up somewhat faster than

the average cost of living. These increases show no sign of abating, while
cuts in benefit entitlements, both in and out of work, are set to continue
(although in 2013, cuts for in-work households have been partially offset by
increases in tax allowances). The net result is that the minimum amount that
households without children need to earn rose about in line with inflation,
but for families with children this amount continued to rise more steeply.

However, plans for more generous support of childcare costs from 2016 will,

if implemented in their proposed form, greatly reduce the earnings required
by families with children to reach the Minimum Income Standard. The
future adequacy of incomes will also depend on whether, as is now forecast,
earnings once again start rising in real terms from 2014.

05




1 INTRODUCTION

How much is needed to achieve a minimum
acceptable standard of living in the UK? In 2013,
after five years of hard times, this question is of
crucial importance to debates about income and
living standards in the UK.

The decline in the real value of people’s incomes is widely reported and
discussed, but how does this match up to what households really need; at
what point does a fall in income mean that people cannot live at a level that
is the socially acceptable minimum?

In 2008, the first Minimum Income Standard (MIS) for Britain produced
income standards based on detailed research into what ordinary people
thought should go into a minimum household budget. This was supported by
expert knowledge on certain physical living requirements, including nutrition
(Bradshaw et al., 2008; see also ‘What does it include? in Box 1, page 8).

As part of that project, there was a commitment to keep MIS up to date, in
order to reflect changes in the cost of living and in the social norms that
determine the items included in the calculation of a minimum budget.

Annual updates alternate between those based on new research (in
even-numbered years) and those based only on estimates of price rises (in
odd-numbered years). The 2013 report is thus based on price increases
only, which are estimated by applying changes in the relevant components of
the Retail Prices Index (RPI) to the categories of goods and services included
in MIS budgets. Following the 2008 research, each budget is fully rebased
(calculated from scratch) every four years on an alternating basis: for families
with children in 2012 and next in 2016, and for households without children
starting in 2014. The full schedule for carrying out this updating work is
shown in Figure 1. The Joseph Rowntree Foundation (JRF) has agreed to
fund these updates until at least 2016.

Using data from the RPI, Section 2 of this report estimates the increase in
the cost of MIS budgets between April 2012 and April 2013, and comments
on longer-term effects of inflation. Section 3 summarises the revised set
of budgets, looking at the incomes that are needed to afford them (and
comparing these to benefits and to the poverty line). Section 4 looks at the
earnings required for MIS, and comments on factors that are making it easier
or harder for households to earn enough to achieve a minimum standard of
living. Section 5 updates budgets and income comparisons for rural areas.

06




Jeah snoinaud wouj s3500 196png asnipe 01 poypaw buneidn paseq-|qy Ajdde :uoneyu
sJaiiddns wouy swail [enpiaipul jo seoud ausuund Aynuapt Budug

sabueyd aandsas pasu s3196png bunsixa Jayiaym Japisuod sdnob mainay

yo1eu0s wolj $396pnq mau eaud 01 ydueasal [eulbuo 1eadal :aseqay

07

Planned programme of MIS research

Figure 1
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Box 1 outlines the main features of MIS. The results of this update are
summarised for April 2013 in figures 2—7 and tables 1-5, and for the years
2008-2013 in the Appendix. More detailed results, for a much wider range
of households types, can be found via the online Minimum Income Calculator
(CRSP, 2013a), and further data is available on the MIS website (CRSP,
2013b).

Box 1: The Minimum Income Standard (MIS)

What is MIS?

The Minimum Income Standard (MIS) is the income that people need in
order to reach a minimum socially acceptable standard of living in the
UK today, based on what members of the public think. It is calculated by
specifying baskets of goods and services required by different types of
household in order to meet these needs and to participate in society.

How is it arrived at?

A sequence of groups has detailed negotiations about the things a
family would have to be able to afford in order to achieve an acceptable
living standard. Experts check that these specifications meet basic
criteria such as nutritional adequacy and, in some cases, feed back
information to subsequent research groups that check and amend the
budgets. Groups typically comprise six to eight people from a mixture
of socio-economic backgrounds, but all participants within each group
are from the category under discussion, i.e. pensioner groups decide the
minimum for pensioners. The method is explained further in Bradshaw
et al. (2008).

What does it include?

Groups in the original research defined MIS thus: ‘A minimum standard
of living in Britain today includes, but is more than just, food, clothes
and shelter. It is about having what you need in order to have the
opportunities and choices necessary to participate in society.’

Thus, a minimum is about more than survival alone. However, it covers
needs, not wants; necessities, not luxuries: items that the public think
people need in order to be part of society. In identifying things that
everyone should be able to afford, it does not attempt to specify extra
requirements for particular individuals and groups — for example, those
resulting from living in a remote location or having a disability. So, not
everybody who has more than the minimum income can be guaranteed
to achieve an acceptable living standard. However, someone falling
below the minimum is unlikely to achieve such a standard.

To whom does it apply?

MIS applies to ‘nuclear’ families and to childless adults, i.e. households
that comprise a single adult or a couple, with or without dependent
children. It covers most such households, with its level adjusted to
reflect their makeup. It does not cover families living with other adults,
such as households with grown-up children.

Where does it apply?

MIS was originally calculated as a minimum for Britain; subsequent
research in Northern Ireland in 2009 showed that the required budgets
there are all close to those in the rest of the UK, so the national

budget standard now applies to the whole of the UK. This standard was
calculated based on the needs of people in urban areas. A further
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Box 1 continued

project published in 2010 (Smith, Davis and Hirsch, 2010) looked

at how requirements differ in rural areas. This information is also
contained in the online Minimum Income Calculator (CRSP, 2013a)

and can be obtained by clicking on the ‘rural’ option on the main results
page. Another variation for remote rural Scotland is being published

in 2013 (Hirsch et al., 2013, forthcoming). Outside the UK, the team
responsible for the UK MIS has applied the method in Guernsey (Smith,
Davis and Hirsch, 2011) and supported MIS projects employing the
same method in Austria, France, Japan and Portugal (all in progress). An
ongoing MIS programme in the Republic of Ireland uses methods based
on the UK work (Collins et al., 2012).

How is it related to the poverty line?

MIS is relevant to the discussion of poverty, but does not claim to be

a poverty threshold. This is because participants in the research were
not specifically asked to talk about what defines poverty. However, it is
relevant to the poverty debate in that almost all households officially
defined as being in income poverty (having below 60 per cent of median
income) are also below MIS. Thus households classified as being in
relative income poverty are generally unable to reach an acceptable
standard of living as defined by members of the public.

Who produced it?

The original research was funded by the Joseph Rowntree Foundation
(JRF). It was conducted by the Centre for Research in Social Policy
(CRSP) at Loughborough University in partnership with the Family
Budget Unit at the University of York. Updating is carried out by CRSP,
again with JRF support. In 2011, the Family Budget Unit was wound up
on the basis that the calculation of MIS takes forward its mission.

When was it produced and how is it updated?

The original research was carried out in 2007 and the findings
presented in 2008 were costed using April 2008 prices. Every July,
new MIS figures are published, updated to April of the same year. The
updates take on board inflation and changes in minimum needs as set
out in Figure 1.
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2 MIS AND CHANGES
IN PRICES

To calculate the minimum budget required for an
acceptable standard of living in 2013, the cost of
buying the specified baskets of goods and services
needs to be adjusted to take account of price
changes.

The RPI,* which shows changes in prices of goods and services, categorised
in the same way as MIS, provides data that allows for adjustment without
carrying out additional original research. This is not a perfect calculation of
how much the basket of goods and services has risen in price, since different
items within each category in the RPI rise at different rates. However, it has
been found to be as good as any available method of revising the price level,
short of re-specifying all of the items in the basket based on fresh research
(Hirsch et al., 2009).

The inflation rate for the minimum cost of living

Overall, the inflation rate showed an increase in prices in the year to April
2013 of 2.4 per cent on the CPI, the official preferred index. However, the
uprating of MIS does not use the same inflation figure as this index, which
is based on the amount that prices go up on average in a household budget.
MIS inflation represents the increase in the cost of things that the public
believes people need to buy in order to reach a minimum standard of living.
It is calculated using RPI data for each category of goods and services that
are specified as part of the MIS budget. So, for example, the RPI inflation
figure for food is applied to the minimum food budget as part of the annual
recalculation of MIS. If a category of goods is rising rapidly in price and is
also heavily represented in a minimum budget, this can push MIS inflation up
faster than general inflation.

The inflation rates for MIS budgets for the year to April 2013 were
about one to two percentage points higher than CPI inflation, as shown
in Figure 2. Across all household types, the increase ranged from 3.3 to
4.2 per cent, compared to the CPl increase of 2.4 per cent. The cumulative
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effect of this phenomenon, repeated year after year, has been significant In
the five years since MIS was launched in 2008, there has been a substantial
rise in the cost of MIS compared with general prices, with the MIS inflation
index growing by 8 per cent more than the CPI. In short, the cost of what
the public consider to be essential for an adequate standard of living is rising
faster than the general cost of living.

Figure 2: Inflation over one year and over five years to April 2013*

30

%
B Price rise for the year to April 2013

H Price rise for the five years to April 2013
24.8% 24.6%

25%

20%

15%

10%

5%

Consumer Prices Index MIS, single person MIS, couple with two children

Note: * Based on the MIS budgets for 2012, adjusted for inflation in 2008 and 2013

The higher inflation rate for MIS, compared with CPI, over the past five years
has been driven by relatively rapid price rises in items such as food and public
transport, which take up a greater proportion of a minimum budget than of
the general index.

This pattern, moreover, has been occurring for at least a decade. To
measure this, we estimate the previous cost of a fixed basket of goods and
services, as defined by MIS, by applying the various components of the RPI.
The resulting Minimum Income Standards Prices Index (MISPI) is contrasted
with the CPIl in Figure 3. This estimates the change in price between 2003
and 2013 of a constant basket of goods and services. Specifically, it shows
yearly inflation-adjusted calculations based on the budget specified for a
single person in 2012, when the contents of the single person’s basket were
last reviewed.

Figure 3 shows that the cost of an adequate standard of living, according
to the MISPI, rose by 45 per cent over the decade, compared with 30 per
cent for the CPI. This effectively means that a minimum basket became
12 per cent more expensive relative to a general (CPI) basket. (A basket of
goods costing £100 in 2001 would cost £130 in 2011 if inflated by CPI but
£145 if inflated by MISPI; £145 is 12 per cent greater than £130.) Further
discussion of the MISPI can be found in Davis et al. (2010).

These results show that differential inflation rates can have significant
effects on the well-being of people on low incomes. This would be true even
if everyone’s income kept up with inflation. A single person whose income in
2003 was exactly enough to be able to afford the items specified in the MIS
basket, and whose disposable income rose in line with the CPI, would now
fall £21 short of the minimum. That is, a decade of having income increases
only in line with official inflation would have meant going from being able
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to afford a minimum living standard to being 10 per cent below that level.

In practice, the decade started with household incomes rising slightly faster
than inflation, followed by a period when the two were level, while since
2009 increases in incomes have been falling short of inflation. The fact that
wages have been rising more slowly than prices, and that from 2013 to
2015 working-age benefits are rising at only 1 per cent a year, exacerbates
the effect on living standards. In short, MIS budgets are rising faster than the
CPI, while incomes are rising more slowly than the CPI.

Figure 3: Prices 2003-13, general and MIS baskets*

150
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100
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There is every reason to believe that the cost of a minimum budget will
continue to rise faster than general inflation in the future. Analysis of global

influences on prices suggests that a long-term increase in commodity prices,

and the knock-on effects on essentials such as food, fuel and clothes, could
mean that someone on basic benefits in 2020 could be at least 20 per

cent worse off, relative to minimum requirements, than in 2000 (Hirsch,
Perren and Phung, 2011). This calculation was made before the effect of
sub-inflation benefit upratings, which could add about 5 per cent to the
deterioration from 2013 to 2015. Note that these ‘commodity price-driven’
forms of inflation are distinct from some of the other drivers of relatively
higher basic costs, which were already present before the late 2000s when
commodity prices started rising sharply. In particular, water rates, Council
Tax and public transport have all undergone long-term relative price rises,
influenced by public policy and the reduction of public subsidies. At present,
water and public transport prices continue to rise faster than general
inflation — and are projected to continue doing so — although Council Taxes
stopped rising significantly in 2011 as part of government policy.

Rent and childcare inflation

The main analysis of minimum budgets required for an adequate standard
of living in MIS looks at figures net of rent/mortgage and childcare costs,
because these vary so much among individuals and across the country.
However, when making calculations about how much people need to earn
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to reach MIS, assumptions are necessarily made about how much is spent on
these items, based on the average cost of renting social housing and using
childminders in the East Midlands.?

Figure 4 shows that childcare costs have been consistently growing at
around twice the general inflation rate for the past five years. Social rents
have also been rising, most steeply in the past two years when government
policy has determined that they are increased disproportionately to the CPI
until they reach a reference level that is well above that at which they have
traditionally been set. These factors guarantee that, even in periods when
items such as food and power are not rising steeply (as has been the case in
recent years), minimum household living costs overall are likely to continue
to outstrip general inflation, especially for households with children.

Figure 4: Inflation, childcare costs and social rents, 2008-13*

140 === Consumer Prices Index

=== MIS prices index (not including rent and childcare) /
130 Social rents (England average)
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110
/
100 /
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Note: * 2008 = 100
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3 THE 2013 MIS
BUDGETS

The 2013 MIS budgets, representing households’
needs in order to have an acceptable living standard,
are summarised below for four household types.
More detailed results are shown in the online
Minimum Income Calculator (CRSP, 2013a), which
allows budgets to be calculated for most types of
household where a single adult or a couple live,
either alone or with up to four dependent children.

The calculator also allows variables such as housing costs to be adapted to
individual circumstances. Also available online are spreadsheets showing the
budgets for eleven different household types since 2008 (CRSP, 2013b). In
addition, the Appendix to this report summarises what has happened to MIS
budgets and income requirements since the first results in 2008.

Table 1 (see page 15) summarises the new budgets for four family
types, with the totals listed in five different ways in order to allow various
kinds of comparison to be made. The rest of this section then compares
these budgets to benefit levels and the poverty line, while the next section
considers what earnings working households need to achieve in order to be
able to afford a minimum budget.

Comparison with benefits

Table 2 (see page 16) shows that basic out-of-work benefits generally leave
people significantly short of what the public thinks is needed for an adequate
standard of living. Relying on out-of-work benefits provides well under half
of the minimum income (net of rent and Council Tax) required for an adult
with no children, and slightly over half for families with children. Pension
Credit, the safety-net benefit for pensioners, pays just enough for them

to meet MIS.
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Table 1: Summaries of MIS for four family types, April 2013

Single, Couple, Couple, Lone
working-  pensioner 2 children parent,
age (1 aged 2-4; 1 child
1 primary- (aged
school age) 0-1)
£ per week
Food 50.11 62.78 103.38 53.80
Alcohol 5.26 8.89 7.02 6.69
Tobacco 0.00 0.00 0.00 0.00
Clothing 9.92 12.88 4121 20.39
Water rates 5.70 6.73 9.40 894
Council Tax 14.47 19.29 22.50 16.88
Household insurances 191 176 2.32 2.29
Fuel 12.48 1472 2454 20.26
Other housing costs 2.59 4.09 9.98 3.70
Household goods 1174 13.79 27.26 22.94
Household services 3.85 8.78 8.26 7.49
Childcare 0.00 0.00 156.57 15861
Personal goods and services 1194 20.83 42.29 28.82
Motoring 0.00 0.00 5931 46.87
Other travel costs 22.86 13.79 14.06 115
Social and cultural 47.81 5291 99.65 4435
participation
Rent 73.22 8138 86.88 81.38
‘Headline’ total — excluding 200.64 241.25 471.15 284.58
rent and childcare
Total including rent and 273.86 322.63 714.61 524.57
childcare
Totals excluding:
Rent, Council Tax, childcare 187.40 223.60 450.57 269.13
(comparable with out-of-
work benefits)
Rent, Council Tax, childcare, 18047 215.23 439.26 258.76
water rates (comparable
with ‘after housing costs’ in
HBAI*)
Council Tax, childcare 259.39 303.34 535.54 349.08

(comparable with ‘before
housing costs’ in HBAI*)

Note: * ‘Households Below Average Income’ (Department for Work and Pensions, 2012)
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Table 2: MIS compared with out-of-work benefit income, April 2013

Single, Couple, Couple, Lone
working-  pensioner 2 children parent,
age 1 child
£ per week
MIS excluding rent, 91.5% of 187.40 223.60 45057 269.13
Council Tax* and childcare
Income Support**/ 71.70 225.89 261.19*** 15472
Pension Credit
Difference (negative number -115.70 2.29 -189.38 -114.41
shows shortfall)
Benefit income as % of MIS 38% 101% 58% 57%
Notes:

* Assumed coverage of Council Tax Support (Pennycock and Hurrell, 2013)
** Including Child Benefit and Child Tax Credit for families, and Winter Fuel Allowance for pensioners

If the value of free school meals is included, this adds £8 to the weekly income of the family with two
children, which is then 60% of MIS rather than 58%

Figure 5: Percentage of MIS provided by benefits, 2008-13

L20%
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40%

= Single
20% ——— === Pensioner couple
Couple, 2 children
Lone parent, 1 child

0%
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The percentage of MIS provided by benefits fell in the past year by 1-3
percentage points, depending on household type. This is largely because

of the 1 per cent cap on upratings, making them inadequate to cover rising
living costs. The change in support for Council Tax, which means that most
people on benefits have to pay a proportion of their bill, has also made a small
difference. (The assumption here is that the minimum household contribution
is 8.5 per cent, the most common figure identified by Pennycook and Hurrell,
2013, and by Bush et al, 2013.) Figure 5 shows that, over the past five years,
there has been a gradual but steady fall in the adequacy of benefits in these
terms for working-age families, whereas for pensioners the adequacy of the
Pension Credit safety-net has fluctuated rather than shown any distinct trend.

Comparison with the poverty line

The most common definition of the ‘poverty line’ is 60 per cent of median
household income. In order to compare this with the minimum required for a
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socially acceptable living standard, Table 3 looks at the percentage of median
income represented by a MIS budget. This uses the latest available data

from the Households Below Average Income (HBAI) series (Department for
Work and Pensions, 2012), which is for 2010/11, and compares it with the
average of the 2010 and 2011 MIS budgets. (Note: it has not been possible
to include the 2011/12 figures, published a week before this report.)

Table 3: MIS compared with median income, 2010/11

£ per week Single, Couple, Couple, Lone
working-  pensioner 2 children parent,
age 1 child
a) Before housing costs: 277 413 578 359
median income* 2010/11
MIS excluding childcare and 237 287 497 319
Council Tax*
MIS as % of median 86% 69% 86% 89%
b) After housing costs: 206 356 498 278
median income** 2010/11
MIS excluding childcare, 169 207 410 236
Council Tax, water rates and
rent*
MIS as % of median 82% 58% 82% 85%
Notes:

*The MIS figures in each case exclude the same items as the HBAI income definition — except that the MIS
figures also exclude childcare costs. Only a very small minority of the population, on whose incomes the median
is calculated, have childcare costs, so the MIS spending requirement net of childcare gives a closer comparison to
the disposable income of a median household than if childcare were included.

** Adjusted for household composition (i.e. median income is shown as higher for larger households and lower
for smaller ones, according to a formula that assumes greater needs for larger families)

While the data shown covers incomes both including and excluding money
spent on housing, the more meaningful comparison is between net MIS
budgets and income after housing costs. This is because the rent figure

in the MIS budgets cannot give a single accurate representation of the
‘minimum’ cost of housing, since the housing options that are actually
available vary so greatly from one household to another.

The results show, as previously, that most budgets are significantly above
the official poverty line. The one exception among all the family types in
MIS is pensioner couples, whose minimum requirement after housing costs
is slightly below the poverty line. However, even in this group, the majority
will effectively require more than the 60 per cent median because most
pensioners live in houses (rather than the flats assumed for the minimum),
and this imposes extra expenses such as higher heating costs (see Bradshaw
et al, 2008).

These figures show that the percentages of median income required for
MIS have been growing during the present economic period — see Section
d) of the table in the Appendix. This is because the MIS level has maintained
and in some cases increased its value in a period when median incomes have
shrunk in real terms: in general, people have not pruned their version of
what is a minimum needed, despite hard times (Davis et al, 2012). This trend
is likely to be confirmed as more up-to-date income data for the current
period becomes available — particularly for families with children, whose MIS
requirements have been growing fastest. In other words, as real incomes
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shrink, people need to earn closer to the average in order to reach a given
living standard than in the past. Since income inequality is not reducing, this
makes it inevitable that more people earning well below the average will not
achieve the minimum.
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4 EARNING ENOUGH
FOR AN ACCEPTABLE
LIVING STANDARD

As the previous section has shown, working-age
out-of-work households fall far short of achieving
a Minimum Income Standard if they depend solely
on basic benefits. This raises the issue of how much
people need to earn in order to reach MIS.

Such a question is intrinsically harder to answer than whether benefits meet
net requirements, because it necessitates the factoring in of two costs that
vary considerably for different families: housing and childcare. Moreover,
changes in gross income requirements in recent years have been strongly
influenced by changes in tax, tax credit and benefit levels.

Table 4: Gross earnings required to meet MIS, April 2013*

Single, Couple, Couple, Lone parent,
working-age 2 children, 2 children, 1 child
single earner dual earner

£ per week
MIS (including rent, childcare and Council Tax) 273.86 558.04 71461 52457
Gross earnings required 323.19 691.56 743.32 490.79

£ per week
Annual earnings required 16,852 36,060 38,759 25,5686
Hourly wage rate 8.62 18.44 9.91 13.09
Amount above the NMW, hourly 243 12.25 3.72 6.90
Disposable income on NMW, as % of MIS budget** 70 74 83 86

Notes:

* Assumes each earner works 37.5 hours a week. Childcare costs included for two-earner couple and lone parent. The NMW for people aged 21+ is £6.19 an
hour in April 2013, rising to £6.31 in October 2013.

** j.e. household income after taxes, benefits, rent, Council Tax and childcare for household working full time on minimum wage, as percentage of MIS
budgets. The wage calculations shown are fed into a separate exercise used to set the Living Wage outside London. This calculation draws on an average wage
requirement for a range of household types, including couples without children, who can afford a minimum acceptable living standard with much more modest

wages than other groups.
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Previous MIS reports have noted that few families can expect to reach a
minimum income as defined by MIS as a result of having one person working
full-time on the National Minimum Wage (NMW). Table 4 (see page 19)
shows that this remains the case in 2013. In particular, families — whether a
lone parent or a couple — with a single earner require a wage well over the
NMW in order to meet MIS. However, note also that where a lone parent

is on low pay, the consequences for disposable income are less severe than
for, say, a single person (see bottom row of Table 4). A lone parent with one
child ends up 14 per cent short of an MIS budget on the NMW, whereas a
single person ends up with more than double this shortfall. This reflects the
much greater help that the lone parent gets in the form of tax credits; but as
income rises, this support falls away quickly, explaining why the lone parent
needs a much higher wage to attain MIS than the single person.

Changing wage requirements

Figure 6 shows how the NMW, minimum budget requirements and minimum
earnings requirements have risen, relative to general inflation, in the past
year. The pattern of recent years continues, whereby the NMW and general
earnings level rise more slowly than inflation, but MIS budgets rise faster
than inflation, creating a widening gap between income and needs. As
reported in Chapter 2, rising rents and childcare costs play an important
role in this. Again as in previous years, the amount people need to earn to
have an MIS budget is not rising at the same rate as the total cost of MIS

— the weekly budget required. This is because of changing tax and benefit
conditions, which affect the relationship between earned and disposable
income. Whereas in recent years these conditions have sometimes raised
earnings requirements still further, for single people this year the reverse

is true. As a result of higher tax allowances, single people’s earnings do

not have to rise at the same rate as the budgets that they need to cover,
although still faster than general prices or earnings. For families with
children, on the other hand, cuts elsewhere have continued to push up

the amount they need to earn for a given budget, regardless of the higher
tax allowances.

Figure 6: Percentage increase in MIS and wage requirements, April 2012 to
April 2013

a) Single adult

5%

4.4%
4%
()
39 2.9%
2.4%
2% 1.8%
1%
0
NMW Consumer Prices Total cost Earnings
Index of MIS requirement
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Figure 6 continued

6%
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b) Couple with two children
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Index of MIS requirement,

both working

Figure 7 goes on to show the real-terms effect of three factors on the
ability of people to meet a Minimum Income Standard:

For any individual paying tax, raising the tax allowance by more than
inflation has added £4.37 a week to take-home pay, and this benefit
doubles when both members of a couple pay tax.

For all of the households shown, this tax allowance benefit is more than
outweighed by cost increases running ahead of inflation.

For families with children, there have been significant cuts in the real
value of tax credits and Child Benefit, which makes it harder for them
to make ends meet overall: the two negative effects shown in Figure
7 outweigh the positive impact of higher tax allowances. (For a single
person without children, tax credit entitlement disappears before
reaching MIS.)

Some working households also experienced additional negative effects not
shown in Figure 7. For example:

Working families whose earnings are low enough for them to be entitled
to Housing Benefit have gained much less from the increased tax
allowance: they lose 65 per cent of the £4.37/taxpayer gain because of
the way in which Housing Benefit is tapered — reducing the gain to only
£1.53 aweek.

Housing Benefit recipients who are ‘under-occupying’ council homes lose
an additional £14 per week (the so-called ‘bedroom tax’).

Those on incomes low enough to be entitled to Council Tax Benefit
typically lose around £1-2 per week because of cuts to this support.
Note that these calculations are all based on the existing tax, benefit and
tax credit systems.

Comparisons between MIS and the new Universal Credit (UC) system being
introduced from 2013 are being made in a separate report (Hirsch and
Hartfree, 2013, forthcoming).
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Figure 7: Effect on weekly disposable income, relative to MIS, of higher tax

allowance, lower in-work benefits and higher costs (2013 compared with
2012)
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B Tax allowance rising faster than inflation
£875 @ Mis rising faster than inflation
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Note: * Child Benefit and Child Tax Credit
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5 RURAL BUDGETS:
SUMMARY UPDATE

The main MIS budgets apply to urban areas, but in
2010 differing and additional costs for rural areas of
England were calculated (Smith et al, 2010). Table

5 summarises the uprated rural budgets for 2013,
using the example of people living in villages (one of
the three rural situations examined).

Further detail is available through the summary figures on the MIS website
(CRSP, 2013b). The Minimum Income Calculator (CRSP, 2013a) also
facilitates up-to-date adjustment of results for rural areas, obtained by
selecting from the ‘I live in ... drop-down list on the results page.

For a single person living in a rural village, basic benefits provide only a
third of the minimum disposable income required for MIS. For those in work,
village residents in the examples shown all need to earn at least £10 an hour
for an acceptable living standard — a wage far exceeding that paid in many
rural jobs, which are around a quarter more likely to be low-paid than the
national average.

Table 5: Summary of rural budgets 2013: requirements for village
residents

a) Net weekly spending requirement

Single, Couple, Couple, Lone
working-  pensioner 2 children parent,
age 1 child
Weekly budget (excluding 236.28 302.02 53251 315.03
rent and childcare)
% of budget* provided by 32% 79% 51% 52%

Income Support/Pension
Credit




Table 5 continued

b) Total income and earnings requirements for households with full-time earners

Single, 1l-earner 2-earner Lone
working- couple, couple, parent,
age 2 children 2 children 1 child
(no (with (with
childcare) childcare) childcare)
£
Weekly budget (including 31042 619.36 775.94 555.03
rent and childcare)
Annual earnings 19,648 40,761 48,620 31,471
Hourly wage 10.05 20.85 1243 16.09

Note: * Excluding Council Tax
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6 CONCLUSIONS

The 2013 uprating of MIS shows the continuation
of several trends that have been identified in

recent years. In particular, steadily increasing prices,
especially of childcare, social rents, public transport,
food and energy, have continued to push up the
minimum cost of living somewhat faster than the
average cost of living. This has combined with low
pay increases to continue the squeeze on living
standards, whereby people’s disposable incomes are
falling relative to what they need.

The tightening of public spending in order to reduce the budget deficit
continues to feed this deterioration in living standards for many, although
not all, households. Anyone receiving means-tested benefits from the
government, whether out of work or in a low-paying job, has been
significantly affected by the 2012 Autumn Statement decision to restrict
benefit increases to 1 per cent for three years.

For people earning enough to pay tax, the highest-ever cash increase
in the tax allowance has helped to offset such losses. For people without
children, the gain has been almost enough to offset the effect of rising
living costs. As a result, the amount that a single person needs to earn for a
minimum standard of living, £16,850, has risen at a similar rate to inflation
this year, although faster than actual average earnings, which in the first
quarter of 2013 were only 0.4 per cent higher than a year previously. On
the other hand, the higher tax allowances are not enough to prevent the
earnings required by families with children from rising much faster than
inflation. This is because such families require tax credits to reach the
required minimum, while tax credits as well as child benefit have been cut in
real terms. For this reason, in terms of the increase in earnings required to
make ends meet, families with children have done worse overall than other
groups this year.

Looking ahead, the switch to the UC system will produce winners and
losers (analysed in Hirsch and Hartfree, 2013), but more important in the
longer term will be whether three current trends continue:
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Modest earnings increases, by less than inflation. The Office for Budget
Responsibility (2013) continues to put back the point at which it forecasts
earnings will rise faster than prices, with its current estimate being 2014.
Minimum budgets rising faster than the Consumer Prices Index. Whether
this continues to occur depends on two factors. First, whether price
increases continue to be higher for items such as food, public transport
and social housing, the consumption of which is proportionately higher
than average in a minimum budget. Second, whether the baskets of
goods and services defined as part of the minimum requirement get
larger or smaller. In 2012, when they were last re-examined, both factors
were at work, with some aspects of the minimum becoming more modest
in response to hard times, but other areas of household spending (such as
transport) being increased to compensate for cuts in public provision.
Slower than inflation upratings of benefits, tax credits and Universal
Credit. It has already been announced that the restriction of increases

to 1 per cent will continue up to and including 2015. However,

one important proposed change to UC entitlements on which the
government is presently consulting — an increase to 85 per cent of

the proportion of childcare costs that can be claimed in UC from 2016
onwards, where parents are paying tax — could make an important
difference in the opposite direction, as it would substantially reduce the
earnings needed for families with young children to meet MIS. In these
terms, this is the one bright star on the horizon.
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NOTES

1 Even though the RPI is being replaced by Consumer Price Inflation (CPIH) as an official
inflation measure, at present the RPI data continues to provide the best basis for uprating

MIS because of the way that commodity groups are broken down and their prices reported.

2 Inthe case of childminders, a wider region, including the West Midlands and the East of
England, is included to avoid sample error in the relevant survey.
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APPENDIX: SUMMARY
OF MIS BUDGETS
2008-13

a) Minimum requirements (not including rent or childcare), £ per week

2008 2009 2010 2011 2012 2013
Single, working-age 15812 165.82 17534 184.68 19259 200.64
Couple, working-age 245.03 256.35 27255 286.79 301.74 31452
Single, pensioner 131.98 138,53 147.41 154,62 158.74 165.24
Couple, pensioner 201.49 210.66 222.22 232.74 23148 241.25
Lone parent, 1 child 21031 220.11 23373 246.37 275.59 284.57

Lone parent, 2 children 282.69 295.49 308.90 325.90 361.99 375.15
Lone parent, 3 children 379.94 396.28 406.15 429.19 457.66 475.03

Couple, 1 child 286.64 299.83 31538 332.27 374.17 386.90
Couple, 2 children 370.05 386.96 402.83 424.65 45452 471.16
Couple, 3 children 465.71 485.75 496.84 524.48 554.55 577.02
Couple, 4 children 504.69 526.44 539.08 569.27 605.80 628.70

b) % increase in minimum requirements

i) Annual inflation upratings (based on components of RPI)

2009 2010 2011 2012 2013 Total

2008-13
Single, working-age 4.9 33 53 4.8 42 245
Couple, working-age 46 35 5.2 4.8 4.2 24.4
Single, pensioner 50 3.0 49 4.7 41 23.6
Couple, pensioner 4.6 3.2 47 4.8 4.2 235
Lone parent, 1 child 47 3.2 54 5.2 33 23.6
Lone parent, 2 children 45 35 55 53 3.6 245
Lone parent, 3 children 43 3.7 5.7 53 3.8 25.0
Couple, 1 child 4.6 34 54 5.0 34 23.7
Couple, 2 children 46 36 5.4 5.0 3.7 243
Couple, 3 children 43 3.8 5.6 5.2 3.8 247

Couple, 4 children 4.3 3.8 56 5.2 3.8 248




ii) Change in budgets at review/rebase (net of inflation)

2010 2012 (second MIS Total
(first MIS review, and rebase of 2008-2012
review) children’s budgets)

Single, working-age 2.3% -0.5% 1.9%
Couple, working-age 2.7% 0.4% 3.2%
Single, pensioner 3.3% -2.0% 1.3%
Couple, pensioner 2.2% -5.1% -3.0%
Lone parent, 1 child 2.9% 6.4% 9.4%
Lone parent, 2 children 1.0% 5.5% 6.6%
Lone parent, 3 children -1.2% 1.3% 0.0%
Couple, 1 child 1.7% 7.3% 9.1%
Couple, 2 children 0.5% 1.9% 2.4%
Couple, 3 children -1.4% 0.5% -0.9%
Couple, 4 children -1.3% 1.1% -0.2%

iii) Overall change in budgets

2008-2013 CPl increase Increase net of

increase 2008-2012 CPI
Single, working-age 26.9% 17.1% 8.4%
Couple, working-age 28.4% 17.1% 9.7%
Single, pensioner 25.2% 17.1% 7.0%
Couple, pensioner 19.7% 17.1% 2.3%
Lone parent, 1 child 35.3% 17.1% 15.6%
Lone parent, 2 children 32.7% 17.1% 13.4%
Lone parent, 3 children 25.0% 17.1% 6.8%
Couple, 1 child 35.0% 17.1% 15.4%
Couple, 2 children 27.3% 17.1% 8.8%
Couple, 3 children 23.6% 17.1% 5.6%
Couple, 4 children 24.6% 17.1% 6.5%

c) Safety-net benefits (Income Support/Pension Credit)
as a percentage of MIS (excluding rent, childcare,
Council Tax)

2008 2009 2010 2011 2012 2013

Single, working-age 42% 42% 41% 40% 40% 38%
Couple, pensioner 105%  105%  102%  100%  104% 101%
Couple, 2 children 63% 63% 62% 62% 60% 58%
Lone parent, 1 child 68% 67% 65% 64% 59% 57%
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d) MIS as % of median income

2008/9 2009/10 2010/11

Before housing costs

Single, working-age 74 76 79

Couple, pensioner 62 64 66

Couple, 2 children 75 77 79

Lone parent, 1 child 75 77 80

After housing costs

Single, working-age 72 74 77

Couple, pensioner 53 54 57

Couple, 2 children 73 74 77

Lone parent, 1 child 72 73 77
e) Earnings required to reach MIS

£ per year 2008 2009 2010 2011 2012 2013
Single, working-age 13,450 13,859 14,436 15,000 16,383 16,852
Couple, 2 children, 26,910 27,635 29,227 31,584 34,881 36,060
1 earner

Couple, 2 children, 27,792 27,940 29,727 36,800 36,728 38,759
2 earners

Lone parent, 1 child 11,990 12,122 12,454 18,243 23,861 25,586
£ per hour

Single, working-age 6.88 7.09 7.38 7.67 8.38 8.62
Couple, 2 children, 13.76 1413 14.95 16.15 17.84 18.44
1 earner

Couple, 2 children, 7.11 7.14 7.60 941 9.39 9.91
2 earners

Lone parent, 1 child 6.13 6.20 6.37 9.33 12.20 13.09
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