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APPROACH FOR DETERMINING LONDON'S HOUSEHOLDS
UNDER PRESSURE PROFILES

The experience of living in London is different from that in the rest of the country. We
have a different demographic composition with a younger, better qualified and more
transient population than elsewhere in the country. In part because of the high costs of
housing within our city and in part due to the age of Londoners, our household
composition is different from that of the rest of the country. The types of employers
and jobs in London are different too. This leads to higher wages for skilled workers
but for those at the bottom of the income spectrum where minimum wage legislation
sets the salary we have people earning wages that are not uplifted to meet the higher
costs of living in London.

For these reasons, it is necessary to take into account London’s unique characteristics
to understand how different households have reacted to pressure arising from reduced
incomes and increasing costs. The resolution foundation defines the “squeezed
middle” as those of working age and relying primarily on their own earned resources
but with incomes below the median in the UK. Their definition does not include the
poorest 10% of households and those who receive more than one fifth of their gross
household income from means tested benefits. Using the Resolution Foundation, 19
per cent of London households are low to middle income. However, despite
Londoners earn higher wages they also face far higher costs, particularly for housing
and childcare, which we take these into account in defining our profiles of London’s
households under pressure.

Our analysis of wage data, household composition and household expenditure data
finds that the most constrained households are likely to include the following
household profiles:

One person household
e Male
Working full time at a job in Central London and lives in Travel Zone 4 - 6
Annual gross wages of between £22k and £33k
Older than 35 years
Doesn’t own a car and travels by public transport

Couple with 2 dependent children

e One parent working full time in Central London and travel by public transport
to work

e Other parent not working specific choice due to high costs of childcare (so
likely to be in lower skilled occupation before having children)

e Annual gross wages of between £25k and £43k

e Ownacar

e Living in Outer London
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Person in a shared household
e Aged under 30 years
e Has a degree
e Is working full time with annual gross wage of between £22k and £33k
e Living in Inner London and uses public transport to reach work
e Isliving in private rented accommodation paying 40% of income in rent

Other Household with dependent children

e Preferably a family with 3 generations or more living in one household. E.g.
Grandparents, child(ren), grandchild(ren) aged under 18 (or 19 if still in full
time education).

e Total household income of between £25k and £43k

e Most likely locations within Newham, Redbridge, Hounslow, Ealing, Brent or
Harrow

e Most likely to be from Bangladeshi, Pakistani, African and “other Asian”ethnic
backgrounds

Lone parent with 2 dependent children
e Income of between £22k and £33k
e Living in private rented sector in inner London
e Has informal childcare arrangements or access to heavily subsidised childcare
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INTRODUCTION

London is a growing city with a population of 8.44 million people, an increase of 7 per
cent from five years ago when the country’s economy entered into a long and deep
recession from which it has only recently emerged.

This report explores how the combined impacts of a growing population, a struggling
economy and a retrenchment of welfare benefits has impacted upon the spending
power of London’s residents and in particular on those in households with lower
incomes. We will look at how different households are changing their consumption
patterns to cope with lower incomes.

A dynamic population and a distinct economic structure

Over the last decade, London has become increasingly diverse with 37 per cent of the
city’s population born outside of the UK compared with 27 per cent in 2001." London
is subject to large amounts of churn: 18 per cent of London’s population arrived from
overseas in the last 10 years compared with just 7 per cent for the country as a whole.
The peak age for overseas immigrants arriving into London is for those aged 20 — 24
years (in line with global trends in migration). This ready labour supply makes access
to entry level jobs and lower paid work highly competitive in London and impacts on
the salaries that can be achieved at this level. Four out of every 10 employed London
residents was born overseas compared with one out of every 10 employed UK
residents.’

Recent research suggests that although the overall impact of immigration on the UK is
to slightly raise wages it depresses wages below the 20" percentile of the wage
distribution.” As London is home to greater numbers of migrants and has a younger
population - who are at the start of their careers - than the country as a whole, it is
likely that this wage depression is felt more strongly in London than elsewhere in the
country.

London’s economy and labour market is distinctive from the rest of the country.
London specialises in particular service industries including finance and insurance;
professional, scientific and technical activities (such as management consultancy, legal
services and accountancy); information and communications (including computer
programming, film making and publishing); real estate; and business support services.
These service industries require workers with high levels of skills and in London just
under half of all jobs are held by people with at least degree level qualifications.

The decline of industries in London such as manufacturing, that typically employ

lower skilled workers, mean that for those with lower qualifications there are likely to
be fewer jobs available in the city. This makes it harder for low skilled workers to find
jobs in London. In London, 38 per cent of employees work in low-skilled occupations

1 ONS Census data 2001 and 2011

ZMilja Keijonen, Working Paper 60: Migrant Employment in Low Skilled Work , GLA Economics, March
2014

% Christina Dustmann, Tommaso Frattini and Ian Preston, The Effect of Immigration along the Distribution
of Wages, Centre for Research and Analysis of Migration Discussion paper 03/08
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(which are likely to be in lower paid jobs) compared to 47 per cent in the rest of the
UK. “Low skilled” occupations in London are more likely to be filled by “higher
skilled” workers than elsewhere. Around a quarter of London residents employed in
‘low-skilled’ occupations had degree level qualifications compared to a fifth of non-
UK-born and a tenth of UK born people employed in ‘low-skilled occupations’
elsewhere in the UK.
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CHANGES IN LONDON WAGES AND INCOME QVER TIME AND
COMPARED TO THE REST OF THE COUNTRY

Income distribution in London

Given that London has a different economic and demographic structure to elsewhere
in the country, it is expected that income levels of Londoners will also differ. Income
includes money that is earned from working, profit made by the self-employed,
pension income and money gained from property, interest, dividend payments and
other income. Data for income is provided by Her Majesty’s Revenues and Customs
department and is based on the Survey of Personal Incomes, an annual sample survey
of HMRC records for individuals who could be liable to UK income tax.

Figure 1 highlights that London has a higher percentage of individual tax payers with a
total income above £30k per annum compared to the UK as a whole.

Figure 1. Distribution of individual tax payers by tax band for London and the UK
Distribution of tax payers by tax band London vs UK
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Source: HMRC, Personal income statistics 2011-12, released 31% January 2014

Sources of income

To be able to identify households under pressure it is important to consider where
people obtain their income from. As shown in figure 2, the majority of income for
Londoners is through money earned either from employment or self-employment
rather than money from investments and pensions. Londoners are more dependent on
their income from their job (employment or self-employment) than individuals based
elsewhere in the country. Income from pensions is a more important source to

CENTRE Page 7
FOR
|ONDON




individuals from lower tax paying bands than those from higher paying tax bands.
Within this study, we are specifically excluding pensioners, but this data shows that
low income pensioners are an important group to which we should return in the
future. For those individuals earning above £10k a higher proportion of their income is
from

Figure 2. Sources of income for London tax payers by income tax band
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Source: HMRC, Personal income statistics 2011-12, released 31* January 2014

Income of London households compared to UK households
Spending decisions are often made at the family household level rather than at the
level of individuals so it is important to understand the distribution of household
income levels in London. The Family Resources Survey is collected to inform the
work of the Department of Work and Pensions and households interviewed in the
survey are asked a wide range of questions about their circumstances. It is this data
that we used to understand the differences between income of London households and
those in the UK.

Figure 3 highlights that 28 per cent of London households have an income of greater
than £1000 per week compared to 20 per cent of UK households. Nearly two thirds of
households in the UK (64 per cent) live on an income of less than £700 per week
compared to 56 per cent of London households.
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Figure 3. Weekly income of London and UK households, 2011-12
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Source: Family Resources Survey 2011/12, Department of Work and Pensions, July 2013

Income of households in Inner and Outer London and the UK

Location matters when considering household incomes - at the upper end of the
income distribution, around 30 per cent of households in Outer London have weekly
incomes greater than £1000 (£52k per annum); this drops to 26 per cent of households
in Inner London and to 20 per cent of households in the UK as a whole. At the lower
end of the income distribution, half of households in Inner London have an income of
less than £500 per week (£26k per annum), compared to 47 per cent of households in

the UK as a whole and 37 per cent of households in Outer London.
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Figure 4. Weekly household income of households in Inner London, Outer London
and UK, 2011-12
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Households below average income

As the number of people living in households varies between Inner and Outer London
reflecting the type of stock available (houses, flats etc) it is worth looking at
differences once household size has been accounted for. The Households Below
Average Income (HBAI) measure adjusts for household composition and looks at the
proportions of people of people living in households with incomes below 60 per cent
of the national median. Table 1. shows that 25% of individuals living in Outer London
are counted as being in poverty after housing costs are taking into account increasing
to 33% of individuals in Inner London.

Table 1. Percentage of individuals in households with income below 60 per cent of
national median

UK London Inner Outer
London London
Before Housing |16 16 17 15
Costs
After Housing 21 28 33 25
Costs

Source: Family Resources Survey 2009/10 - 2011/12
Note: Figures for London are based on three-year rolling averages. UK figure is based on a single year.
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London sub-regional changes in gross disposable household

incomes per capita

We need to take into account how changes in taxation, national insurance and benefits
have impacted on the amount of money that is available for spending or saving by
Londoners. We do this by looking at official measures of Gross Disposable Household
Income (GDHI).*

Figure 5 reveals that between 1997 and 2012 the disposable income of individuals
living in Inner London, particularly those in West Inner London has risen at a far
greater rate than for people elsewhere in our city. In 2012, West Inner London
residents had a GDHI per head of over twice the national average (at £36,963) and
their incomes were affected far more by the downturn in the early 2000s than the more
recent recession. Similarly, this data shows that the GDHI of residents in East Inner
London has increased rapidly between 1997 and 2012. The change in East Inner
London is likely to be caused by an influx of more affluent residents due to the
Olympic Games spurred regeneration of the area. This is in stark contrast to residents
living in Outer London where the GDHI index has actually reduced for those living in
the East and North East. There have been minimal changes in the GDHI index for
those living in South, West and North West Outer London.

Figure 5. Map of London’s sub-regions and changes to the Gross Domestic Household
Income per Capita
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* Gross disposable household income (GDHI) is the amount of money that individuals (i.e. the household
sector) have available for spending or saving. This is money left after expenditure associated with income, e.g.
taxes and social contributions, property ownership and provision for future pension income. It is calculated
gross of any deductions for capital consumption.
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Income by household type

London households have a different composition to the rest of the country with higher
percentages of “other household” types and more single person households of working
age, (particularly for men). London has a dramatically lower percentage of households
with people of a retirement age and has a lower percentage of couple households with
no children.

Unsurprisingly, lower income households are most likely to comprise a single person.
82 per cent of UK households and 80 per cent of London households with a weekly
income of between £200 - £300 are one person households. However, single working
aged households in London are much more likely to also be represented in higher
income households in London than the rest of the country.

Household income tends to rise with the number of people sharing the house. For
households with a weekly income greater than £1000, 94 per cent contain two people
or more at a national level dropping to 90 per cent for London households. There is a
higher proportion of single parent households and households with children in London
in the £300 - £700 weekly income bracket than at the national level. There is a higher
proportion of households with 3 of more adults with no children in London with
incomes of between £300 and £600 per week than at the national level. This also
applies to households of three or more adults with children for weekly income levels
of £300 - £500 and £600 - £700.
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Figure 6a. Composition of household types by weekly income bands for UK
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Figure 6b. Composition of households by weekly income bands, London
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Households with children in London are more likely to have incomes of higher than
£1000 weekly and less likely to have incomes of lower than £1000 per week than
equivalent households in the UK except for those households within incomes of
between £300 - £400 where they are broadly similar.

Figure 7. Composition of households with and without children for London and UK
by weekly income bands
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Benefits

Inner London has particularly high rates of take up of housing benefit and council tax
benefit when compared to the UK. This is reflecting the high costs of housing in the
city. Outer London has higher take up of child benefit than the national average
reflecting the large numbers of young families living in this area. As both housing
benefit and child benefit have been the subject to recent reform which caps the
amount payable for housing benefit and limits the uptake of child benefit then London
households will have felt a greater impact from the recent reforms than households at
a national level.
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Figure 8. Take up of benefits for Inner and Outer London compared to the UK
30
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Source: Family Resources Survey 2011/12, Department of Work and Pensions, July 2013

London wages have decreased by a greater amount than wages in

the country as a whole

London’s higher wages is one of the reasons that London attracts so many migrants
from

elsewhere in the country and from overseas and indeed has a growing number of
commuters willing to travel long distances to work in the city. Our analysis on wage
changes is restricted to look at London residents, however it is important to recognise
that many of London’s work force live outside of our city boundaries and commute
into work. Commuters are an important component of supply to the London labour
market and in 2011 filled around 16 per cent of the capital’s jobs.

The latest wage data for London shows an annual median wage for full time workers
of £32,800 higher than the national median wage of £27,126.

Real wages for all London residents working full time increased between 2002 and
2008, however, higher earners benefited from higher wage increases than lower
earners. Since the onset of the recession in 2008, London wages have decreased by a
greater amount than wages elsewhere in the country. In London, only those in the
higher wage deciles 6,7 and 9 are earning higher wages in 2013 than they were in 2002
once inflation is taken into account. For the country as a whole those in the lowest
income decile and those with a median income and above are earning more in 2013
than they were in 2002.
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Figure 9a. Annual Gross Wages for London by decile, 2002 — 2013
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Figure 9b. Annual Gross Wages Great Britain by decile, 2002 — 2013

70,000

60,000

50,000

40,000

30,000

20,000

10,000

//_/\

_/d\
/_/—\

2002

2003

2004

2005

2006

2007

2008 2009

2010

2011

2012

2013

——10 percentile
——20 percentile
—30 percentile
——40 percentile
——Median

——60 percentile
——70 percentile
——80 percentile

90 percentile

Source: Annual Survey Hours and Earnings, ONS n.b. adjusted for inflation using CPI

Figure 10 highlights the amount that wages have decreased in London and Great

Britain for full time workers between 2008 and 2013 once inflation has been taken into
account and shows that London resident wages have been harder hit than for those

living elsewhere in the country.
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Figure 10. Drop in real wages for full time workers in London and Great Britain

between 2008 and 2013.
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Table 2 demonstrates that the wage distribution across London has become more
unequal since

2002. In 2002, the top 10 per cent of wages was 4 times higher than the bottom 10 per
cent of wages; by 2013, this had increased to 4.3 times higher. This is a different trend
to that of the country as a whole, where the wage differential between the top 10 per
cent of wages and the bottom 10 per cent of wages has remained fairly constant with
the highest decile wages being around 3.7 times that of the lowest decile.

London residents with salaries below the median have been harder hit than those in
the country as a whole. The real wages of the lowest decile decreased by 4.8 per cent
between 2002 and 2013 for those living in London but increased by 1.1 per cent
elsewhere. There has been little change in salaries when you look at the country as a
whole with the most notable change being an increase of 2.7 per cent for the top decile
of wages’.

London’s wage premium, which is critical to attracting new talent into our city and
helps to counter the high costs of living in our city, is not evenly distributed across the
wage spectrum and has declined for all deciles (except the 6™ where it is little changed
at a 1% increase). The rate of decline of the London wage premium has been
substantially higher for lower earners hitting those earning less than the median wage

5 NB Remember that the top decile of workers in GB include those highly paid commuters working in London
but living outside of the city.
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more strongly than higher earners. Moreover, it is the lowest earners who have been
hit the hardest with a 32 per cent drop in the London premium for the bottom earning
decile. It has become harder for Londoners to counter the higher costs of living in the
city through their salaries.

Table 2. Real annual wages for full time workers in London and Great Britain for
2002 and 2013 and the London wage premium by percentile.

Percentile |[London Wages (£) GB Wages (£) % change in Wages (02 Lond_on wage
-13) premium
2002 2013| 2002| 2013|London |GB 2013 () | o change
since 2002
10 17,809 | 16,957| 14,590 | 14,754 - 4.8 11| 2,203.0| - 32
20 21,966 | 21,226| 17,847 | 17,828| - 34| - 0.1 3,398.0| - 17
30 25,605 | 25,131| 20,729 | 20,668| - 19| - 0.3] 4,463.0| - 8
40 29,415 | 28,765| 23,745 | 23,731| - 2.2| - 0.1 5,034.0] - 11
Median 33,289 | 32,800 26,985 | 27,126| - 15 0.5] 5,674.0 - 10
60 37,330 | 37,363 30,774 | 30,900 0.1 0.4| 6,463.0| - 1
70 42,641 | 42,900| 35,232 | 35,447 0.6 0.6| 7,453.0 1
80 51,436 | 50,985| 41,150 | 41,606| - 0.9 11| 9379.0| - 9
90 71,875 | 72,768 52,652 | 54,064 12 2.7\ 18,704.0| - 3
Wage ratio
90/ 10 4 4.3 3.6 3.7

Source: Annual Survey Hours and Earnings, ONS n.b. adjusted for inflation using CPI

London’s wage constraint has hit younger people harder

The hourly wage of London residents in 2013 was higher than for residents elsewhere
in the UK regardless of age. However, salaries have decreased in London compared to
salaries in the rest of the UK. The largest decline in salaries were for younger London
residents whose hourly wage has dropped by 8 per cent for 16 — 24 year olds and 9 per
cent for 25 — 34 year olds once inflation is taken into account.. The rapid rise in hourly
wages for the over 55 year olds reflects many factors one of which is the increased
likelihood of older workers to be employed in the better paid occupations as managers
and senior officials and professional jobs.® Yet even for this age band, London
residents wages have increased less than for similar aged people living elsewhere in the
country.

6 A comparison of occupational categories by age between the 2001 and 2011 census show a higher proportion
of workers aged over 50 in the managers and senior officials and professional occupations.
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Figure 11. Hourly wage and changes in real earnings between 2002 and 2013 for
London and Rest of UK by age bands
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Source: Annual Survey of Hours and Earnings, ONS adjusted for inflation using CPI.
NB Provisional data for 2013.

Increasing numbers of people reporting underemployment and
self-employment

Earnings are closely linked to the number of hours that a person is working. Recent
research shows that since the onset of the recession, there has been a rapid increase in
the number of people who are working fewer hours than they would like (see figure
12). In London, similar to the UK as a whole, 1 in 10 workers report that they are
underemployed.” This trend has continued to increase despite unemployment rates
declining. Nationally there has been a rise in the number of self-employed people and
at 17.2%, London has the highest percentage of workers who are self-employed.®

7 Underemployed worker are those who are employed but who either wish to work more hours in their current
role or who are looking for an additional job or for a replacement job which offers more hours. They must also
be over 16 and currently working under 40 hours if they are aged 16 — 18 years and under 48 hours if they are
over 18. Finally they must be available to start working extra hours within the next two weeks.

8 ONS, Annual Population Survey.
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Figure 12. Underemployment and unemployment rates in London
12.0

10.0

i, W

4.0

2.0

0.0
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

———Unemployment rate London ———Underemployment rate UK

Source: Labour Force Survey, Office for National Statistics, February 2014
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WEALTH, ASSETS AND DEBTS OF LONDON HOUSEHOLDS

Households do not only have access to their latest pay cheque but over time can
choose to invest, save and/or borrow additional money. This section looks at the total
wealth of London households which includes the value of any property that is owned,
the value of the household belongings including artwork and vehicles, savings,
borrowings and investments and private pension wealth.

In 2010/12, the total wealth of London’s median household stood at £213,200. This is a
substantial increase of 31% from 2006/08 and a rate of increase much higher than the
11% experienced in Britain as a whole. This increase was across all components of
wealth but was highest for private pension wealth and net financial wealth with rises of
48% and 26% respectively.’

However despite this rapid rise over recent years, London households at both the
median and lower quartile still have lower total household wealth than equivalent
households in Great Britain: at £5,200 for median households and a whopping £26,800
for the bottom quartile. It is only at the upper quartile where London households, with
a total wealth of £546,200, do better than the British average and even at this level,
households in the South East, East of England and South West regions are wealthier
still.

Figure 13. Total wealth by quartile for London and British households, 2006/08 to
2010/12
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Source: ONS, Wealth and Assets Survey, Wave 3, 2010/12

9 Office for National Statistics, Wealth in Great Britain, Wave 3, 2010/12, May 2014
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Given the high house prices which are prevalent in London, as expected, net property
wealth of London households is higher than the national average and the highest of all
regions. But as London households are less likely to be owner occupiers this wealth is
shared between just over half of London households. Net property wealth has risen by
9% for median households in London since 2006/08 compared to no change for similar
British households.

Figure 14. Net Property Wealth, London and British Households, 2006/08 to 2010/12
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Source: ONS, Wealth and Assets Survey, Wave 3, 2010/12

For the bottom quartile of households regardless of location, households do not hold
any financial wealth and for the 2008/10 period they were indebted by £100 if based in
London. The financial wealth of median London households has increased by 26%
compared to a national rise of 4% since 2006/08 to leave them level pegging at £5,900
in 2010/12. For those in the upper quartile, London households have surpassed the
national figure with a net financial wealth figure of £46,000 compared to a national
figure of £38,500 but once again, households in the South East, South West and
Eastern regions have higher levels of financial wealth.

CENTRE Page 22
FOR
|ONDON




Figure 15. Net Financial Wealth, London and British Households, 2006/08 to 2010/12
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Debt

Average household debt in the UK (excluding mortgages) was £6,080 in May 2014 and
if mortgages are included this rises to £54,701. Broken down by person, this means that
the average amount owed per UK adult was £28,610. This equates to around 115% of
average annual earnings."

The Greater London Authority reported that of those households in London living in
debt, half owed more than £3,000, but the average debt was nearer to £8,000. Only half
of households did not view this as a burden, while for one in six, this debt was a heavy
burden. Among the ten per cent of households with the lowest total wealth, their total
debt was more than four times as much as their total financial wealth. Around 40 per
cent of this group felt their debt was a heavy burden, but a quarter did not see it as a
problem."

The GLA also collate debt statistics from debt advice agencies records of their clients.
This is a self-selected group which does not provide a complete picture of debt in
London but helps to understand the characteristics of those seeking debt advice

10 http://themoneycharity.org.uk/debt-statistics/
11 Rachel Leeser, The Wealth Gap in London, GLA Intelligence Update 02-2013, February 2013
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Level of debt for debt advice clients, Capitalise, CCCS and Citizens Advice 2011-12

Abbreviations

B&D - Barking & Dagenham
Cam - Camden

H&F - Hammersmith & Fulham
Isl - Islington

K&C - Kensington & Chelsea
TH - Tower Hamlets

Wands - Wandsworth

Westm - Westminster

Havering

Cases (2011/12)
34,128 cases mapped

MW 1,601 t02,110 (5)
M 1,201 t0 1,600 (&)
[ 801to1,200 (14)
[0 401t0 80O (8)
[1 4to 400 (2)

Level of debt (2011/12)
17,954 cases mapped*

Ho
M Under £1k
Thames | £1k to £5k

| £5k to £10k
[71 £10k to £50k
B £50k to £100k
Il Above £100k

Hillingdon

upon
Thames

*Excluding unknowns and

Source: Capitalise, CCCS and Citizens Advice databases 2011-12 borchhs with under 5 cases

© Crown Copyright and database right 2013. Ordnance Survey 100032216 GLA
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EXPENDITURE DIFFERENCES BETWEEN LONDON AND UK
HOUSEHOLDS

London households income distribution

We use the Family Expenditure Survey to better understand how households across
the income distribution have changed their spending behaviour in response to the
squeeze on their incomes and rising living costs. We divide London households by
income into 10 equal sized groups (deciles) and compare these with households with
similar income levels in the UK. We also compare how spending has changed for
London households over time.

Table 3. Income thresholds for London household deciles 2010 — 12

Decile Lower gross Decile Lower gross
income threshold income threshold
(£ per week) (£ per week)

1 —lowest 10% of 6 522

household income

2 147 |7 714

3 241 | 8 860

4 32319 1168

5 409 | 10 — highest 10% of 1722

household income

How does London household spend differ from households in the
UK?

If we compare all London households with all UK households, they spend £89.50 more
per week. But when we look at the UK, household expenditure increases according to
household income as would be expected. This is not the case for London, where
households within the bottom 10 per cent of income levels spent slightly more each
week (£7.30) than households in the next decile up. In general, London households
spent more each week than equivalent households in the UK except for those
households in decile 7 (with a weekly gross income of between £714 and £860) where
London households spent £12 less per week.

Figure 16. shows the total expenditure of households by income decile in London and
the UK covering the years 2010-2012. The largest difference is for those households
within the top 10 per cent of income where London households spent £98.70 more
each week. Somewhat surprisingly, the second largest difference in spend between
London and UK households is for households within the lowest 10 per cent of income
where London households spend £65.60 more each week. This may reflect different
household compositions within each of the income brackets.
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Figure 17. Total Weekly Expenditure of London and UK households, by income
decile, 2010 - 12
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Source: ONS, Family Expenditure Survey/Living Costs and Food Survey 2010-12

There are some specific expenditure categories'” where all London households are
paying more than households elsewhere in the country and these are in rent; water
supply and miscellaneous services relating to the dwelling (typically accommodation
service charges) and communication. London households spent between 25 per cent
and 98 per cent more on rent than households elsewhere in the country.

The higher spending on rent in London is partly attributable to higher rent payments
but it is also related to the higher proportion of households living in rented
accommodation in our city compared to nationally. The spending figures are averaged
across all households, whether they rent accommodation or not. As London has more
renters then it leads to higher average household spending on rent overall. Later in the
report we look at data that looks at spending for renting households and mortgaged
households separately which shows that on average London renting households are
spending 48% more on rent than renting households elsewhere and mortgage holders
are spending 54% more than mortgage holders in the UK as a whole.

The only category where London households spent less than households elsewhere in
the country across the income spectrum is on alcohol. London households spent less
than UK households on recreation and culture for all income deciles except the lowest
income households. The main area where London households spend less on recreation

12 For a detailed definition of what is contained within each of these COICOP categories please refer to
http://unstats.un.org/unsd/cr/registry/regcst.asp?Cl=5
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and culture is in gardening and money spent on pets. As we will see later on in the
report, recreation and culture activities are also areas where many London households
have reigned in their expenditure over the last decade.

Figure 18 highlights that London households within the bottom 40 per cent of income
spent more on transport than households elsewhere in the country but this is reversed
for London households higher up the income distribution. The transport category
includes private and public transport as well as journeys made abroad (but not
package holidays). It is likely that this unusual expenditure pattern can be explained
by greater use of public transport by all London households regardless of their income
levels.

Figure 18. Differences in average weekly expenditure (£) between London and UK
households by category and income decile
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Source: ONS, Family Expenditure Survey/Living Costs and Food Survey 2010-12
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Table 4. Differences in average weekly spend (£) between London and UK

households by category and income decile
Decilel Decile2 Decile3 Decile4 Decile5 Decile6 Decile7 Decile8 Decile9 Decile 10

Rent 28.20 7.50 16.20 23.20 34.60 4290 26.00 44.80 37.60 63.10
Education 17.20 2.40 0.80 -1.50 1.90 11.80 0.20 0.10 1.30 1.00
Food & non-alcoholic drinks 5.60 4.80 6.60 5.50 -2.20 -0.20 -5.10 1.80 -3.10 -4.00
Restaurants & hotels 5.40 1.10 1.10 6.70 -2.20 -1.40 -1.20 8.00 9.10 45.50
Transport 5.40 0.60 7.00 3.70 -5.60 -6.40 -18.80 -20.00 -28.10 -25.10
Other expenditure items 3.00 2.00 1.30 10.60 2.20 8.50 10.90 15.80 -1.10 11.40
Water supply and miscellaneous serv 2.30 0.60 3.70 1.40 1.90 1.00 2.10 1.00 0.90 1.80
Communication 1.50 1.30 1.40 3.60 1.70 1.40 0.00 3.40 5.20 2.20
Clothing & footwear 0.50 3.40 5.20 1.70 -0.30 -0.20 -2.50 -1.00 -1.40 5.40
Recreation & culture 0.30 -5.10 -7.20  -14.00 -8.30 -13.10 -16.30 -11.30 -5.80 -10.40
Maintenance and repair of dwelling 0.20 1.30 -1.50 -2.60 -1.20 1.90 -0.10 -2.60 -2.70 -2.90
Health -0.40 0.60 -1.30 0.20 -0.70 0.00 2.50 5.50 1.90 0.20
Alcoholic drinks, tobacco & narcotics -0.50 -0.50 -2.50 -1.80 -5.50 -1.50 -2.80 -2.70 -1.10 -1.90
Household goods & services -0.60 -4.00 -0.90 0.00 -0.10  -10.00 -2.20 -9.20 -9.20 12.00
Electricity, gas and other fuels -0.70 -1.70 0.30 0.10 -3.00 0.70 -1.70 -2.70 -3.80 -6.60
Miscellaneous goods & services -1.80 2.90 0.50 0.30 -1.00 -5.80 -3.20 -7.70 4.10 6.60
Total 65.50 17.20 30.70 37.00 12.40 29.50 -12.00 22.60 3.20 98.70

n.b. Highlighted cells are the top 5 categories by income decile, where London households spend more than UK households
Source: ONS, Family Expenditure Survey/Living Costs and Food Survey 2010-12
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DETAILED LOOK AT HIGH COSTS OF LONDON LIVING

Mortgage holders compared to renters

The Bank of England base rates have been held at historically low levels of 0.5% since
March 2009 which would benefit mortgage holders who are on variable rates but the
credit squeeze has constrained lending and meant that higher deposits were required
for those wishing to take out a mortgage in recent years.

The analysis so far has broken down London households by income deciles and
compared their expenditure regardless of housing tenure. This section looks at the
amount spent on net rent by renting households and the amount spent on mortgages
by households who are paying these.

Figure 19. highlights that both renting and mortgaged households are paying
substantially more in London that for the UK as a whole. Households with mortgage
payments are spending more than those households who are renting. London
mortgage holders are spending an average of £213.50 per week compared to £138.60
for the UK whereas London renters are spending an average of £202.10 per week on
net rent compared to £136.00 nationally.

Figure 19. Weekly expenditure on rent by households renting and amount spent on
mortgage by mortgage households for London and UK.
250.00

200.00 -+
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Net Rent Mortgage
Source: ONS, Family Spending 2012
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Housing Costs

If owner-occupying residents of London were trying to buy their homes today, much
of London’s housing would be beyond their reach. Figure 20 takes the median house
price and median earnings of residents within each borough to create an index of
affordability. In only a few boroughs, Barking and Dagenham, Newham and Tower
Hamlets are houses costing the median or less within an affordable reach for those
earning median wages in that borough.

Figure 20. London’s affordability challenges
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Source: ONS, Annual Survey of Hours and Earnings 2013 and Land Registry median house prices data

For those households living in the private rental sector, London has seen a far higher
rate of increase in average private rents than that experienced elsewhere in the
country since 2011.
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Figure 21. Index of average private rents, 2005 to 2014
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Figure 22. Annualised change in average private rents since 2006
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Increase in private rental costs

The proportion of household income spent on rent (excluding Housing Benefit),
increased from 21 per cent in 2001/02 to 27 per cent in 2010/11. For those households
on lower incomes (£250 to £399 per week) rental costs accounted for 49 per cent of
their income in 2010/11. For those households in the middle income brackets (£400 to
£549 per week) the costs of their rent increase by 14 percentage points over the last
decade, and rental costs accounted for 41 per cent of their income in 2010/11.
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Figure 11: Proportion of income spent by London private rental households on rent over time (excludes Housing
Benefit). Source: DWP Family Resources Survey 2001-20113
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Impacts of Changes to Local Housing Allowance

The Local Housing Allowance (LHA) benefit is paid to eligible tenants in the private
rental sector. As we saw earlier in this report, Inner London has a particularly high
proportion of households claiming housing benefit. Recent changes have meant that
the LHA is subject to a cap depending on the number of bedrooms in the home and is
set at the 30th percentile of the local market rent. The five bedroom rate has been
removed. The restricted rate of LHA for single people to only be entitled to a shared
room rate was extended from those aged under 25 years to those aged under 35. The
£15 excess payment which allowed tenants to keep excess Housing Benefit payments
has been abolished. £10 million was added to Local Councils’ Discretionary Housing
Payment pot in 2011/12, and a further £40 million per annum between 2012/13 and
2014/15 to mitigate the impacts of these changes. The amount payable was linked to
the Consumer Pricing Index (CPI) in 2013, and will rise by CPI + 1% in the following
two years.

The Department for Work and Pensions (DWP) estimated that nearly 160,000
London households would be affected by the reforms to the LHA, more than any
other UK region."”

Recent research conducted by the Institute of Fiscal Studies on behalf of DWP has
shown that the changes to the Local Housing Allowance had the greatest impact in
London where the difference between existing rent and the maximum LHA was
£13.39 per week — of this difference reductions in rent by landlords accounted for £3.47
meaning that tenants needed to fund £9.92 from their own resources. The difference
between the maximum LHA and rent was, as could be expected, highest in the Central
London boroughs where despite rent reductions by landlords tenants needed to find
an additional £11.27 per week to stay in the same accommodation.' The report also

13 Department for Work and Pensions, Impact Assessment of Housing Benefit Proposals: Changes to LHA
11-12, 2010

1+ Department for Work and Pensions conducted by the Institute of Fiscal Studies, Econometric analysis of
the impacts of Local Housing Allowance reforms on existing claimants, July 2014
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found that for a subgroup of LHA recipients living in London boroughs were there
LHA award was higher than the national cap for their household type there was an
increased probability of moving accommodation.

In London, the interaction between a strong housing market, high market rents and
high PRS demand contributes to the high LHA claimant rates. In effect the LHA acts
as a rent subsidy for large numbers of claimants who are in work in London: some 44
per cent of LHA claimant households had an income from work compared to 32 per
cent of all LHA claimant households in Great Britain."

Transport

Each day around 30 million journey stages'® are undertaken within London and our
transport infrastructure has benefitted from a massive investment programme over the
past decade in order to modernise the existing services and build new capacity for
London. Each year around £4 billion is raised from fares providing a vital part
(approximately 61 per cent) of TfL’s income for their operational budget."”

Over the period 2008 to 2014 for trips using pay as you go oyster, bus fares have gone
up by 61 per cent and zone 1 underground fares have increased by 47 per cent. This
compares to a change in the retail price index of 20.4 per cent and average weekly
earnings increases of just 10.4 per cent over the same period.

12 Beatty et al, Monitoring the impact of changes to the LHA system of housing benefit, (Department of Work
and Pensions, June 2012).h

16 A Trip is defined as a one-way movement from an origin to a destination in order to achieve a specific
purpose, for example to go from home to work. Each trip may involve travel by one or more individual modes
of transport. These component parts of trips are referred to as Journey Stages

17 http://www.tfl.gov.uk/assets/downloads/corporate/ Board-2013121 1-Part-1-Item07-TfL-Business-Plan-
2018.pdf

CENTRE Page 33
FOR
|ONDON




Figure 23. Increase in pay as you go bus and underground fares between 2008 and

2014
Increases in bus and underground fares

2.50 25

2.00 - 20

1.50 15 ¢
W @
2 g
=] [=]
& £

1.00 10 &2

0.50 l 5

2008 2009 2010 2011 2012 2013 2014
% change in bus fare % change in underground fare ~ == Bus Underground

Source: Transport for London

For many parts of Outer London, commuting to Central London is only viable using
rail services. The number of trips made by national rail that start and finish within
London’s boundaries has more than doubled since 1995 to over 4 million journeys in
2011/12.

Along with a large increase in the usage of railway services has come a large increase
in fares paid to use these services. Rail services covering London and the South East
have increased their fares by 54.4 per cent between 2004 and 2013."

A peak day return rail ticket from zone 4 in London into Central London rail termini
now costs £8.40. Yet the recently announced national minimum wage 2014 is £6.50 per
hour. If you are earning minimum wage and commuting by train into Central London
from Outer London, this effectively means that the first hour and 18 minutes of your
working day is spent earning the money to cover your fare to reach your job. If you
need to take a bus or tube as well as a train to reach your job, then you would work
the first 1 hour and 45 minutes to cover the cost of a peak travel card at £11.40.

Access to car ownership

Car ownership is declining in London. In 2012, 54 per cent of London households had
at least one car compared to around 57 per cent in 2005/06. Ownership varies
substantially across London boroughs from 26 per cent of households in Islington to 75
per cent of households in Richmond Upon Thames.

Londoners are more likely to own a car if they live in Outer London, live in an area
with poor access to public transport, have a higher income, have a child in the house,

18 Office of Rail Regulator, Index showing average change in price of rail fares 2004 — 2013.
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and are of Western European nationality. Car ownership is higher amongst men than
women (46 per cent compared to 34 per cent) and this gender gap is greater in lower
income households.

The likelihood of a household owning a car rises as household income increases.
Figure 24. shows that car ownership rises steadily with household income up to £75k a
year. Beyond this income level, car ownership no longer rises, remaining at just over
80 per cent."”

Figure 24. Car ownership rates by household income
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Energy costs

In 2001 - 03, London households spent around £60 per month on fuel costs, this had
increased to £92 by 2010 — 12. This is an increase of expenditure 52 per cent above
inflation and this increase comes despite an overall reduction in energy use. The group
with the largest increase in their expenditure are for those in the 6™ decile of
household incomes.

Figure 25. Changes in amount spent on fuel for London households between 2001-03
and 2010-12

19 Transport for London, Roads Task Force — Technical Note 12, How many cars are there in London and
who owns them? 2012
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Fuel poverty

We now turn to look at locations of households who are suffering from fuel poverty.
This is defined as households who need to spend more than 10 per cent of its income
on fuel to maintain an adequate level of warmth. Of the UK regions, London has the
lowest fuel poverty rates with 9 per cent of households fulfilling the criteria. From
figure 26 it can be seen that households living in Outer London are at greater risk of
fuel poverty than those in Inner London.

Figure 26. Fuel poverty in London, 2011
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Source: Annual report on fuel poverty statistics 2013, Department of Energy and
Climage Change

Food costs
For households earning the median income or less, food expenditure is the second
largest bill after housing costs. For households with the lowest 30 per cent of income,

CENTRE Page 36
FOR
|ONDON




spending on food as a proportion of their income has increased over the last decade
unlike wealthier households.

Figure 27. Weekly spend on food (£) and as a proportion of total household spend
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Council tax
There is a wide variation in council tax bills between London Boroughs. Households
living in a band D property in Kingston-upon-Thames will pay over £1000 more in
council tax per year than a household living in a band D property in Westminster.

CENTRE

FOR
|ONDON

Page 37

www.centreforlondon.org




CENTRE

FOR

Figure 28. Borough council tax charges for Band D properties including GLA precept
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Childcare costs
London has lower employment rates of women (64 per cent) compared to the rest of
the country (67 per cent) and the majority of this difference is explained by low
employment rates of women with dependent children. Part of the reason why women
are unable to take up jobs in London is the high costs of childcare within our city.

Nursery care for children under two is 25 per cent more expensive in London than the
average across Britain at £5.33 per hour. A parent in London buying 50 hours of
childcare per week for a child under two would face an average annual bill of nearly

£14,000.

Table 5. Cost of childcare in London compared to Great Britain by type of care

rovided

n

Region/Natio

Nursery
25
hours

(under
2)

Nursery
25
hours

(2 and
over)

Childmind
er

25 hours
(under 2)

Childmind
er

(2 and
over)

After-
school
club 15
hours

Childmind
er

after-
school
pick up

London

133.17

124.73

131.08

128.34

48.06

92.86

Great Britain

106.38

103.96

98.15

96.67

49.67

72.98

Source: Daycare Trust, Childcare costs survey 2013
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LONDON HOUSEHOLD REACTIONS TO THE SQUEEZE

Changes in London households expenditure over the past decade
Reductions in incomes within households have led to households tightening up on
their expenditure. On average, London households have reduced their spending by
£60.26 over the last decade (after counting for inflation). We would expect this to be a
simpler consideration for those in higher income groups who may choose to cut back
on optional expenditure such as the number of holidays taken abroad than for those
households who may have to choose between paying different essential household
bills. This section, explores how expenditure patterns have changed between different
levels of income within households and where cuts to expenditure have been made.

The first thing to note from figure 29, is that the weekly expenditure of households
within the bottom 30 per cent of income has increased over the last decade. The
largest increase in expenditure was from the poorest 10 per cent of households who
have increased their weekly spend by an average of £32.72.

The largest cuts in total expenditure were made by the wealthiest 10 per cent of
households who reduced their spending by an average of £185.47 with the bulk of this
reduction (£84.78) coming from “Other expenditure” items which includes mortgage
interest payments, holiday spending and cash gifts and donations.

Figure 29. Changes in Expenditure by London household income decile
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Source: : ONS, Family Expenditure Survey/Living Costs and Food Survey covering financial years 01 — 06, and calendar years 06 -
12
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We now turn to look at the detail of where households have reduced their expenditure
over the last decade. Whilst all London households have reduced their expenditure in
the “Household Goods and Services Category” for the bottom 20 per cent of
households this category accounts for the largest reductions in their expenditure. The
“Household goods and services” category encompasses items which can now be
brought in “Pound shops” such as soaps and cleaning materials so some of the
reduction in expenditure may well be a cheaper supply of these items. But this
category also includes furniture, carpets and white goods so some of the reduction is
likely to be from a “make do for now” attitude.

For households in income deciles 3,4, 6 and 7 the largest reductions in spending have
been within the “recreation and culture” category this includes money spent on TVs
and computers, sports, visits to cinemas and theatres, gambling and package holidays.

For households in income decile 5 the largest reductions in spending have been within
the “Other expenditure” category. This may well arise as due to credit constraints
fewer households were able to take out mortgages than a decade previously so fewer
households will be incurring the costs of purchasing a home and repaying a mortgage
but will instead be paying rent or living with their parents for longer.

For households in income deciles 8 and 9 their largest reductions in expenditure came
from the “transport” category.

Figure 30. Changes in Expenditure by London household income decile and category
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Source: ONS, Family Expenditure Survey/Living Costs and Food Survey covering financial years 01 — 06, and calendar years 06 —
12
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Table 6. Change in amounts spent (£ per week) between 2001-03 and 2010-12 (using

2012 prices)
Decile 1 Decile 2 Decile 3  Decile 4 Decile 5 Decile 6 Decile 7 Decile 8 Decile 9 Decile 10 All

Food & non-alcoholic drinks 3.08 2.05 211 3.76 043 108  -356 0.89 0.06 0.67 1.00
Alcoholic drinks, tobacco & narcotics -3.34 0.64 -3.63 -2.84 -7.25 -2.86 -3.20 -1.38 -1.24 -4.45  -2.95
Clothing & footwear -4.07 0.73 077 -4.27 1007 -13.04 -11.50  -13.73  -20.25 920 -8.56
Maintenance and repair of dwelling 1.49 1.53 -0.29 -2.29 -12.23 -0.80 -2.50 -6.07 -4.41 -15.80 -4.05
Water 3.13 0.17 5.23 0.56 070 208  3.39 0.21 3.16 223 217
Electricity, gas and other fuels 4.89 4.35 6.63  7.82 6.86 940  6.88 s  so0 726
Household goods & senvices -10.44 -8.35 186 -181 1483 -11.19 -1422  -1611  -18.98  -46.92 -14.32
Health -0.33 1.30 270 213 075  -112 043 5.24 4.67 926 -0.26
Transport 2.01 2.25 1360  -3.94 2319 -17.62 -19.74. 26,58 4215  -23.77 -13.61
Communication 2.37 0.85 013  -0.31 363  -335  -8.00 -0.02 -7.39 492 -2.85
Recreation & culture -6.60 1.17 768 -10.74 20901 2889 -33.43 942 1418 0.16 -13.92
Education 16.05 -0.80 058  -2.71 029 992 303 1.43 611  -1098 114
Restaurants & hotels 213 231 -123 387 828 2561 -1213 -1089 -12.56 [ 592
Miscellaneous goods & senices o.2s | 145 667 787 -1559  -7.10  -14.87  -11.48  -30.38 -8.62
Other expenditure items 191 0.36 562 536 2482 2583 -23.65 4.15 048] 8478 -16.89
Total change in spend 32.72 17.75 2308 -19.91  -100.53 -91.68 -100.09  -57.77 -125.60  -185.47 -60.26

N.B. Cells highlighted in red are those with the largest increase in spend; those in green are for the largest reductions in spend.
Source: ONS, Family Expenditure Survey/Living Costs and Food Survey covering financial years 01 — 06, and calendar years 06 —
12

If we look more closely at amount spent on rent by renting households and mortgage
amounts paid by households with a mortgage for London and how this has changed
over the past decade a complex story emerges. This story reflects many factors
including the composition of households at different parts of the income distribution
which will impact on the size and type of property that they are living in; that the
quality of rented properties has increased over time; the types of mortgage products
that were available and the increasing cost of housing.

The amount that households spend on rent has increased for nearly all deciles, with
the largest increases of £95 and £73 per week, for the highest income households. This
may, in part, reflect the wider range of properties that are now available to rent in
London including more exclusive properties that have come onto the market.

Households with median incomes and those in deciles 1,3 and 8 have seen a large
increase in the amount that they spend on rent up by at least £25 per week.
Households in the second decile have also seen an increase in the amount that they are
spending on rent but at a more modest level of £13 per week. Deciles 4 and 7 have
seen minimal changes to the amount that they are spending on rent with changes of £5
or less per week. Those in decile 6 are spending less on rent now than they were a
decade ago.

Mortgage spending has reduced for the top and bottom deciles : down by £45 and £34
respectively. Median income households and those in decile 6 have also seen a decline
in the amount that they are spending on their mortgage dropping by £28 and £14. The
largest increases in spending on mortage payments of over £40 per week are for
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households in deciles 4 and 8. Mortgage spending has also increased but at a more
modest level for households in deciles 2,3 and 7.

Figure 31. Changes in expenditure between 2001/03 and 2010/13 on net rent by
renters, and mortgages by mortgage holders, by gross income decile for London
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Source: ONS Family Spending 2012

London’s household composition- squeezing in

London has a different household composition to the rest of the country with higher
percentages of one person households and “other household” types and fewer couple
households with no children. Part of the coping strategy for lower income families is
for them to share with other people rather than set up a household of their own.

In England and Wales, 1.9 million ‘other households’ were identified in the 2011
Census: these included households of more than one family, households comprised of
unrelated adults sharing and those including one family and other unrelated adults. 9.4
per cent of households in London are classified as “other households” more than twice
the rate of households elsewhere in Britain.
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Table 7. Household composition for Great Britain and London
Al
households

number One person household One family only Other household types
Married or same-sex civil partnership
couple
Cohabiting couple Lone parent

Aged 65 Other All aged No children Dependent All No Dependent All children Dependent All With  All full- All aged Other

and over 65 and children  children children  children non- children  children dependent time 65and

over non- dependent non-  children students over

dependent dependent

GB 25,738,821 125 18.2 8.1 12.4 15.1 5.7 5.2 4.0 0.5 7.2 35 25 0.6 0.3 4.3
London 3,266,173 9.6 22.0 41 83 15.0 4.8 5.5 2.8 0.4 85 4.1 4.6 0.7 0.3 9.4

Source: ONS, Census 2011

London households were twice as likely as those in the rest of England to be “other
households” with dependent children. Often these are households with a third
generation, such as a grandparent, or other relatives living in the household. In
Newham, these types of households made up more than one in ten of all households.
All-student households and households comprising only people aged 65 or over from
more than one family unit made up similar proportions of the total in London and in
England as a whole — both well under one per cent.

However, other households without dependent children with more than one family
unit were a much larger group, comprising nearly one in ten of all London’s
households. This is two and a half times the proportion in the rest of England, and
within London, the proportion had grown by over 20 per cent since 2001. Many of
these households are unrelated people sharing housing, though the category would
also include three-generation households where the youngest are no longer dependent
children, among others™.

Figure 32. Percentage of concealed families living in London by borough
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20 Rachel Leeser, 2011 Census Snapshot: Households and Families, GLA Intelligence Unit, Dec 2012
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Overcrowding

High costs of housing in London are leading to greater squeezing in within existing
households. In 2011, 12 per cent of households in London were overcrowded.
Households living in private and social rented tenures are more likely to be
overcrowded than those which are owner occupied. In addition, more than half of
households that fall within the “other households with dependent children” are
recorded as overcrowded. Newham, Tower Hamlets, Southwark, Hackney and Brent
have the highest levels of overcrowding. Families from Bangladeshi, Pakistani, African
and other Asian backgrounds are most likely to be living in overcrowded
accommodation.”!

21 Census Information Scheme, Trends in Overcrowding, GLA Intelligence Unit, January 2014
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