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Preface

Dealing with low pay and helping people to rise from it have become two of the most
important social challenges facing our country. They go right to the heart of the need to
‘make work pay’ for those currently in poverty. As we demonstrate in this paper, low pay can
put individuals and families under enormous strain, as well as break the precious link between
effort and reward in our society.
We know that work is the most powerful anti-poverty force we can utilise and it is right that
the Coalition Government has placed such enormous focus on reducing worklessness and
creating jobs. Employment changes lives, prospects and communities. Its personal benefits
reach far beyond the income a particular job provides – work inspires children and fuels
aspiration in people’s lives. That is why it is crucial that our support systems ensure people
are unquestionably better off for making that important choice to enter work, or to progress
in work.
Indeed welfare reforms like Universal Credit, shaped at the Centre for Social Justice before
the last election, are all about re-casting the benefits system to support rather than penalise
the work choice. That particular reform alone will help hundreds of thousands of people into
employment for the first time, and as a result, start to bring transformation to families.
Yet even those who have overseen these changes would argue this must mark only the
beginning of the mission to make work pay. With that in mind this report offers several crucial
observations and recommendations about low pay, which we consider should be a vital focus
for an incoming Government in May.
Although, as this paper notes, changes like Universal Credit will move incomes for the low
paid to Living Wage or thereabouts, we cannot afford to stop there. For what strikes me
the most reading this report is the pressing need – in social and economic terms – to move
beyond expensive taxpayer bailouts. For a number of reasons some people are still stuck in
a low pay high rent cycle, which means they require State subsidy to make ends meet. We
have to do better. Even if some people must begin their work journey in lower paid roles, it
is vital that they are given opportunities to progress beyond low pay.
That is why this report proposes a number of ideas for achieving that shift. What is contained
represents a challenge to all parties, and many other actors within society. The Right mustn’t
assume that further increases in the personal allowance, welfare reform and a growing
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economy will be enough to lift people who feel stuck. The Left needs to recognise that we
have to deal with the root causes of why people end up stuck in low pay, rather than simply
focus on basic pay rates – as important as they are. It is welcome that Right and Left are
committing to increases in the National Minimum Wage, but that must mark only one part
of a low pay plan. But this mission will never be accomplished in Whitehall alone. Businesses
and the professions, schools, job centres, house builders, local councils, energy companies and
many others have a role to play as we establish here.
My thanks to David Skelton for his superb work in producing this paper, and his leadership
on these issues in general. We present this work in hope and expectation that all parties will
consider it carefully. And may the next Government issue a ‘Your country needs you’ rallying
call to all those who have a stake in the change we want to see.
Christian Guy
Director
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Executive summary

The work of the Centre for Social Justice has repeatedly shown how people can become
trapped in poverty by its root causes: worklessness, family breakdown, educational failure,
addiction and serious personal debt. These are the problems that prevent people, families and
communities from realising their potential.
This work has had a major impact on this Government’s policy and has led, most notably, to
the reform of the welfare system and the introduction of Universal Credit.1 At its heart is the
idea that work should always pay – that people should always feel the benefit of taking more
hours or more money. Because there is cross-party support for the principle, it is highly likely
that it will be fully rolled out by the end of 2018.
At the same time that this policy has been evolving a parallel problem has been emerging,
which has played an increasingly prominent role in political debate. This is the issue of low pay
and, particularly, the number of people who become ‘stuck’ in low-paid jobs for a prolonged
period of time.
Much of the debate around low pay has taken the need to tackle low pay and reform welfare
in isolation, with some focusing purely on one element and others focusing on the other. That
is a false dichotomy. This report looks at both together and considers how low pay can be
tackled effectively in both the long and the short-term and how important reforms, notably
Universal Credit, can be used to help achieve this. It looks at how to use a variety of levers to
raise wages and, crucially, ensure that people do not become ‘stuck’ in low paid work, which
has a damaging impact on both family life and engagement in the economy.

What is low pay and how prevalent is it?
The National Minimum Wage (NMW), introduced in 1999, has largely succeeded in
eliminating ‘extreme low pay’, defined as being paid less than half on median pay. In 1999,
seven per cent of workers were in extreme low pay, that figure now stands at around two
per cent largely accounted for by younger workers and apprentices.2

1
2

Centre for Social Justice, Dynamic Benefits, London: The Centre for Social Justice, 2008
The Resolution Foundation, Low Pay Britain 2014, London: The Resolution Foundation, 2014, p8
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Despite the success in reducing extreme low pay, the level of low pay has remained
stubbornly at the same level since the mid-1990s. There are a variety of measures of low
pay, but all suggest that between 22 per cent and 32 per cent of workers are what might be
considered low paid.3
A sizeable number of low-paid workers continue to be ‘stuck’ in low-paid work. Around a
quarter of workers are ‘stuck’ within 5p per hour of the NMW for five years or more.4
One of the great successes of recent years has been the substantial increase in employment,
with 1.85 million new jobs being created since 2010, the vast majority of which are full time.5
Many of these are new entrants to the workplace, who may have spent several years on welfare.
It should be a priority to ensure that these new entrants, as well as others who are presently
low paid, are able to increase their skills and progress out of low pay as quickly as possible.
It is important that wages should not be confused with income. The benefit system, in
particular tax credits and in the future Universal Credit, has been used to ensure that people
on low pay have been able to live a reasonable standard of life. The chart below shows how
Universal Credit will supplement the income of a variety of workers on the NMW:6

Table 1: Total income received after Universal Credit
NMW
(FT)

NMW
(FT with
benefits)

NMW
(16 hrs)

NMW
(16
hrs w/
benefits)

LW (FT)

LW
(FT with
benefits)

LW
(16 hrs)

LW
(16 hours
plus
benefits)

Single person,
no children

£211.42

£219.79

£104

£190.11

£243.65

£243.55

£125.60

£193.35

Single person,
two children

£211.42

£454.84

£104

£420.30

£243.55

£466.08

£125.60

£424.80

Couple, two
children, one
earners

£211.42

£489.96

£104

£465.61

£243.65

£501.21

£125.60

£473.17

Couple, two
children, two
earners

£422.83

£563.96

£208

£488.77

£487.30

£586.45

£251.20

£503.89

Couple, no
children, two
earners

£422.83

£422.83

£208

£300.97

£487.30

£487.09

£251.20

£316.09

In a time of fiscal consolidation, the taxpayer can no longer afford to bear the largest burden
when it comes to topping up low pay. Shifting the expectation from the taxpayer to profitable
big businesses to increase wages and for workers to increase hours towards full-time levels
will promote independence from the state and move the burden for tackling low pay from

3
4
5
6

8

Ibid
Ibid, p27
DWP press release, 18th February 2015, accessed on 6th March via https://www.gov.uk/government/news/iain-duncan-smith-jobs-ledrecovery-changing-peoples-lives
Calculated using the Policy In Practice Universal Credit calculator
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the taxpayer. Relying on tax credits also, effectively, represents a subsidy from large employers
who pay good wages to those employers who do not.
In the past, the tax credits system has, because of the so-called ‘cliff edge’, had a perverse
disincentive against increasing hours beyond 16 hours a week and progressing in work. There
is also an argument that the bottom end of the wage market is distorted with some big
companies paying less than they otherwise would because they know that they will be topped
up by tax credits.

Why should low pay concern us?
Strong families are a crucial route out of poverty and are essential for a stable society. Low
pay can have a damaging impact on family life. Many low-paid jobs involve parents having to
work unpredictable, atypical hours, which minimises time that can be spent on family activities,
such as eating or reading with children or helping them with their homework. Research has
shown that only 50 per cent of households where both parents worked atypical hours had
a family meal together most days or every day.7
People who are working long hours but see no evidence of their hard work and personal
sacrifices paying off are likely to become disenchanted with and disengaged from the
economic system as a whole. It is crucial that the link between hard work and reward can
be re-established for those at the bottom end of the pay scale. Work will always be the
best route out of poverty, but being stuck on low pay for a sustained period of time could
undermine this concept for many. Work as a concept should not be undermined.

How can low pay be tackled without costing jobs?
Minimum Wage
The National Minimum Wage (NMW) has proven to be a successful way of tackling extreme
low pay, without costing jobs and the Low Pay Commission (LPC) has been an effective
custodian of the NMW. However, the NMW lost a great deal of its value after the banking
crisis because of a series of below inflation increases as the LPC, rightly, opted for more
cautious increases at a time of rising unemployment.
The UK’s buoyant economy – one of the fastest growing in the OECD, with substantial
employment growth, rising profits and growing consumer confidence – provides the perfect
environment for the Minimum Wage to seek to recover its lost value as quickly as possible.
Above inflation increases should become the norm in periods of economic growth until
there is an indication of a negative impact on employment. The Low Pay Commission

7

JRF, Atypical hours and its impact on family life, London: JRF, 2002, p35
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should also consider the benefits to the Exchequer of reduced benefit spend and higher
tax take when it is making decisions about the future value of the Minimum Wage. It is
important to consider how citizens can achieve a ‘living income’ and how taxpayers can
reduce the burden that they shoulder in helping people achieve this ‘living income’.
The Minimum Wage is an important lever to tackle low pay at the very bottom of the income
spectrum. However, a number of other measures exist in order to tackle the long-term issue
of low pay, which we will now consider in greater detail.

Living Wage
The Living Wage undoubtedly has a crucial role in lifting people beyond the very low pay
level. It’s accepted by most Living Wage campaigners that it is unaffordable for some firms
and that making it statutory would cost around 160,000 jobs.8 It is right that there should be
no push to making the Living Wage statutory, but there should be a greater push towards
ensuring that those large employers who can pay the Living Wage do pay it.
Social psychology and so-called ‘nudge theory’ has an important role to play in spreading the
Living Wage. Lessons can be learnt from how the state of California used Transparency in
Supply Chain (TISC) legislation to eliminate modern slavery in the supply chain.9
Companies above a certain size should be expected to issue an annual report, of a length
of their choosing, setting out measures they are taking to become a Living Wage employer
and help their employees progress. Large, profitable companies should also be expected to
indicate on their headed paper, and other marketing material, whether they have chosen to
be a Living Wage employer.
The public sector should be in a position of ‘leading from the front’ when it comes to pushing
the Living Wage. Government departments and local authorities should consider how to
move towards being Living Wage employers and report on progress annually. Similarly,
public sector procurement could be used as a way of incentivising the Living Wage in the
private sector.
The Living Wage authorities, however, should be more cognisant of how both the public
and private sectors negotiate pay deals. This means providing reasonable notice of at least six
months to assist private sector bodies with planning. It also means working with an appreciation
of public sector pay restraint and allowing flexibility around public sector pay deals.
The Low Pay Commission has earned a broadening of its power. It should be given the
power of setting the advisory level of the Living Wage outside of London. In itself, this
would increase the authority of the Living Wage. It should also be expected to produce an

8
9

10

IPPR and Resolution Foundation, Beyond the Bottom Line, London: IPPR/Resolution Foundation, 2013, p5
This requires businesses to make an annual statement setting out the steps they have taken and are taking to eradicate human trafficking
and modern slavery. It applies to businesses who are major retailers and manufacturers, have annual worldwide gross receipts that
exceed $100 billion, and are based in California
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annual report about the impact of the Living Wage on employment, productivity and the
best way for citizens to achieve a ‘Living Income’.

How to achieve enhanced progression and incentives to work
It is important to take measures to ensure that people do not become ‘stuck’ in low pay for
a prolonged period of time. Education and skills reform is a crucial part of raising productivity
and wages over the long-term. Over the shorter term, larger businesses should be expected
to identify progression routes and training opportunities for low-paid employees.
The raising of the Income Tax personal allowance since 2010 has benefitted the lowest paid
and increased incentives to work. The Government should be congratulated for promising to
ensure that nobody on the Minimum Wage pays any income tax at all.
Once this has been achieved, government should consider ways, when affordable, to increase
the National Insurance employee allowance or to reduce the taper to 55 per cent and lower
and to increase the work allowance in the Universal Credit. Where affordable, Government
should have an aspiration of lifting the National Insurance employee contribution for
workers.
We believe that government should focus on increasing work incentives in the Universal
Credit, as this is specifically focused on the low-paid and greatly increases incentives to
work and to progress.
Universal Credit (UC) is a crucial, potentially transformative, tool in tackling low pay and
ensuring progression. Whereas the previous system was passive and reactive, UC is proactive
and can use real-time data to help people out of low pay and to achieve progression.
Universal Credit claimants should be expected to develop ‘Progression Plans’, setting out
detailed steps to boost skills and progress. Those in the greatest need should be assigned
specialist ‘Progression Coaches’. Payment by results should also be used to incentivise
advisers to achieve progression.
Low-paid workers are more likely to be trapped in substantial personal debt, turning a
difficult situation into an unsustainable one. Steps should be taken to remove restrictions
from credit unions and social finance providers. The ‘back banking’ system of the Universal
Credit should also be developed in a way that provides low or no interest loans to
claimants for essential needs.

Tackling Low Pay | Executive summary
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Introduction

The work of the Centre for Social Justice has repeatedly shown how people can become
trapped in poverty by its root causes: worklessness, family breakdown, educational failure,
addiction and serious personal debt. These are the problems that prevent people, families and
communities from realising their potential.
This work has had a major impact on this Government’s policy and has led, most notably, to
the reform of the welfare system and the introduction of Universal Credit (UC).10 The CSJ
identified that the welfare system, in dramatically reducing benefit payments when people
took more work, was itself acting as a barrier to employment and progression in employment.
The Government’s adoption of Universal Credit is expected to help over 300,000 people
back to work by creating a simpler, more intelligent welfare system.11 At its heart is the idea
that work should always pay – that is that people should always feel the benefit of taking more
hours or more money. Because there is cross-party support for the principle, it is highly likely
that it will be fully rolled out by the end of 2018.
At the same time that this policy has been evolving a parallel problem has been developing.
The level of ‘low pay’ is around a quarter, and even as high as a third, of the working
population, depending upon which definition of low pay is used. It has been this high since
the late 1980s. Whilst the National Minimum Wage (NMW) all but eradicated the problem of
extreme low pay, the issue of low pay remains a central one. The UK has one of the highest
proportions of low-paid workers in the OECD and also faces an issue that many low-paid
workers become ‘trapped’ in low pay and fail to progress to higher paid, higher skilled jobs.
Whilst politicians have looked for solutions to this problem, most have sought solutions in an
increase in the NMW or a move towards the Living Wage.
David Cameron has argued that workers should receive the benefits of rising profits in higher
wages and has called the Living Wage “an idea whose time has come.”12 Ed Miliband has
pledged to increase the NMW to £8 by 2020 and has supported tax breaks for the Living
Wage.13

10
11
12
13

12

Centre for Social Justice, Dynamic Benefits, London: The Centre for Social Justice, 2008
DWP: Impact Assessment of Universal Credit, December 2012, [accessed via: https://www.gov.uk/government/uploads/system/uploads/
attachment_data/file/220177/universal-credit-wr2011-ia.pdf (03.03.2015)]
The Guardian, 17th January 2015; The Guardian, 1st May 2011
BBC News, 3rd December 2013
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However, despite the fact that UC will benefit over 3 million people – many of whom will
be receiving low wages – these two issues have only very rarely been treated together.14
This paper will look at how the Government and the Low Pay Commission can do more to
combat low pay in the context of the new welfare landscape that Universal Credit is creating.

14

DWP, Press Release: “7 Ways Universal Credit will be a better deal” 20 March 2014 [accessed via: https://www.gov.uk/government/
news/7-ways-universal-credit-will-be-a-better-deal (06/03/15)]
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chapter one
Low pay

What is low pay?
There are three keys ways in which authorities tend to measure low pay:
 Relative low pay: calculated as two-thirds of gross median hourly pay, excluding overtime.

By this measure 5.2 million workers or 22 per cent of all workers are low paid.15
 Living Wage: calculated using a combination of the cost of achieving an adequate standard of

living and a threshold of 60 per cent of median wages, with a ‘cap’ to protect employment.16
It currently stands at £9.15 in London and £7.85 outside of London. Applies to 4.9 million
workers or 20 per cent of employees according to the Resolution Foundation.17 The IFS
suggest that this figure is as high as 29 per cent.18
 Reference Living Wage: The reference living wage is a living wage based purely on the cost

of living, with no cap based on employment impact. This is £8.80 for the UK and £10.10
for London and applies to 32 per cent of workers.19
By each of these measures there are a substantial number of people who are low paid:

15
16
17
18
19

The Resolution Foundation, Low Pay Britain 2014, London: Resolution Foundation, 2014, p18
GLA Economics, A Fairer London: The 2014 Living Wage in London, London: GLA, 2014
The Resolution Foundation, Low Pay Britain 2014, p18
IFS, Green Budget 2014, London: IFS, 2014, p143. The IFS accept that this 29% is likely to be an overestimate, but believe that the 20% is
an underestimate.
Resolution Foundation, Low Pay Britain 2014, p17. For 2013, the most recent year for which the calculation exists, this was £8.80 for the
UK and £10.10 for London and at the time applied to 32 per cent of workers
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Figure 1: Historic levels of low pay using various measures
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Source: Resolution Foundatio, Low Pay Britain 2014 paper

As the chart shows, the number of people who earned less than two thirds of the national
median wage has remained relatively steady at between 20 per cent and 23 per cent since
the mid 1990s, although a large number of people moved from ‘extreme low pay’ to ‘low
pay’ following the successful introduction of the NMW in 1999 by the Labour Government.
This attempted to eradicate the problem of ‘extreme low pay’ (half of median pay), citing
examples of people being paid 50p an hour in a Birmingham fish and chip shop.20 The
Government established the independent Low Pay Commission (LPC) to set the level of
the NMW tasking it to “provide a wage floor, in order to protect low-paid workers against
exploitation, without causing job losses.”21 As the graph below shows, in this it has been
extremely successful.

The Low Pay Commission
The Low Pay Commission is composed of three employer representatives, three worker
representatives and three lay representatives. Each year, the Government provides a new remit to
the LPC. As the LPC suggest, their “founding principles have been unchanged since the Commission
was created in 1997. The First Report set out the Commission’s intentions for the Minimum Wage: that it
should support a competitive economy; be set at a prudent level; be simple and straightforward; and make
a difference to the low-paid.”22

20
21
22

16

For historical background see House of Commons library, The Minimum Wage: Historical Background, 21st May 2014
Low Pay Commission, The Future Path of the National Minimum Wage, London: LPC,2014, p3
Ibid, p4
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Figure 2: Extreme low pay (less than half median) over time
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During the initial phases of the NMW, initially conservative increases, as evidence about its
impact was accumulated, were followed by above inflation increases after 2001. The financial
crisis then meant that the LPC adopted a ‘safety first’ approach to NMW increases.
The real value of the NMW peaked in 2009 at £6.79 using RPI and in 2007 at £6.66 using
CPI.23 The current rate of £6.50 an hour means that the wage is still 29p lower in RPI terms
than it was in 2009 in RPI terms and 16p lower in CPI terms. It is notable that costs such as
rent and utilities take a higher proportion of the income of low-paid people than others in
society, meaning that any stagnation of wages will have a relatively larger impact than higher
up the income scale.24 The LPC suggest that, “were it decided to recover the lost value of the
minimum wage through one uprating” it would need to increase to £6.96 in RPI terms and
£6.80 in CPI terms.25 2014 saw the first above inflation increase in the NMW since the onset
of the recession, with the Chancellor also making clear his desire to see the NMW recover
its lost value as soon as possible, using his submission to the LPC to argue the case for an
increase to £7.26 In February 2015, the LPC recommended a further above inflation increase
to £6.70 an hour, bringing the NMW closer to replacing its lost value.27
Whilst relative low pay did not show a marked rise during or shortly after the recession
as median incomes stagnated, the NMW lost a considerable amount of its value after the

23
24
25
26
27

Data provided by the Resolution Foundation
See Resolution Foundation, Squeezed Britain, London: Resolution Foundation, 2013
Low Pay Commission, The Future Path of the National Minimum Wage, London: LPC, 2014, p9 Data based on 2013 figures
‘George Osborne backs above-inflation minimum wage rise’, BBC News, 16th January 2014
Low Pay Commission, submission to Secretary of State for BIS, 23rd February 2015. https://www.gov.uk/government/uploads/system/
uploads/attachment_data/file/406380/This_recommendation.pdf
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recession and rising cost of essentials, such as housing, energy and childcare also made a more
substantial impact on the pockets of those on low pay.
For this reason a useful measure of low pay which has emerged in recent years is the Living
Wage. The Living Wage was first developed in 2001by a network of churches and citizen
organisations who were concerned that a number of low-paid people were struggling to get
by. The Living Wage is calculated to bear in mind the cost of living, considering how much
a person should be paid an hour in order to maintain a reasonable standard of living. The
current level of the Living Wage is £9.15 in London and £7.85 outside of London. There are
just over 1,200 accredited Living Wage employers and the concept has been given support by
the leaders of all major parties, as well as the Mayor of London, who has been an enthusiastic
advocate.28
Research by the Resolution Foundation and by the Institute for Fiscal Studies suggests that
there has been an increase in people paid below the Living Wage level in recent years.29 A
number of people moving from welfare into work over recent years will have started their
time in the workplace in relatively low-paid jobs. As we set out in this paper, a priority is that
these new workers are able to progress and improve their skills and pay over time.
However, it must be noted there remains some controversy about these three definitions of
low pay. The definitions of extreme low pay (half of gross median hourly pay) and low pay
(60 per cent of median income) are both arbitrary inequality measures that do not take into
account issues such as the cost of living. Conversely, the Living Wage and Reference Living
Wage can be criticised for taking little account of the impact on jobs.
Crucially for the purposes of this paper, none of these measures consider the actual income
that a person receives including money that is not earned, notably benefits. This is discussed
at greater length below.

The effects of low pay
Family life
As the CSJ’s work has repeatedly shown, strong families are essential for a stable society.30
Families offer the greatest protection and resilience to anyone facing challenges in their lives,
from children, to adults, to the elderly. Throughout our research for this paper, we have heard
how low pay can impact on family life.
Parents that have to work a large number of hours in order to make ends meet are less likely
to be able to devote time to see their partners and children, and devote time to important
parts family life, such as eating as a family, reading to and spending time with their children.

28
29
30

18

Living Wage Foundation website
Resolution Foundation, Low Pay Britain 2014; IFS, Green Budget 2014
E.g. Centre for Social Justice, Fractured Families: why stability matters, London: Centre for Social Justice, 2013
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Equally, much low-paid work involves combining two or more low-paid jobs and the travel
time further diminishes time for family life. It is estimated that around 1.1 million people have
to travel between more than one job.31

Balancing low paid work with family time
Sarah is aged 20 and has a four year old son. Sarah is a single parent, rents a flat and has little family
support around her. Sarah first came to Twenty Twenty an educational charity for disadvantaged
young people in the Midlands to volunteer as receptionist two years ago. Sarah could only commit to
voluntary work at the time as she had to also care for her young son.
Despite having few qualifications and no work experience, Sarah stood out straight away. Sarah was
keen, a ray of sunshine, hardworking and willing to learn any new task. With support Sarah really
progressed in her voluntary role. Sarah applied for a Business Administration Apprentice role at
Twenty Twenty and was successful. Sarah has worked for Twenty Twenty as an Apprentice for the past
year. Sarah has worked extremely well and will soon progress to a promoted Administration role
within Twenty Twenty.
Sarah’s commute to and from work involves catching a bus to drop her son at nursery and then
catching a train to work. Sarah leaves the home at 7.00am and doesn’t return until 7.30pm. Sarah
does not have one meal in the week with her son as she works long hours and her son has all his
meals at the nursery. Sarah would desperately like to spend more time with her son and reports
her relationship with him is affected. Sarah reports it is a constant battle to manage finances with
daily struggles and efforts to pay the bills. It is a challenge to support herself and her son, maintain
and run a house as well as do a good job in her job. Not to mention having time for herself, being a
parent and spending time with her son. Sarah finds that it isn’t easy to attend important appointments
including the doctors for her son and accessing parenting support as these appointments are only
offered during the working day.

Research has shown that those in low-paid jobs are more likely to work ‘atypical’ hours and
more likely to have to ‘shift parent’ rather than pay for childcare. The research also found that
low-paid mothers who work atypical hours are less likely to spend time eating as a family,
playing, reading, teaching or engaging in sport or social activities with their family.32 Such
demands may also have an effect on children’s education, with less parental time available
to help with homework. Research by the Joseph Rowntree Foundation found that only 50
per cent of households where both parents frequently worked atypical hours had a family
meal together most days or every day. This contrasts with 75 per cent of families who did no
or only occasional atypical hours.33 32 per cent of mothers and 46 per cent of fathers who
frequently worked atypical hours said that this limited the time they spent reading,playing with
their children or helping them with their homework.34
Many low paid jobs also bring with them an element of uncertainty that causes additional
stress and a feeling of being ‘stuck’ on a treadmill. Both of these factors can put additional
strain on family life. This is particularly the case in those low-paid jobs that may involve very
31
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changeable shift patterns, often not knowing shift patterns for the following week until relatively
late notice. This makes it hard to plan to spend time with family and makes childcare much
more difficult at short notice. There’s also some evidence that the stresses associated with low
pay might also contribute to mental health problems, with studies such as those by Rogers,
Butterworth and Windsor showing a “strong association between financial hardship and the
experience of depression.”35 This creates a potentially negative spiral, with mental health issues,
leading to difficulties in family life and difficulties in progressing through work.
The most recent data suggests that a third of poorer families had at least one bill in arrears.36
These stresses that emerge from low pay have a negative impact on family life and it is
something that those who want to strengthen the family should be concerned about.
It is clearly crucial that parents are able to spend time with their children, particularly during
their formative years, in order to provide a balanced and supportive environment. With this
in mind, a wage that enables stability and time with family is important and the impact of low
pay on family life should be strongly considered. The stability of a strong family and a good
job also brings benefits to children growing up in such an environment.

Housing
The cost of housing relative to wages also increases stress on families. Private renters pay on
average 40 per cent of their income on housing costs, compared to 20 per cent for mortgage
holders and 30 per cent for social renters.37 Dependence on private rented accommodation
and the shortage of social and private affordable housing reduces housing stability and
increases the proportion of income that low-paid people have to spend on housing. As the
Social Mobility and Child Poverty Commission have pointed out, the proportion of families
living in private rented accommodation increased from eight per cent in 2001/02 to 20.8 per
cent in 2012/13.38
People in low-paid jobs are also more likely to live in accommodation of a poor quality. 2.5
million children live in damp homes and 1.5 million live in households that cannot afford to heat
their homes properly.39 A number of commentators have criticised the fact that much private
rented accommodation at the lower end of the scale can be of a particularly bad quality and
doesn’t have to meet the Decent Homes Standard that those in the social housing sector do.40
It should be noted that people who have the minimum wage as the main income in their
household will be entitled to housing benefit. Over £24 billion is spent annually on housing
benefit, which is, at least to some extent, another taxpayer subsidy for low pay.41
35
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The economy
In the period from 2003, real wages across the economy stagnated and fell, leaving many
to argue that the connection between economic growth and growth in wages had been
broken.42 Notably, in the period between 2003 and the banking crash, real increases in
wages were only really seen at the top of the income spectrum.43 This is an issue that has
impacted the United States since the 1970s, in what Tyler Cowen has described as ‘The Great
Stagnation’.44
This perception, combined with the impact of low pay on individuals and families, provides
a troubling sense of disengagement of some from the economic system as a whole. It is
highly concerning that there are a large number of people who feel that they put in a lot
of hard work and make great personal sacrifices, without seeing anything notable in terms
of reward or progress. A number of people feel that hard work is not always rewarded and
are frustrated with what they regard as an economy that does not seem to be working for
them. It is important that a rising tide of prosperity lifts all boats and that people feel that the
economy benefits them.
Although people higher up on the wage scale can work long and unpredictable hours,
the further down the pay scale people get the more likely it is that people feel stuck on a
treadmill of low pay, unpredictable hours and hard work, which is not paying off.
Wages play an important role in engagement in the economy – as does employers showing
both progression and self-improvement potential for their employees. Many of those who
are ‘stuck’ on low pay for many years don’t feel that there is an obvious link between working
hard and being rewarded. Many feel stuck in a permanent survival mode, with unpredictable
hours and loss of quality time to spend with their family. It is crucial that the link between
hard work and success is seen as being re-established and people who work hard and do the
right thing are rewarded for it.
Work remains by far the best route out poverty and it is important that a sense, for some
people, of being stuck in a cycle of low pay with few prospects of progression doesn’t
undermine this concept. Ensuring that, where possible, work is adequately rewarded and
there are clear routes up for people on low pay will both ensure that the dignity of work and
labour is supported and that work is underlined as by far the best way in which to escape
from poverty.
Equally, the discussion about low pay also needs to be considered through the prism of the
need to increase productivity in the economy. For some decades, the UK has lagged behind
its major competitors in terms of productivity. The graph below shows how the UK continues
to lag behind its major competitors in productivity terms:45
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Figure 3: GDP per hour worked for G7 economies
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There is widespread agreement that the best way to improve wages and living standards
over the longer term is to boost productivity and, as discussed below, education reform and
improving training is an important way of doing that.46
However, there is also evidence that a boost in wages can, in itself, deliver higher productivity
and deliver benefits to the economy. Research about the initial impact of the NMW found that
one of the reasons that the impact on employment was not as grave as many had predicted
was that the increase in wages directly fed into a boost in productivity in impacted industries.
Between 1999 and 2008, output per filled job increased by 2.2 per cent a year, while output
per hour increased by 2.5 per cent a year.47 Some evidence suggests that the NMW led to
increased labour productivity as employers also took steps to boost productivity as a way
of dealing with increased labour costs. In 2001, the LPC surveyed employers and found that
employers had looked to boost productivity through increased training and development;
improved quality of service; increased use of technology; tightened control of labour costs;
and change work organisation.48 In the same report, the CBI commented that “the NMW may
have led some companies to replace inefficient systems of work organisation , and to introduce
practices such as multi-skilling or team work practices, in order to enhance productivity.”49
A US study has also found that increased wages led to reduced staff turnover and increased
productivity.50 Research about security staff at San Francisco Airport found that turnover
amongst security staff fell from 95 per cent a year to 19 per cent a year when a ‘living wage’
rate was introduced. A survey by London Economics has also shown a similar impact of the
46
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London Living Wage, suggesting that, ‘the most significant impact noted was recruitment and
retention, improved worker morale, motivation, productivity [and] the reputational impacts of
being an ethical employer.’51 Five out of six London Living Wage employers surveyed in 2009
reported that paying the living wage had increased the quality of their staff and two thirds
said that it had increased output per worker.52

Low pay and progression
One of the notable policy successes of recent years has been the substantial increase in
employment and fall in unemployment. Since 2010, 1.85 million new jobs have been created
and the vast majority of these new jobs are full time.53 Many of these new workers have
recently joined the workforce and have joined with relatively low skills at the relatively low paid
end of the labour market. It is crucial that people who have moved from welfare to work are
able to progress as quickly as possible and that the concepts of work and hard work leading
to reward are strengthened.
Of particular concern is the fact that only around 25 per cent of low-paid workers ‘escape’
low pay, using the two thirds of median income definition, over the long term. This highlights
the importance of ‘progression’ in the low pay argument. Although it is to be expected that
the majority of young, new entrants to the labour market are low paid, there is a far greater,
more structural concern if they are still low paid after five, ten, or 15 years. The chart below
sets out the proportion of each age group who are regarded as low-paid.54

Figure 4: Low Pay by age group
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A minimum wage is essential to ensure a basic minimum and prevent exploitation and extreme
low pay, but it is also essential to ensure that people do not become stuck in ‘low pay’ for a
prolonged period of time. As the Chartered Institute of Personnel and Development (CIPD)
have noted, some 4.3 million workers in the UK have skills and qualifications exceeding those
needed for their job, suggesting that for many progression is possible even before the need
to improve in career skills, training and development.55
The Resolution Foundation have divided lowpaid (using the official definition)people into
three separate groups:56
 Escapers – people who were originally low paid but managed to consistently escape low pay;
 Cyclers – people who have escaped low pay at some point over the tenyear period but

haven’t been able to consistently do so;
 Stuck – those who haven’t been able to move out of low pay over a tenyear period.

Of their sample, the Resolution Foundation found that 12 per cent were “working stuck”, 64
per cent were cyclers and 25 per cent were escapers.57
They also conducted analysis of those who were stuck close to the NMW for five or ten
years. This is illustrated in the charts below, with the values being closeness to the NMW:

Figure 5: Percentage of workers ‘stuck’ close to NMW for 5 years (since 2004)
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Figure 6: Percentage of workers ‘stuck’ close to the NMW for 10 years
(starting in 2009)
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Both charts show a gradual increase in the percentage of workers ‘stuck’ at a level close to
the NMW for a prolonged period of time.58
Research cited by the CBI shows a third of workers are stuck in the bottom pay group
after 14 years. After six years, over half of earners from the bottom income group had
moved out of that group. After ten years, this was six in ten and after 14 years, this was
seven in ten.59 It also found that most jobs with poor progression opportunities are located
in a small number of sectors and industries. Working part-time, in a small workplace or in
a low-wage industry have strong correlations with weak levels of progression. Conversely,
people working full time, in the public sector and in companies with annual appraisals and
pay increments are more likely to progress.60 The evidence also suggests that low-paid
people are more likely to progress by changing employers, rather than progressing within
the same organisation.61
Analysis of the British Household Panel Survey by the Work Foundation, in their ‘Bottom
Ten Million’ research found that a third of workers who were in the bottom ten per cent
of earners in 2001/02 were still in the bottom rung in 2008/09, while more than 60 per
cent of these earners remained in the bottom three deciles.62 The Low Pay Commission has
conducted detailed analysis of the ‘hours worked’ by those on the NMW. It has found that,
on average, NMW workers worked 26 hours per week in April 2013. Around a third work
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16 hours or fewer a week and 19 per cent work 36–40 hours a week. This contrasts to the
52 per cent of non NMW workers who worked 36–40 hours a week.63 It should be noted
that there are a number of households in which the minimum wage earner is the second
earner in the household.

A History of Low Pay Policy
The widening of the suffrage and the beginning of the age of democracy meant that low pay became
an essential issue for politicians to deal with. Rapid industrialisation and the growth of towns led
to journalists, authors and social reformers exposing the social evils of appalling factory conditions
and extremely low pay, Disraeli’s ‘Sybil’ and Engels’ ‘Condition of the Working Class In England’ being
two early examples. A series of Factory Acts passed by both Conservative and Liberal governments
entrenched the role of the state in the economy, largely tackling conditions in factories rather than
wages. The legalisation and substantial growth of trade unions, as well as the rise of the Labour Party,
led to increased pressure on government to intervene to tackle particularly low wages, with the
Independent Labour Party (ILP) calling for a minimum wage at their founding conference in 1892. The
growing public and political pressure, combined with the weakening of laissez faire ideas eventually led
to the first concerted action being taken about low pay by Asquith’s Liberal government.
In 1909, as President of the Board of Trade, Winston Churchill introduced the first ‘trade boards’,
established in those industries with a particular reputation for low pay and limiting bargaining strength
for workers. Churchill said that:
“It is a serious national evil that any class of His Majesty’s subjects should receive less than a living
wage in return for their utmost exertions. It was formerly supposed that the working of the laws of
supply and demand would naturally regulate or eliminate that evil... But where you have what we call
sweated trades, you have no organisation, no parity of bargaining, the good employer is undercut by
the bad, and the bad employer is undercut by the worst; the worker, whose whole livelihood depends
upon the industry, is undersold by the worker who only takes the trade up as a second string, his
feebleness and ignorance generally renders the worker an easy prey to the tyranny of the masters
and middle-men, only a step higher up the ladder than the worker, and held in the same relentless
grip of forces – where those conditions prevail you have not a condition of progress, but a condition
of progressive degeneration.”64
The boards could set legally enforceable minimum wage criteria in four industries, the particularly
so-called sweated trades marked by very low pay and casual labour: ready-made tailoring, cardboard
box making, lace finishing and chain making. The four trades covered around 200,000 workers and
were female dominated, with women making up 143,000 of the 200,000. In 1912, a further four
trades were added. By 1918, around 390,000 workers were covered by the boards, 80% of which
were female. The 1918 Trade Boards Act considerably expanded the Boards. By 1921, there were over
40 Boards in operation, covering around 3 million workers.65
The election of the Attlee government in 1945 expanded the Boards further and saw them renamed
as Wages Councils, alongside government encouragement for collective bargaining. Wages councils
were tripartite bodies, with employer and worker representatives and independent members who
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would arbitrate during disputes.66 The councils set minimum wages for the sectors and agreed upon
working conditions within the sector. The peak of Wages Councils was in 1953, when there were 66
Wages Councils, covering around 3.5 million workers. Wages Councils influence and scope diminished
in the decades from the 1950s. Both unions and employers became critical of the Councils, with
unions claiming that they diminished their influence, institutionalised low pay and that conditions of
full employment and economic growth made Wages Councils less relevant.67
The 1971 Industrial Relations Act made it easier to abolish Councils if they were “no longer
necessary”68 and the shift of Labour towards collective bargaining as a norm and the Conservatives
towards a more pronounced economic liberalism over the next decade meant that trends moved
away from Wages Councils. In 1986, the Thatcher government published a consultation paper arguing
that the Councils should either be abolished or substantially reformed. The resulting 1986 Wages Act
dramatically reduced the power and scope of the Councils.69 In 1993 all Councils, other than the
Agricultural Wages Board were abolished. It was argued that the Councils lifted the “price of labour
above its marginal product and were therefore a cause of unemployment.”70 However, there was a growth
of evidence that the abolition of Wages Councils led to a reduction in wages below what would have
been the Wages Council minimum and no commensurate rise in employment.71
Proposals for the introduction of a minimum wage had been prominent for over a century. The ILP
called for a minimum wage in its formation. Some Conservatives, such as Harold Macmillan, had also
called for the introduction of a national minimum, arguing that:
“The establishment of a legal minimum wage would be a great step forward, commanding the
sympathy and support of the great majority of the nation.”72
However, it should be noted that when he had the chance as Prime Minister, Macmillan did not
introduce a minimum wage. By that time, prosperity was seen as rising living standards without
the need for a national minimum. Equally trade unions and the left were confident that collective
bargaining represented a much more effective way of increasing wages. Many unions, notably the
AUEW, remained opposed to a minimum wage for decades arguing that it imposed an effective ceiling
on wages and bound the hands of negotiators during collective bargaining.
However, the weakening of unions and collective bargaining in the 1980s meant that the left in
particular became increasingly attracted to the idea of a minimum wage. Whereas the 1983 Labour
manifesto only said that a Labour government would “discuss with the TUC the idea of introducing a
minimum wage”, the 1987 manifesto explicitly dedicated the party to the introduction of a minimum
wage. The Conservatives repeatedly rejected the policy whilst in government. Their 1992 manifesto
said that “we reject Labour’s job destroying notion of a national minimum wage” and the 1997 manifesto
declared that, “no Conservative government will… introduce a national minimum wage.”
In 1997, Labour’s manifesto committed the Blair government to a “sensibly set national minimum
wage.” In 1999, the NMW was introduced at a rate of £3.60 an hour.
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Within a few years it was clear that concerns about the impact of the minimum wage on employment
were overblown. Added to this, the minimum wage had become a popular policy and continued
opposition was seen as many to be a substantial drag on Conservative fortunes. Bearing in mind
both these factors, the first act of Michael Portillo, when appointed Shadow Chancellor in 2000
was to announce that a future Conservative government would not repeal the minimum wage. The
announcement suggested that, although it was “not a well-targeted device for combating poverty”, the
relatively low level at which it had been set meant that it had less of an impact on jobs than feared. In the
years since, the Conservatives have become much more supportive of the idea, with George Osborne
suggesting that the party was “on the wrong side of the argument” in the 1990s.73

Low pay and welfare
Benefits and income
The use of Tax Credits exploded after 1997. According to the ONS, expenditure on Tax
Credits increased from £1.1 billion in 1999/2000 to 24 billion in 2008/09 when being paid to
5.7 million families.74 Many of these Tax Credits were effectively used to ‘top up’ low pay and
ensure that people at the low end of the income scale were able to maintain a reasonable
standard of living.

Working Tax Credit
Working Tax Credit is means tested – recipients should be:
 At least 25 years of age;
 Working 30 hours a week;
 Earn less than £13,253 a year if single and £18,023 jointly if a couple.

The basic payment is worth up to £1,940 a year.
Couples with children also receive the Child Tax Credit if they work at least 16 hours a week. The ‘cliff
edge’ of 16 hours has provided a disincentive to work over 16 hours for many, meaning that, although
necessary to cushion low pay, tax credits have had the negative impact of preventing progression.
Those with a household income of £15,000 a year are paid up to £3,300 (one child), £6,050 (two
children), £8,805 (three children).75

Although Tax Credits can amount to a substantial increase in the proportion of income that
people receive, discussion of the number of the people who receive low pay normally tends
to focus solely of the amount of money they receive from their employer. Although it is worth
noting that the setting of the Living Wage level does take the value of Tax Credits and benefits
into account – if working Tax Credits are cut, the Living Wage will increase.
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One of the reasons why the debate has often failed to take account of this issue is because of
the extraordinary complexity of the benefit system. With the introduction of Universal Credit
it will be considerably easier to understand how much actual income different people and
families have. More than three million people will be left better off by Universal Credit and
more than 300,000 people are expected to move into work for the first time.76
The table below illustrates what Universal Credit will mean to the income of low-paid
people. At the moment, and following the introduction of Universal Credit, the state takes
a reasonable amount of the burden in terms of turning low pay into an acceptable income.
This is illustrated in the chart below. Figures are per month, calculated by Policy In Practice
and are based on somebody living in Birmingham. Rates are after tax and full time rates are
defined as 35 hours per week:77

Table 2: Total income received after Universal Credit
NMW
(FT)

NMW
(FT with
benefits)

NMW
(16 hrs)

NMW
(16
hrs w/
benefits)

LW (FT)

LW
(FT with
benefits)

LW
(16 hrs)

LW
(16 hours
plus
benefits)

Single person,
no children

£211.42

£219.79

£104

£190.11

£243.65

£243.55

£125.60

£193.35

Single person,
two children

£211.42

£454.84

£104

£420.30

£243.55

£466.08

£125.60

£424.80

Couple, two
children, one
earners

£211.42

£489.96

£104

£465.61

£243.65

£501.21

£125.60

£473.17

Couple, two
children, two
earners

£422.83

£563.96

£208

£488.77

£487.30

£586.45

£251.20

£503.89

Couple, no
children, two
earners

£422.83

£422.83

£208

£300.97

£487.30

£487.09

£251.20

£316.09

The chart above shows that the benefit system pushes every group of Minimum Wage
earners up towards the Living Wage level. The level each group receives for the NMW plus
benefits in comparison with the Living Wage level is set out below:
 Single person, no children: £23.86 short of Living Wage level
 Single person, two children: £210.89 ahead of Living Wage level
 Couple, two children, one earner: £246.31 ahead of Living Wage level
 Couple, two children, two earners: £76.66 ahead of Living Wage level
 Couple, two earners: £64.47 short of Living Wage level
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two children, one aged 3, one aged 7, paying £551.10 in rent; Couple, both aged 30, with no children, paying £425.35 in rent. All based on
assumption of private rent, with no free school meals, located in Birmingham City Council, residence in Council Tax Band E.

Tackling Low Pay | Low pay

29

The figures show that Universal Credit has improved incentives considerably in terms of
increasing hours. However, there are still notable disincentives to move from working part
time to full time. In each of the examples, the difference between working 16 hours after
benefits and 35 hours after benefits are relatively small. As we suggest later, this creates a
strong argument for boosting work incentives by reducing the taper in Universal Credit and
increasing the work allowance.
As can be seen, some people, when their benefits are taken into account, are either earning
more than the Living Wage or are actually much closer to it.
In short, for those with children, UC helps move low-paid people beyond the Living Wage
level, towards a Living Income. For those without children, UC makes a considerable difference
but doesn’t push low-paid people beyond the Living Wage level.
As can be seen, UC will bring with it notable financial benefits for some families, taking them
into Living Wage territory. Consequently, it is important for policymakers to consider all
elements of income that people receive, be that from employers or benefits. The remainder
of this paper will consider how policymakers can help those on low-pay achieve a living
income and to progress quickly away from low pay.

Welfare as a subsidy to low pay
Tax credits, in a number of ways, effectively represent a taxpayer subsidy to big business by
topping up low pay. The chart in the previous section makes clear that the taxpayer takes up a
considerable part of the burden when it comes to topping up low pay. Some businesses may
resist paying higher wages, knowing that the state will top up income of the low-paid using
tax credits. Consequently, in effect, tax credits represent a transfer from businesses who pay
good wages to their workers to those businesses who do not. This is always difficult to justify,
but is particularly so in the present fiscal climate.
Some have argued that tax credits create what is called a Speenhamland effect at the bottom
end of the labour market, referring to the topping up of agricultural workers wages out of
poor relief documented by Polanyi amongst others.78 This argues that there is no real incentive
for employers to increase wages at the lower end of the market, reflected by wage increases
for low-paid workers trailing growth in profitability, share price dividends and executive pay
over recent years. At the same time, tax credits have arguably diminished the link between
increasing skills, progress and increasing reward, due to loss of tax credits as income increases.
This could be illustrated by a clustering of the number of employers who regard the minimum
wage as a ‘going rate’, rather than a floor and pay at or just above the minimum wage. We
have shown on above how a growing number of workers are ‘stuck’ at this kind of level.
As Rt. Hon. Alan Milburn MP, Chairman of the Social Mobility and Child Poverty Commission,
has commented, the tightening fiscal situation means that government can no longer be
78
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expected to foot the bill for tackling low pay and big business should be expected to play a
bigger role, as well as workers moving towards full-time hours rather than relying on tax credits:
“Higher tax credits subsidised stagnating earnings and propped up living standards.
During that period [from 2003 to the banking crisis], they were the only substantial
source of growth in real incomes for those in the bottom half. Austerity removes that
prop. The taxpayer alone can no longer afford to shoulder the burden of bridging the gap
between earnings and prices. The Government will need to devise new ways of sharing
that burden with employers, without damaging employment.”79
Tax Credits represented the only substantial source of real income growth for low to middle
income households between 2003 and 2008 and in many ways they represented a crutch
for the failure to see increases in household incomes through wages.80 It is undoubtedly
important that business shows a willingness to share more of their record profits with
workers, in return for a business environment that has low corporation tax, high flexibility and
sensible levels of regulation. 2014 saw a 16-year high in corporate profits in the UK, as well
as a record high in dividends and a rising stock market.81 Such an environment, in which pay
rises can be sustained and justified, is clearly one in which business should look to take much
of the burden away from the state for tackling low pay and workers look to increase their
hours where possible. This means that the focus on achieving a ‘Living Income’ should move
increasingly from the state and towards employers.
As will be discussed later, there is also some evidence that tax credits might have had a
perverse disincentive on progression. The first reason for this is the so-called ‘cliff edge’ after
16 hours, meaning that many claimants became no better off after tax credits if they worked
more than 16 hours in a week. In other cases, tax credits meant that people would effectively
feel no financial benefit from being promoted in the workplace, meaning that a perverse
disincentive was created from seeking promotion.
That is not to demean or diminish the extremely important role of Tax Credits. They clearly
have had, and should continue to have, an important role to play in ensuring that people
are able to maintain a reasonable standard of living and to raise their family. The roll-out of
Universal Credit will allow benefits to be paid in a more intelligent way that will help people
into work and them help them to progress in work. It is important, however, that Tax Credits
are not used as a subsidy for companies who can afford to pay their workers more but
choose not to do so. That is unfair on the taxpayer and unfair on other businesses.
With this in mind, there is an argument that measures such as increasing the minimum wage,
which will shift the burden of tackling low pay from the taxpayer to business, will deliver a
long-term saving to the taxpayer as well. This is because higher wages are likely to lead to
higher take home pay and higher work incentives, in turn reducing the benefit bill and, as a
worker progresses, increasing the tax being paid to the Exchequer.
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The IPPR and Resolution Foundation produced some modeling around this in their ‘Beyond
The Bottom Line. This modelled using the extreme, and undesirable scenario, that the Living
Wage should be universally applied. It found that the jobs lost due to increased labour costs
would be 160,000 and that around four million workers would benefit. They estimated that
HM Treasury would make gross savings of around £3.6 billion, with increased income tax
receipts accounting for £1.1 billion, NI contributions for around £1.3 billion and savings on
means-tested benefits and tax credits of around £1.1 billion. Public sector wage bills would
be increased if the Living Wage was universally applied, meaning that the net savings to HM
Treasury would be around £2.2 billion. They also modelled alternative scenarios. If everybody
living in London was paid the London Living Wage, the Treasury would save £691 million a
year.The saving would be £967 million a year if restricted to workers in the low-paid sectors.82
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chapter two
Tackling low income

As the previous sections have shown, there are a number of factors that lead to people
suffering from low income: low pay; benefits; and a high cost of living. In addition, issues such
as serious personal debt can badly undermine net income, leaving people in an unsustainable
position on wages that might otherwise have been bearable.
In devising policy, government should look to ensure that, as far as possible, people do not
fall below a minimum income standard (relative to the cost of living). To do this it can pursue
the following policies:
 Strengthening the NMW;
 Improving work incentives;
 Removing barriers to work;
 Helping more people to progress in work;
 Supporting people out of serious personal debt;
 Lowering the cost of living.

In this section we make recommendations to government on how it can address each of
these issues.

Strengthening the National Minimum Wage
Since being established in 1999, the Minimum Wage has proven to be an effective way of
eliminating extreme low pay, without having an adverse impact upon jobs. The Low Pay
Commission has defined the role of the NMW as being to “provide a wage floor, in order to
protect low-paid workers against exploitation, without causing job losses.”83
In meeting that goal, the NMW has been remarkably successful. Despite warnings of up to
two million jobs being lost before the introduction of the NMW, its introduction was actually
followed by years of falling and relatively low unemployment.84
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Figure 7: Level of unemployment following introduction of National Minimum Wage
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Between April 1999 and May 2008, employment increased by over 2.5 million, or 9.4 per
cent, and the working age employment rate increased from 71.8 per cent to 73 per cent.85
Equally, since the onset of the recession, employment was initially resilient, followed by
impressive employment growth over recent years. This suggests that the UK benefits from
having one of the most flexible labour markets in the OECD and that the NMW has not
had a negative impact on job creation or unemployment. Indeed, the falls in unemployment
happened at a time when increases in the minimum wage were higher than increases in
median wages.
Similar warnings to those in the 1990s were made following the Government’s announcement
that they planned to increase the minimum wage by above inflation in 2014. However, the
months following the announcement and following the implementation of the new rate saw
substantial falls in unemployment, suggesting that fears were again misplaced. The fact that
the design of the NMW and the LPC means that it can respond effectively to labour market
conditions is undoubtedly one of the strengths of its design.
The level of the Minimum Wage is set on an annual basis by the Low Pay Commission, which
is composed of three business representatives, three union figures and three independent
individuals. Each year, the Commission sets a proposed rate, which will come into effect six
months later and explain their reasoning in a detailed annual report. This model has effectively
depoliticised the setting of the NMW, meaning that the LPC can consider labour market and
other economic factors when setting the rate and has allowed higher rate increases during
economic booms and more conservative increases during recessions. The fact that agreement
85
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was reached on limiting increases after the banking crash is testament to the effectiveness of
the LPC as a body.
This is infinitely preferable to the model used in countries such as France, where the minimum
wage is pegged to inflation, or the United States, where minimum wage increases are both
highly rare and highly political. In both cases, the Minimum Wage has fallen behind that of the
UK in terms of added value.86
Recent years have seen a strong and sustained growth in employment and the above inflation
rise in the minimum wage in 2014 has resulted in no negative impact on employment. The
UK now has the strongest economy in the EU and one of the strongest in the whole OECD,
with over two million private sector jobs being created since 2010.87 The economy and the
labour market now seem to be easily strong enough to withstand a sizeable increase in the
Minimum Wage, with the first priority being to recover the value lost during the recession
through above inflation increases in the NMW until there is evidence of a detrimental impact
on employment. Based on this, we are strongly supportive of the LPC’s proposal for an above
inflation increase to £6.70, but think it should also consider a further step towards £7. It’s
worth noting that the taxpayer effectively picks up the bill for a slightly lower NMW in terms
of tax credits.
Recommendation: In setting the NMW, the LPC should also consider benefits to the Exchequer
that would accrue from a lower benefit bill and a higher tax take that would result from a higher
Minimum Wage, as well as how it would help citizens to achieve a Living Income.
Recommendation: The Government should ask the Low Pay Commission to recommend ways for
the minimum wage to recover its lost value as quickly as possible.

The Low Pay Commission has clearly shown itself as a body worthy of enhanced powers.
It has used a clear, empirically based approach and has delivered a consensus verdict on the
value of the NMW even in the difficult years following the banking crash. It has also drawn
together a substantial bank of evidence around low pay. With this in mind, the LPC could use
its insight to suggest steps towards eradicating the issue of low pay, shifting away from the
problem of extreme low pay, which it has generally focused on.
A strong economy is a prerequisite for increasing the value of the minimum wage over time.
The NMW has lost value since 2008 because of the impact of the recession and the fiscal
constraints that imposed and will only be able to maintain strong year-on-year increases with
healthy economic growth. Losing sight of this and pushing for unsustainable increases in the
NMW that would put jobs and the economic recovery at risk would be self-defeating.
The success of the NMW in all but eradicating extreme low pay is clear. However, if it is to
maintain its power as a key tool against exploitation of workers it is crucial that it is enforced
effectively. The TUC have estimated that there are around 115,000 jobs in the so-called
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‘shadow economy’ that pay below the NMW.88 The most recent ONS data suggests that
there were 236,000 jobs that pay less than the NMW due to the lower rates for apprentices
and young people.89
Poor enforcement is not only unfair on workers, it is also unfair on the overwhelming
majority of businesses, large and small who pay their employees at least the Minimum Wage.
The Government should be applauded for both increasing the fine for non-payment of the
NMW and naming 37 non-payers in January 2015.90 Government should continue to make
clear that the NMW will be rigorously enforced and consider further increasing the fine for
non-payment. It’s also important that further steps are made to ensure enforcement of the
NMW in the social care sector, with some providers failing to pay for travel time between
jobs, for example, and others making illegal deductions for uniforms.91
However, whilst the NMW is an important weapon against low pay, it is not the sole tool. The
NMW provides a safeguard against exploitation and a floor in the labour market. It has all but
eliminated extreme low pay, but low pay itself has continued to impact a similar proportion of
the population that it did in the mid-1990s. The remainder of this paper will consider a variety
of other tools to reduce the incidence of low pay in the British economy.

Promoting the Living Wage
Some have argued that the Living Wage represents a way to break this paradigm and move
from ‘low pay’ to ‘living pay’ and there is little doubt that it represents a part of the answer. In
the UK, the ‘Living Wage’ was launched by London Citizens in 2001, amidst concerns that a
number of low-paid people in London were having difficulty making ends meet.92
As has been noted earlier in the paper, tax credits in the past and the Universal Credit in
the future, are designed to ensure that the state bridges the gap between low pay and a
reasonable standard of living, or a ‘living income’. It would be preferable, both on the part of
the taxpayer and independence from the state, if the burden for this could be passed from
the state to profitable business. The Living Wage clearly represents a way of helping to achieve
this, but it must be promoted in a way that doesn’t put jobs at risk.
The London Living Wage currently stands at £9.15 an hour and the Living Wage outside
of London at £7.85 – in March there were 1,229 Living Wage employers accredited by the
Living Wage Foundation.93 The charts below set out the differences between the Living Wage
and the Minimum Wage since 2010:
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Figure 8: National Minimum Wage against Living Wage over time
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In 2005, the Greater London Authority issued an annually updated London Living Wage.94 The
concept has been enthusiastically endorsed by London Mayor, Boris Johnson, and also by his
predecessor Ken Livingstone.
The below chart shows the difference between the London Living Wage and the National
Minimum Wage since 2003:

Figure 9: National Minimum Wage versus London Living Wage over time
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The London Living Wage is calculated by combining 60 per cent of the median London
income and an assessment of the cost of living in London. Outside of London, the Living
Wage level is set by the Centre for Research in Social Policy at Loughborough University.95
The fact that the Living Wage is only accredited by just over a thousand employers suggests
that there is still some way to go. A number of organisations argue that they cannot pay
the LW because their cleaners, for example, are sub-contracted and, therefore not directly
employed by the organisation. However, this should not stop them sub-contracting only with
Living Wage employers and other Living Wage employers have signed up to the Living Wage
despite being in the same situation. Some employers, such as every Premiership Football
Club apart from Chelsea and West Ham – who are renowned for high pay at the top end of
the scale – have failed to sign up to the Living Wage, despite recently signing a £5 billion TV
rights deal.96 The campaign has also had mixed results in reaching small- and medium-sized
businesses and businesses in the traditionally low-paid sectors. Most local authorities have
also not signed up to the wage, with only 31 local authorities plus the GLA being signed up.97
Clearly, there are a number of reasons for organisations deciding not to sign up to the Living
Wage. They can be broken into three separate groups:
 Companies that genuinely cannot afford the increase in labour costs that it would entail

and that should be acknowledged by campaigners. Moving a company to the financial edge
or to a position where it has to lay off staff should be avoided. As noted earlier, a strong
economy is a fundamental prerequisite to achieving wage growth.
 Companies that remain to be persuaded of the case for the Living Wage. In particular, they

might feel that evidence about increased productivity or reduced staff turnover has not
been made strongly enough. They are still to be convinced about what Boris Johnson has
called the “red blooded capitalist” case for the Living Wage.
 Companies who can afford to pay the Living Wage but choose not to do so. As the Prime

Minister recently argued, there’s a strong case that companies who are celebrating a
16-year high in profits should give some of that success back to their workers in wages.98
It should be accepted that not all firms will be able to pay the Living Wage and pushing it
on to firms in a way that will cause unemployment would be unacceptable and unwise. The
NIESR have suggested that 160,000 jobs would be lost if the Living Wage was paid to all
workers, which is a good reason that it should remain voluntary.99
However, there is a strong argument that further pressure should be placed on companies
who can afford to pay the Living Wage but decide not to. Part of this comes through both
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Government and existing Living Wage employees making a compelling argument for the
business benefits of a Living Wage.
The positive environment for both business and job creation, with low levels of business tax
and high levels of profitability and dividends, means that now is the right time to push the
Living Wage as a concept.
The definition of a Living Wage employer is also something that might be tightened. It should
be expected that large firms who are Living Wage employers should also procure all services
from other Living Wage firms, provided they are not small firms operating in sectors of low
profitability. A commitment to shift to a Living Wage employer once an existing contract
expires should also apply. Clearly for local authorities, with PFI contracts, this might be more
complex and consideration might have to be given to finding potential break clauses in
contracts.

Recommendation: Living Wage employers should be expected, within reason, to procure all
services from other Living Wage employers.

Social psychology, as well as so-called ‘nudge’ theory, could be a useful way of ensuring that
big firms that are able to pay the Living Wage do so, without the need for legislation. An
example for this could be the Transparency in Supply Chain (TISC) legislation passed in
California, with reference to modern slavery and human trafficking. This requires businesses to
make an annual statement setting out the steps they have taken and are taking to eradicate
human trafficking and modern slavery. It applies to businesses who are major retailers and
manufacturers; have annual worldwide gross receipts that exceed $100 billion; and are based
in California.100
Such an approach could be used when it comes to low pay. It should be up to the LPC to
consider final parameters, but it seems reasonable to ask firms who employ more than 5,000
staff, or with an annual turnover of more than £100 million, and past year profit margins of
over five per cent, to prepare an annual report setting out what they are doing to move
towards being a Living Wage employer, with a Living Wage supply chain; and steps they are
taking to help their low-paid employees to progress and upskill. If a company is not taking
steps to become a Living Wage employer, this report would also give them a chance to
explain their rationale.This report does not need to be an onerous or bureaucratic document
– in fact, the most powerful would probably only be one or two pages long. However, it would
be a powerful way of encouraging those firms with the ability to do so to act on the issue
of wages.
The LPC should also review the effectiveness of this approach on a regular basis and use an
evidence based approach to amending its parameters.

100 Corporate and Social Responsibility Newswire, press release, 12th February 2014
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Recommendation: All firms that employ over 5,000 people or have a turnover of more than £100
million, and a past year profit margin of more than five per cent should be required to produce
an annual report, in a format of their choosing, setting out how many workers are paid below the
Living Wage level, what they have done, and plan to do, to move towards Living Wage status and
to help their employees progress.

The Living Wage ‘brand’ is already a strong one but there are ways in which it could be
strengthened further. The ‘kitemark’ concept has been effective in other campaigns and
bolstering the concept of a Living Wage kitemark could be equally effective. This would
involve strengthening awareness of the concept amongst consumers and citizens. Clearly,
companies that pay the Living Wage would be keen to use the kitemark in their letterheads,
on their website and other marketing literature. However, large companies that don’t pay the
Living Wage should also be expected to point out that they are not a Living Wage employer
on their marketing literature. This would have a powerful nudge effect.

Recommendation: Firms with an annual turnover of more than £100 million should be expected
to state on company letterheads and other marketing documents whether they pay or do not pay
the Living Wage.

When considering which companies should be excluded from this approach, it seems right
that small and medium sized businesses should not be included. Some would also argue that
large businesses in the so-called ‘low pay sectors’ should also be excluded. We would argue
that the issue is more complex. Such a process is more complicated than merely identifying
‘sectors’ with high bites. Whereas retail and cleaning are parts of the low-paid sectors, for
example, they are both dominated by large, profitable companies rather than small employers
and they are sectors where jobs cannot be ‘exported’. Cleaning is also generally part of large
businesses who contract their services to employers in the non low-pay sectors. Hairdressing
and hospitality, on the other hand, are generally dominated by small businesses who deal
directly with individuals and are particularly sensitive to changes in consumer spending power.
With this in mind, the Low Pay Commission should be able to consider those sectors that it
believes should be excluded from this approach because of sensitivity to changes in labour
costs.
Politicians should not be afraid to use what Teddy Roosevelt called the ‘bully pulpit’ and
‘call out’ businesses, such as Premier League football clubs, who are in a position, based on
profitability, to pay a Living Wage but choose not to do so.
However, business should also expect that the Living Wage takes into account how business
operates and how business plans. At the moment, Living Wage increases for the following
year are announced in November. This does not give a large amount of time for businesses
or public sector bodies to plan for what can be considerable changes, particularly as benefit
changes are taken into account when setting the new level. There is a six-month gap between
setting the Minimum Wage and the rate coming into effect and it seems reasonable that at
least as long a gap should exist between the announcement of the new Living Wage level.
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Recommendation: To allow businesses and public sector bodies to plan, the Living Wage level
should be announced at least six months before implementation.

This is not to suggest that small businesses, or businesses in hairdressing, for example, should
not aspire to pay the Living Wage. Indeed, a survey of its members by the Federation of
Small Businesses found that 49 per cent of members already pay at or above the Living Wage
level.101 This is also a statistic that should make bigger businesses take note. It should be hoped
that, ultimately both the business case and high profile nature of the campaign makes the case
clearly enough. The immediate focus for this, however, should be larger, profitable employers.
If government is making this pressure, it must be in a position where it can effectively ‘lead by
example’. Only 31 local authorities, as well as the GLA, have signed up to the Living Wage. It
is more difficult for government to make a case to business about the Living Wage if it is not
a Living Wage employer itself. This means that central government departments and agencies
should look to sign up to the Living Wage as soon as is feasible.
However, it is important for the Living Wage to be able to adapt to the way in which
government pay deals are formed. Over recent years, the tight fiscal situation has meant that
the public sector has had to engage in considerable wage restraint. It has, therefore, been
unrealistic for public sector departments and local authorities to commit to a Living Wage
when it was unclear whether future rises would break this public sector wage restraint. When
dealing with the public sector, the Living Wage should be more flexible in order to enable
public bodies to plan and the Living Wage should be flexible enough to bring its negotiation
cycles in line with the government pay settlement.
For some local authorities outside of London, who are already facing cost pressures and
are often considerable local employers themselves, an early shift towards Living Wage status
might be unrealistic. All local authorities should, however, be expected to show how feasible
Living Wage status is and what they are doing to work towards it. If local authorities have a
long-term PFI contract that prevents them from acting, they should consider suitable break
clauses in the contracts. As is the case with the private sector, public sector organisations
should also be expected to report annually about steps they are taking to become Living
Wage employers.
Islington Council provides one model for making this affordable for local authorities. The
council froze or cut the pay at the top level in order to fund a move towards being a Living
Wage authority. In the most extreme example, the pay of the Chief Executive was cut by
£50,000 in order to ensure that cleaners could be paid at the Living Wage level.102

101 FSB, FSB says firms are increasing wages for staff, 22nd September 2013
102 The Guardian, 4th November 2013
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Recommendation: Government departments, local authorities and government agencies should
consider ways to become Living Wage employers.
Recommendation: Government departments and local authorities should be expected to report
annually about steps they are taking to move towards becoming Living Wage employers.
Recommendation: The Living Wage should be sympathetic to the way in which public sector pay
deals are designed and the period of planning that is needed for this.

Public sector procurement also provides a useful way for the public sector to lead by
example. When looking to procure services from outside bodies, government departments
should, at the very least, consider whether suppliers pay the Living Wages.
The strength of the Living Wage in London is not just that it has been championed strongly
by Boris Johnson and, before him, Ken Livingstone. Its strength is also that it’s set by an
authoritative, respectable public body in the GLA. The wage outside of London is set by the
Centre for Social Policy at Loughborough University, a body that is highly respected in its
field. However, it does not share the widespread public respect or awareness of the GLA or
the Mayor of London’s Office.There is clearly a case for moving towards a more authoritative
and definitive way of setting the Living Wage nationally. With this in mind, we believe that
the Low Pay Commission could have a role to play. As part of its annual report on the
Minimum Wage, it should also set out an advisory Living Wage for outside of London. This
seems an obvious next step, not just for the Living Wage, but also for the LPC. As part of
this, it should consider the best way for citizens to achieve a Living Income, of which there
is little doubt that the Living Wage would play a part. We understand that the movement
behind the Living Wage involved citizens groups and businesses coming together in order to
set it and these bodies should consider setting out an alternative to this power being given
to the LPC.

Recommendation: On an annual basis, the Low Pay Commission should be asked to recommend
an advisory Living Wage for outside of London.

It is right to be concerned about the impact of the Living Wage on employment. A Living
Wage that weakens the economy and increases unemployment would be self-defeating, given
that a strong economy is essential for wage growth in the long-term. On an annual basis, the
LPC should be asked to provide an assessment of the impact of the Living Wage on
employment, as well as productivity, worker satisfaction and other metrics. This would enable
an evidence-based approach to future decisions about the Living Wage.
Recommendation: The Low Pay Commission should be asked to provide an annual assessment of
the impact of the Living Wage on employment, labour costs, productivity and other key metrics.
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Improving work incentives through the tax system
Enabling people on low-paid work to keep more of their pay cheque marks a clear incentive
to both work and increase hours. With this in mind, the coalition’s gradual increase in the
personal allowance should be welcomed.
The tax free personal allowance has gradually increased over the course of the Parliament,
so that it will stand at £10,600 for 2015/16.103 Around three million people now pay no
income tax at all because of the measure. Despite criticisms, the measure has undoubtedly
increased incentives to work, has reduced the marginal rate of tax for those moving into work
and delivered a considerable proportional gain to the poorest workers. For this reason, the
decision to raise the personal allowance to £12,500, so that nobody on full-time Minimum
Wage will pay any income tax should also be heartily welcomed. It seemed an illogical
absurdity that people were being paid the NMW, a measure to set a clear floor on earnings,
only to have a reasonable proportion of that income immediately taken in tax.104
Nevertheless, once the personal allowance has been increased to the level, government
should be encouraged to then concentrate on increasing the personal allowance for National
Insurance employee contributions (NICs). Increasing the personal allowance beyond that
point would come as no real benefit to the low-paid, who will already not be paying income
tax. Many of the low-paid will, however, still be paying NICs.
The divergence between the income tax and NI allowances is illustrated in the chart below:

Figure 10: Divergence in income tax and National Insurance threshold
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As the IFS has pointed out, the disparity between income tax and NI employee allowance
(now £7,956) means that 4.7 million workers will be paying no income tax in 2014/15, but
1.2 million of these workers will still be paying NICs. Somebody earning £10,000 a year (the
2014/15 income tax allowance) would be paying no income tax, but still paying £245 in
National Insurance contributions. The IFS have estimated that aligning the National Insurance
and income tax allowances would cost around £12 billion a year.105 This is something that
should be considered and regarded as an aspiration.

Recommendation: Government should aspire to increase the National Insurance contribution
threshold for workers, gradually bringing it in line with the income tax threshold.

Improving work incentives and progression through
Universal Credit
Making work pay should be at the core of attempts to tackle low pay and it should be
absolutely clear that work should always pay more than being on benefits. One of the great
successes of recent years has been moving people from unemployment (and in many cases
long-term unemployment) into work. Since 2010, employment is up by 1.85 million and the
employment rate, at 73.2 per cent is at a record high, with the vast majority of these jobs
being full-time. In the year to February 2015, unemployment reduced by 486,000 and longterm unemployment fell to its lowest level for five years.106 This has been achieved through a
number of welfare reforms, including a benefit cap, with the aim of ensuring that nobody can
earn more on benefits than they can through work.
However, in order to tackle the fundamental problem of low pay as a whole, it is important
to help workers progress up career ladders, rather than being ‘stuck’ in low pay. This section
will consider how a new intervention by government, Universal Credit, and new interventions
by employers, can help employees progress more quickly and how the UC can also improve
incentives to work. We will then consider longer-term routes out of low pay by enhancing
skills and productivity.
The success in shifting people from benefits to employment provides an opportunity to mark
a longer-term paradigm shift in the economy, to ensure that work pays. A number of these will
have started in low-paid employment and there is a need, as the Rt. Hon. Alan Milburn argues,
to avoid a shift from poor unemployed households to poor working households, although it
remains absolutely the case that a secure job is by far the best route out of poverty.107 This
makes ensuring progression and skills development even more important to ensure that the
jobs recovery leads to a long-term recovery in skills and wages.

105 IFS, op. cit.
106 DWP press release, 18th February 2015, accessed on 6th March via https://www.gov.uk/government/news/iain-duncan-smith-jobs-ledrecovery-changing-peoples-lives
107 Alan Milburn, Speech to Resolution Foundation, 11th November 2014
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The taper and work allowance element of UC is a particularly important element of the
system and it is important to ensure that it is used to maximise work incentives as much as
possible. Under the present design, UC is withdrawn against earned income at a rate of 65
per cent. When the CSJ first designed the system, we recommended that this rate should be
set at 55 per cent. For reasons of increased fiscal pressures and the clear need to reduce the
budget deficit, this rate has been set at a higher level.
If UC is to be used to its maximum effect to make work pay, it is crucial that there are as
many incentives to work and increase hours as possible within the system. Lowering the taper
rate and increasing the work allowance would ensure that the take home pay of a worker on
UC doesn’t take a hit when increasing hours worked. We would argue that, as the financial
situation allows, government should aim to reduce this taper rate to 55 per cent and possibly
lower, as well as increasing the work allowance that claimants receive, which would both
increase progression incentives and enhance returns from work.
This would be a move that was explicitly targeted at improving work incentives and helping
people at the bottom end of the income scale. In contrast, a move to shift the National Insurance
allowance would be felt at a much higher level on the income scale. Both measures are important
and should be regarded as key aspirations. However, we believe that increasing work incentives
through the Universal Credit should be prioritised over shifts in the NI allowance.
Recommendation: As the financial situation allows, the government should reduce the UC taper to
55 per cent and possibly lower and increase the work allowance in order to boost work incentives.

Universal Credit (UC) also allows the state to be proactive in achieving progression. It is
the most ambitious change to the welfare system in decades and aims to really refocus
the benefits system around the long-term in-work prosperity of the claimant. The system,
which was developed by the CSJ, is designed to simplify the benefit system and smooth the
transition into work so that claimants hold on to more of their benefits as they work more,
thus making work ‘pay’. Once fully implemented, it will ensure that the welfare system itself
is less of a barrier to work.108
UC can be contrasted favourably with the previous system of tax credits. As discussed earlier,
tax credits were effective in cushioning low pay to ensure that people in low-paid jobs are
able to achieve a reasonable standard of life. However, they weren’t effective at incentivising
progression and ensuring that people are rewarded for promotion and working more hours
by taking home more in terms of actual income. UC is designed in a way that will ensure that
work and progress is incentivized to a greater degree.
UC will bring together working and non-working benefits and, when fully rolled out will cover
around 11 million claimants, of whom five million will be in employment. As has been noted
in previous CSJ publications, UC will ensure that there are incentives for people out of work
to start in work – that they will not financially lose out by moving from being out of work to
108 Centre for Social Justice, Dynamic Benefits: Towards welfare that works, London: CSJ, 2009; The Journey To Work, London: CSJ, 2014
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in work. Under the pre UC system, once somebody is working more than 16 hours and is
no longer receiving JSA, they are not subject to any requirements. This changes under UC and
many working claimants will be expected to work towards a higher conditionality earnings
threshold. This threshold is set at a maximum of 35 hours a week at the relevant NMW. There
are many lower thresholds in order to suit individual circumstances, such as those of lone
parents. This means that JCP is now expected to work with individuals to help them sustain
employment and progress.
Other elements of UC enable a much more proactive approach to ensuring progression
and updating skills. A key element of tackling low pay is ensuring that work always pays and
making sure that people are able to increase both their skills and their hours to be able to
have an escape route out of low pay. Whereas the previous system of in-work benefits was
passive – simply providing benefits without any interaction with the claimant – the UC allows
a much more proactive relationship to be developed with the claimant – allowing help to be
given to those claimants who want to work more hours.
This could be transformative in the attempt to tackle low pay but only if the right interventions
are made to suit individual circumstances. This would allow individuals to increase the number
of hours they work and also take steps, with their employers, to boost skills in order to deliver
further progression.
UC provides the ability to work with claimants to increase their hours to become
independent of state support, something which other measures outlined in this report, such
as increasing skills and a gradually higher minimum wage will allow in a way that makes ‘work
pay’. During the recession, the shortage of available jobs made ‘progression’ more difficult
to achieve, even when conditionality was applied. However, the considerable jobs recovery
since 2010 means that avenues for progression are now much wider and much more open
and it’s crucial that steps are taken to help individuals progress during a period of good and
improving job prospects.
UC will also provide real-time information about a claimant in a way that wasn’t previously
the case and will enable JCP advisers to develop personalised plans with claimants who are
working but, to use the UC term, ‘working, could do more [hours]’ to help them progress,
in terms of hours worked and seniority, with their existing or new employers. A proactive
approach using the UC could help employees increase their time in paid employment,
enhance their skill levels and achieve independence from benefits and UC. The latter can
work hand in hand with steps to increase the minimum wage over time and the former
requires cooperation from employers.
Universal Credit should go hand in hand with a transformation in the way JCP behaves and
interacts with claimants – ensuring that JCP plays a proactive role in progress and advisers are
incentivised to do so. An important part of UC is the creation of a ‘Claimant Commitment’
when an individual makes a new claim, emphasising what the claimant can and will do to find
work. As the CSJ recommended in The Journey To Work, this should be supplemented by a
‘Progression Plan’. This should be agreed when meeting with their JCP to update their ‘Claimant
Commitment. This might mean setting out a detailed progression route and making clear the
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steps that a claimant will take to increase their skills and boost their earnings.This should include
practical steps, such as setting out exactly which skills need to be improved and training courses
an individual plans to participate in. This Progression Plan should be considered, reviewed and
updated every time a claimant meets with their adviser.

Recommendation: When a claimant makes the move in to work, they should be expected to
complete a Progression Plan, setting out detailed steps to boost skills and progress. This should be
reviewed and updated regularly.

JCP should also look to develop the concept of Progression Coaches to help those in the
greatest need. This is on top of the already more proactive support offered to claimants by
JCP advisers. Government should develop a robust assessment tool to identify those individuals
most at risk from failure to progress. Once identified, these individuals should work with a
‘Progression Coach’, who will work in-depth with an individual to ensure that they remain within
the workplace and continue to progress within it. This might involve supporting a claimant with
boosting skill sets, providing guidance about responding to different scenarios and developing
an even more detailed and concrete plan of action that the ‘Progression Plans’ discussed earlier.
As recommended in The Journey To Work, payment to coaches should be based on the longterm progress of an individual and linked to both sustained employment and progress. A
system of ‘payment by results’ should be used to ensure that incentivising progress is built into
the system on both sides of the JCP adviser’s desk.
Recommendation: Government should introduce ‘Progression Coaches’ who can work with
people who will benefit the most and are most at risk from failure to progress.

It’s also important to encourage experimentation and diversity within the JCP network. The
experience of the post-war period has shown that a one size fits all solution is almost always
counterproductive. With this in mind, DWP should strongly encourage innovation in this field,
with regular reporting to build up good practice. This would build on the Progression Pilots
that JCP has already undertaken.

Removing barriers to work and improving productivity
The NMW and other measures are effective ways to prevent exploitation and set a floor
in the labour market. However, it is undoubtedly true that the only way to increase wages
and tackle low pay over the long term is through education, increasing skills and boosting
productivity. The ‘productivity challenge’, meaning that output per head in the UK is lower than
in most of our competitors, has long puzzled policy makers and the most recent ONS data
suggests that output per hour in the UK is 17 per cent below the G7 average and output per
worker is 19 per cent below that average.109
109 ONS, International comparisons of productivity – Final Estimates, 2013, accessed via: http://www.ons.gov.uk/ons/dcp171778_395943.pdf
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Reform of education and training has a crucial role to play in closing this productivity gap –
ensuring that the UK is able to produce workers with the right skills to compete in a high skill
global economy. The broadening of academies and free schools should be commended, along
with an increase in the number of real apprenticeships and the establishment of Universal
Technology Colleges (UTCs). Further boosting vocational education and involving employers in
course design and even, in some cases, delivery will also help the UK to meet the skills challenge
and raise wages over the long term. As the CSJ argued in The Journey To Work, there’s also
a strong argument that coaching should be used to help 14 year olds most at risk of being
unemployed and face-to-face careers advice should be introduced in every secondary school.
Businesses also have a responsibility to help their employees progress. Universal Credit can
be transformative in helping low-paid workers to progress, but there is clearly an equally
important role for employers in delivering progression and allowing people to ‘escape’ low
pay. Too many employers have regarded low-paid jobs in isolation over recent years, with little
thought being given to employee development or opportunities for professional development.
Clearly, it is important that this attitude shifts if the UK is to help many of its workers move
out of low pay. This is particularly important as a constrained fiscal environment means that
the state is in less of a position to help employers ‘bridge the gap’ using in work benefits.
As the CIPD and John Lewis argue, the fact that many people in low-paid professions regard
changing jobs as a better way to gain a pay rise than progressing within individual firms
suggests that some internal labour markets are broken.110 Although it should be accepted that
some industries provide little scope for progression. Many low-paid jobs are isolated within a
firm, with little thought being given to career ladders, meaning that changing jobs is more
effective than internal promotion. Employers of low-paid workers, particularly in larger firms
should consider whether development routes can be opened up to their low-paid workers
to allow them to progress within the organisation.

Recommendation: Where feasible, businesses should look to open up development routes within
the organisation for low-paid workers.

Employers can help this by ensuring that review and appraisal arrangements exist with
workers so that they can consider ways in which to increase their skills and whether
possibilities are open to advance to further levels within the organisation. However, it’s also
important that employers consider realistic and affordable ways to increase the skill levels
of their employees using in-work training to help the companies meet clear skills gaps.
Government could also work with employers, particularly SMEs, to provide guidance around
effective design of in-work training.
It should be emphasised that in some small businesses such an approach is not practical or
possible, as there is only so far up a pyramid that people can go in a small organization, with
a natural limit on possible promotions.

110 CIPD/John Lewis, op. cit.
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Recommendation: Companies should develop appraisal and in-work training mechanisms that help
employees progress. Government should provide guidance to SMEs around this.

The ultimate goal of focussing on skills and productivity is having an economy where workers
do not get ‘stuck’ in low-paid work. Zenyep Ton at the Massachusetts Institute of Technology
has developed what she describes as a ‘Good Jobs Strategy’. In short, she argues that
employers who focus on employee benefits and wages, rather than a narrow approach to
cutting costs, will benefit. She argues that:
“Many people in the business world assume that bad jobs are necessary to keep costs
down and prices low. But I give this approach a name – the bad jobs strategy – to
emphasise that it is not a necessity, it is a choice. There are companies in business today
that have made a different choice, which I call the good jobs strategy. These companies
provide jobs with decent pay, decent benefits, and stable work schedules. But more than
that, these companies design jobs so that their employees can perform well and find
meaning and dignity in their work. These companies – despite spending much more on
labour than their competitors in order to have a well-paid, well-trained, well-motivated
workforce – enjoy great success. Some are even spending all that extra money on labour
while competing to offer the lowest prices – and they pull it off with excellent profits and
growth… operations is what makes the good jobs strategy possible… companies can use
operations to deliver good jobs to employees, strong returns to investors, and low prices
and good service to customers all at the same time.
The Good Jobs Strategy… combines investment in people – much more investment
than normal – with a set of operational decisions related to (a) how many products
and services a company will offer, (b) the balance of job standardisation and employee
empowerment, (c) the allocation of work among employees, and (d) staffing levels and
how employees will engage in continuous improvement… I observed it in a group of highly
successful companies. I wanted to know how these companies do well and keep their
prices low without making life miserable for employees and frustrating for customers.”111
Notably, Ton focuses her study on the low pay sector of retail. She uses two different case
studies in order to illustrate her findings. She talks about people who work in retail “who
worked every bit as hard as I ever had, but were not making it. Their work life did not give them
dignity or satisfaction, much less enough money to make ends meet or enough stability to have a
sane family life. They had bad jobs.”112 She uses a worker called Janet to illustrate this. Janet is
a problem solver, who “manages dozens of employees and lots of different equipment, yet after
all her merit-based raises she still only earns $11.60 per hour. Supposedly she works full-time, but
in fact she’s often scheduled for fewer than forty hours a week, so she never really knows how
much money she will make. Nor does she know when she’ll be working.” The latter, irregular and
unpredictable work schedules, is reported as being particularly difficult on family life and

111 Zeynep Ton, The Good Jobs Strategy: How the smartest companies invest in employees to lower costs and boost profits, Boston: Lake Union
Publishing, 2014
112 Ibid
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health, also making it difficult for workers to schedule child care or participate in regular
courses to increase skills.
This is contrasted with the example of Patty, who works at Quiktrip. She started working
there when she was nineteen. “Her starting wage was low, like Janet’s… like Janet, Patty got
several promotions. But, unlike Janet, Patty had a good job. Remember that, after seven years
and several promotions, Janet was still making only around $22,000 a year. After seven years
with QuikTrip, Patty was making almost triple that… Patty also has affordable healthcare, enjoys
a stable schedule, and finds dignity and satisfaction in her work.”113 This is combined with a
customer service bonus, a profit bonus and an attendance bonus.
QuikTrip is a chain of convenience stores with attached petrol stations, but it has appeared in
Fortune’s list of America’s best companies to work for eleven years in a row. It’s also noted
for keeping prices low and employee retention and has sales per square foot at 50 per cent
higher than the industry average and petrol sales of double the industry average. Its profit
per store is more than double the industry average and its labour productivity is 50 per cent
higher than the top quartile in the industry. In her work, Ton refers to a number of ‘model
retailers’, notably Costco, with 580 stores and $76 billion in sales; Mercadona, Spain’s largest
supermarket chain, with 1,400 stores and €19 billion in sales; Quiktrip, with over 600 stores
and $8 billion in sales; and Trader Joe’s, a US supermarket chain with over 340 stores and $8
billion in sales.
This is not to argue that all companies can be like QuikTrip or Costco. It does, however,
suggest that big companies can still succeed on a business model that emphasises employee
progression, investment in training and stable and secure hours.

Supporting people out of serious personal debt
Factors such as work-related stress, shock and uncertainty are more likely to impact those
at the lowest wage levels, who are also more likely to be in stressful problem debt situations.
Research for the Centre for Social Justice found that in 2013, almost half of households in
the lowest income decile were spending more than a quarter of their household income on
debt repayments.114 87 per cent of Citizen Advice Bureau’s debt clients have annual incomes
of less than £18,000.115
As part of their Breakthrough Britain project, the CSJ identified serious personal debt as one
of the five pathways to poverty. And we identified that the issue was a particularly urgent one
amongst low income households. This is illustrated in a number of ways:
 Household debt doubled in a decade to £1.43 trillion.
 Consumer debt has trebled since 1993, to £158 billion.

113 Ibid.
114 Centre for Social Justice, Maxed Out, London: Centre for Social Justice, 2013, p15
115 Ibid
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 More than eight million households have no savings at all.
 Between four and seven million people regularly incur bank penalty charges, with around

one million people incurring crippling levels of charges.
 In 2012, more than two million people took out a high cost loan because of poor availability
of traditional credit. More than three million users of high cost services are in serious
financial difficulties.
 An estimated 310,000 people borrow from illegal moneylenders.116
As mentioned earlier in this report, people on low incomes often have some difficulty making
ends meet. Debt problems for many low-paid people turn this from a difficulty into a crisis
that impacts health, wellbeing and family life. People in low-paid work are more likely to work
atypical hours and less likely to have been with an employer for a prolonged period of time or
build up a strong credit history. This means that they are often unable to receive credit from
traditional sources, such as high street banks, and have to turn to high interest lenders or even
illegal loan sharks to receive credit. This leaves them with extremely high interest payments
that often results in a spiral of debt repayments that take up an increasing proportion of
the income of low-paid people. If somebody is unable to work for health reasons or faces a
reduction in their number of hours, this could be totally unsustainable.
The case studies below consider two instances where debt has gone out of control for lowpaid individuals.

Case study: High levels of personal debt
A StepChange Debt Charity client, who was a low paid part-time worker, began to suffer from
tendonitis and arthritis in her hands, and had to reduce her working hours for a period of time.
Around the same time, her husband was forced to become self-employed as the company he worked
for could no longer afford to keep him on as a full-time employee. The couple struggled with their
finances during this difficult period, and turned to an overdraft and credit cards more and more for
day-to-day living.
Already with two loans, the client asked for help from her bank, but was only offered more credit. She
then received a letter from the bank’s credit card department saying that, as she wasn’t running her
accounts properly, they would have to increase her interest rate until her spending or credit improved.
The client now has debts of almost £11,000.
If she had been given some breathing space to get her finances in order by the bank when she first
called, rather than encouraged to take on more credit, she feels she would be in a much better place
now. She says: ‘I’m sure that if my bank had stopped the charges and interest for a while it would definitely
have reduced the amount of debt I ended up with. The stress levels wouldn’t have been as bad either. I
sometimes feel like a failure, but the bank played a part in this too.’
StepChange Debt Advice Charity – in evidence to CSJ117

116 Centre for Social Justice, Restoring the balance – tackling problem debt, London: CSJ, 2014, pp17–19
117 Case study originally used in Restoring the Balance, p39
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‘I am of a generation who kept financial problems to themselves. Prior to reaching crisis level, I had been in
full time employment with a good salary but on reflection, living above my means. I had loans for holidays,
credit and store cards etc. When I was made redundant I got a part time job, going down from 40 to 16
hours a week. I could not meet my commitments and my debts grew and grew. I had a nervous breakdown
and made two attempts at suicide. I was in despair. Then, I saw a leaflet for CAP, rang up, the local adviser
and a mentor visited. They took my pile of papers, set up a budget that I could afford. I saved up money
as well. CAP literally saved my life.’
Anonymous – in evidence to CSJ118

In Restoring The Balance, the CSJ set out a number of interventions that should be strongly
considered:
 Removing the limitations being placed on credit unions over membership, interest rates and

investments in order to create a new generation of community banks.
 Remove the barriers placed on social finance providers (SFPs) enabling them to provide

new financial products for vulnerable people.
 Reviewing the way in which credit referencing agencies provide credit scores to enable

people from low income backgrounds to achieve more affaordable and sustainable credit.
 The FCA should reform guidelines to prevent mis-selling to the most vulnerable people

and implement a new code of conduct for financial services providers that will hold
providers personally responsible for unethical behaviour.
 The DWP should consider an auto-enrolment part of UC that would allow people to

specify a small amount to be placed in a savings account of their choice.119
 Big employers could also take proactive steps to help their low-paid workers in this regard.

Legal and General and other organisations have taken the initiatives of partnering with a
variety of credit unions in order to provide their employees with anonymous debt guidance
and affordable credit. This is a concept that should be adopted more widely.
The mechanism behind Universal Credit also provides more options for the provision of
short-term, low cost loans for those in financial distress. The so-called ‘back banking’ system,
alongside the relationship that claimants have with their advisers can provide a mechanism for
doing this. A claimant could provide proof to their adviser of a legitimate short-term need and
a loan could be provided as a top-up to a UC payment, with repayments, at a low or zero
interest rate, then being deducted from future UC payments. This, along with promotion of
credit unions, community and social banks, could save low-paid people from the potentially
devastating spiral of having to obtain credit from high interest providers.

118 Ibid, p51
119 Ibid

52

The Centre for Social Justice

two

Lowering the cost of living
Over recent years, much commentary has focused on the standard of living, particularly
during the period of stagnant real wages after the financial crash. As set out earlier, the cost
of essentials, such as housing, childcare, fuel and utilities rose more quickly than wages in the
years following the crash. In some of these areas, the direct ability of government to make
a difference is minimal. For example, in the field of energy, there is a clear need for greater
competition in the sector, but the ability of government to push down prices in the shortterm is heavily disputed. However, we believe that government can continue to make a
difference in housing, childcare and the cost of fuel and, in doing so, reduce the cost of living
pressure on low-paid households.
The continuing shortage of housing continues to have a significant impact on the lowest-paid
households. In the decade leading up to 2011, the level of home ownership fell from 69 per
cent to 64 per cent – marking the first fall for around 100 years.120 Between 2010 and 2011,
private renting increased by 89 per cent.121 A report by the Resolution Foundation made clear
the impact on the lowest paid, with around one million working households spending more
than half of their income on housing costs.122 On average it now takes a couple with a child
some 12 years to save up enough to be able to buy their own home.123
As all political parties have commented, there is a real need to increase the number of
homes in order to reduce cost of living pressures caused by a shortage of housing supply. The
shortage of affordable housing is also particularly important, as is the often poor standard of
accommodation available in the private rented sector.
Childcare also creates a substantial hit on the incomes of the poorest. A report by the Family
and Childcare Trust showed that the cost for one child in part-time nursery care and one in
an after-school club would cost £7,549 a year, compared to the average mortgage of £7,207.
Childcare costs have risen by above inflation in every year since 2002.124 Research by Policy
Exchange also showed that relative cost is higher and quality is lower in poorer areas. In the
20 per cent most deprived areas, 64 per cent of childcare providers were rated good or
outstanding, compared to 79 per cent in the 20 per cent least deprived areas.125
Three- and four-year-olds are entitled to 15 hours free childcare a week, as are the most
deprived two-year-olds.126 As resources allow, government should consider increasing this
allowance for the poorest three- and four-year-olds.

120 ONS, A Century of Homeownership and Renting in England and Wales, 2013, [accessed via: http://www.ons.gov.uk/ons/rel/census/2011census-analysis/a-century-of-home-ownership-and-renting-in-england-and-wales/short-story-on-housing.html (05/03/15)
121 Ibid
122 Resolution Foundation Report, quoted in The Daily Telegraph, 15th August 2014
123 Shelter, A Home Of Their Own, January 2015
124 Family and Childcare Trust, Childcare costs are now higher than the average UK mortgage, press release, 4th March 2014
125 The Independent, 20th January 2013
126 DWP press release, 16th April 2013, accessed on 5th March 2015 via: https://www.gov.uk/government/policies/helping-people-to-findand-stay-in-work/supporting-pages/introducing-a-tax-free-childcare-scheme
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The cost of fuel also has an impact on the poorest, particularly in rural areas, where there
is often little choice but to travel by car. The government should be encouraged to continue
with cuts in fuel duty, which bring direct benefits to the lowest paid.
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Conclusion

Substantial moves have been made in recent years to ensure that work pays. The introduction
of the National Minimum Wage helped to all to eradicate extreme low pay in the legitimate
economy. Since 2010, the coalition government has taken this further with increases in the
personal allowance and the introduction of Universal Credit.
However, the number of people who are low-paid still remains between 22 per cent and
32per cent, depending on which definition is used and has been at that level for a generation.
This has an impact upon people’s ability to play a full role in family and community life and
damages a belief that hard work does result in a fair reward.
It’s important to consider income, rather than just pay – considering how much an individual
will take home from a number of sources, particularly Universal Credit. With this in mind, it
seems that Universal Credit will push many families, particularly those with children, closer
to the Living Wage level.
This is, effectively, asking the taxpayer to pick up a sizeable part of the bill to moving families
towards a living income. In today’s constrained fiscal environment, the taxpayer can no longer
be asked to shoulder the burden of dealing with low pay and it’s important that businesses
and individuals play their part. For business, this means ensuring that higher profits are
transferred into higher wages and doing all that they can to ensure a well-trained, stable, highly
motivated workforce. For individuals, this is likely to mean taking measures to increase both
skills and hours. Shifting the burden from the taxpayer to business and the individual also has
the added benefit of promoting increased financial independence from the state.
Recent years have seen the British economy bouncing back strongly from the financial crash,
with around two million jobs created and some of the strongest economic growth in the
Western world. Last year alone, corporate profits reached a sixteen year high. It’s crucial that
this period of strong economic growth is used to ensure that a rising tide lifts all boats and a
sustained effort is made to reduce the incidence of low pay.
In this report, we’ve suggested a number of levers to do this. This includes sustainable
increases in the National Minimum Wage over the next few years, to ensure that it recaptures
its lost value, and promoting the Living Wage through a variety of mechanisms. We also
believe that the Universal Credit is a crucial instrument to ensure that people don’t become
stuck in low pay.
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What is clear is that this drive to tackle low pay must look different to previous efforts.
It’s essential that the UK’s workforce is more productive, in order to increase skills and wages
over the longer-term. This should be part of a long-term goal to reduce the incidence of low
pay and, crucially, to ensure that people are no longer ‘stuck’ in low pay for a sustained period
of time. We believe that now is the time to make the most of economic growth and benign
conditions to run a business in order to create a society where work always pays.
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