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• Weekly discretionary incomes in 2013 are higher than in 2008, before the financial 
crisis, helped by the boost from the Bank of England’s cuts in the base rate to 
record lows. However, slow income growth and rapid increases in the cost of living 
mean that since 2010, discretionary incomes have fallen back, and currently stand 
beneath their early 2010  peak. 
 

• Discretionary incomes are expected to remain largely on hold over the next four 
years, kept down by a slow wage growth as the economy gradually recovers but 
unemployment remains high, austerity measures and elevated increases in the cost of 
living, including an increase in the Bank of England’s base interest rate further 
out. 
 

• In 2018 and beyond, spending power growth is likely to return as economic growth 
and wage increases strengthen and the impact of austerity measures become less 
acute. 
 

• A base rate rise is expected for 2016 with a corresponding rise in the cost of 
mortgage interest. This increase is expected to hit average household discretionary 
incomes by £4 a week. 
 
 

Executive Summary 
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• The Asda Income Tracker has now been around in its current incarnation for five 
years through a period of enormous economic turbulence and a change of government. 
This report looks at the trends that the Income Tracker report has highlighted over 
this half decade, from the strong growth in discretionary spending power in the run 
up to the financial crisis, through the sharp declines seen through 2010 and the 
current period of effective real income stagnation. 
 

• In addition, the report examines future likely paths of growth for discretionary 
spending power over the next five years. This part of the report aims to highlights 
both the factors likely to be affecting spending power as well as the key risks to 
the outlook. 
 

• We also examine in more detail different household types, including higher and 
lower income households, as well as the effects around different regions and 
countries of the UK. 

Introduction 

10 





Discretionary income has seen large up- and down-swings 
over past five years 

 • Although discretionary incomes as measured by the 
Income Tracker have recently returned to negative 
year-on-year territory, the past five years has seen 
some strong gains made at times. 
 
 • The base rate cuts in 2009 helped to significantly 
reduce mortgage interest payments, leading to much 
higher discretionary income. 
 
 • However, this boom period was followed by the 
effects of the 2008-09 deep recession. Total pay was 
cut as benefits slumped, regular pay growth weakened 
and the pace of increases in the cost of living 
started to rise. 
 
 • This marked the start of a two and a half year 
decline in spending power. 
 
 • Growth returned in 2012 thanks to the effects of an 
increase in the income tax free allowance and the 
hefty uplift in benefits payments in April that year 
due to a high inflation rate in 2011. 
 

Strong discretionary income growth was 
followed by a slump, then marginal recovery 
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Discretionary incomes remain beneath their all time high 
in early 2010 

 • In the three months to July 2013 the level of 
discretionary income at the average UK household stood 
at £160 a week.  
 
• This is marginally down on the level a year before 
and remains well below the peak of £165. 
 
• The sharp rise in the level of discretionary incomes 
in early 2009 is due to the sharp reductions in the 
Bank of England’s base rate, the December 2008 
reduction in  the VAT rate and a steep drop in 
inflation as commodity prices fell back as the global 
economy fell into recession, helping to boost spending 
power to all time highs. 
 
• However the squeeze on real incomes over the 
subsequent three years means that discretionary 
spending power remains subdued. 
 
 

Although the level still stands above that 
seen before the financial crisis 
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• The unemployment rate climbed significantly during 
and after the recession of 2008-09, rising from just 
over the 5% mark to around the 8% level. 
 
• This shift in the labour market weighed down on 
spending power growth, as employees lost their jobs. 
 
• Over the same time period, growth in regular wages 
dropped off, falling away from the pre financial 
crisis average of over 4.0% to less than 20% by 2010. 
 
• Unemployment has remained remarkably flat since 
2010, despite further periods of economic contraction, 
remaining well below the levels reached following the 
1990s recession of near 11 per cent. 
 
• As a result of this, productivity has fallen back 
significantly and real wages taking the hit from weak 
economic conditions instead. 

Labour market has held back increases to discretionary 
spending power 

Unemployment has been kept from rising 
further amid weak economic conditions due to 
erosions in real wages 
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• The unemployment rate for those aged 16 to 24 
stood at 20.7% in Q1 2013, up from 14.0% five years 
before. 
 
• This is equivalent to almost one million young 
Britons out of work, up from just under 700,000 in 
Q1 2008. 
 
• For the youngest jobseekers – those aged 16 or 
17 – the unemployment rate climbed to 37.3% in Q1 
2013, up from 24.4% five years before. 
 
• At the same time, unemployment for those aged 
25-34 stands at 7.5%, up from 4.7% five years 
before and equivalent to a total of 550,000 
jobseekers. 
 
• The unemployment rate for those aged 35-64 
stands at around the 5% mark, equivalent to another 
million out of work Britons. 

Employment prospects for young people worsened sharply in 
past five years 

More than one in five jobseekers aged under 
24 are unable to find work 
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• This is equivalent to 290,000 people being laid 
off, taking the total employed in the sector to 
less than two million.  
 
• The manufacturing sector  also saw sharp 
declines in its workforce, also losing almost 
290,000 jobs over the period – a decline of 10%. 
 
• Meanwhile, public sector cutbacks brought down 
the level of employment in the public 
administration and defence sector by 10%. 
 
• However, at the other end of the scale, much of 
the services sector has been seeing gains to 
employment over the past five years. 
 
• ICT, real estate, professional services and 
transport all see their workforces expand between 
Q1 2008 and Q1 2013. 
 
 

Manufacturing and construction jobs hit hard since start 
of financial crisis 

Construction employment fell by 13% between 
Q1 2008 and Q1 2013 
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• Average UK household incomes have risen over the 
past five years in nominal terms, with growth 
coming from wages, self employment income, pensions 
and social security benefits. 
 
• Although worsening conditions in the labour 
market, including rising unemployment, have weighed 
down on growth in income from wages, a stabilising 
effect was felt from social security benefits.  
 
• Gross incomes rose between Q1 2008 and Q1 2013 
by £73 a week – from £629 to £702. 
 
• Thanks to reductions in the income tax free 
personal allowance, net incomes rose over the same 
period by almost the same amount, increasing 
between Q1 2008 and Q1 2013 by £70 a week. 
 
 
 

Change in tax policy has helped to boost net incomes 
since 2008 

Net incomes grew over past five years by 
11.9% compared to gross income growth of 
9.9% 
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Growth in the cost of essential items remains high, 
outpacing income growth 

Although down on recent highs, the rate 
continues to stand higher than the Bank of 
England’s target 

 
• Growth in the cost of living fell back sharply 
into negative year on year territory in 2009, as the 
Bank of England slashed its base rate to record lows 
and the rate of VAT was cut to 15%, down from 17.5%. 
 
• However, once the base rate effect fell out of the 
year on year comparison, the cost of living started 
to rise at a faster pace – compounded by VAT 
returning to 17.5% in January 2010. 
 
• The price of a barrel of oil stood well above the 
$100 mark for much of 2011, causing substantial price 
inflation for petrol and home utilities. In addition, 
VAT was increased again to 20% in January 2011. 
 
• Inflation in the cost of living slowed through 
2012 however, as the price of oil stopped climbing. 
 
• The past five years have seen a lot of volatility 
in inflation – exacerbated by changes to the VAT 
rate. 
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Food, housing and transport costs have put a lot of 
pressure on household finances 

Costs of these items pushed up due to 
changes in the global economic environment 

• In the first half of 2013, the cost for average UK 
households for housing and utilities increased by 
more than £700 compared to the first half of 2008. 
 
• Over the same period, the cost for average UK 
households for both foodstuffs and transport costs 
increased by more than £640. 
 
• The cost of these essential items have been pushed 
up due to international factors. For example, the 
price of a barrel of brent crude oil was 22% higher 
in H1 2013 than in H1 2008, pushed up by a rebound in 
global economic demand and greater instability in the 
Middle East. 
 
• At the other end of the scale, the cost of 
spending on clothing and mortgage interest have both 
fallen back. Clothing prices fell back for much of 
the twenty years up to 2010, due to cheaper labour in 
the Far East, while mortgage interest fell back in 
line with Bank of England base rate cuts. 
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Visualising the effect of these economic changes 
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Visualising the effect of these economic changes 

21 



Constructing the Asda Income Tracker 

Total household income  
H1 2008: £629 per week 
H1 2013: £702 per week 

e.g. wages, investment income, 
pensions, social security, self 
employment earnings 

e.g. national insurance 
contributions, income tax 

e.g. holidays, cinema, theatre, eating 
out, toys, sports, savings, jewellery, 
national lottery and other gambling 
payments, computer software and games 

e.g. food, clothing, housing costs, 
bills, transport, communication 
costs, health, children’s 
schooling, house maintenance and 
repair 
 

i.e. take home pay 

i.e. take home pay 

Taxes 

H1 2008: £116 per week 
H1 2013: £119 per week 

= - 

Net income  
H1 2008: £513 per week 
H1 2013: £583 per week 

Cost of living 

H1 2008: £372 per week 
H1 2013: £426 per week 

= - 

Family spending power  
H1 2008: £141 per week 
H1 2013: £157 per week 

Net income  
H1 2008: £513 per week 
H1 2013: £583 per week 
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Overall inflation is expected to remain above the Bank 
of England’s target rate 

Consumer price inflation expected to stand 
around the 2.5% mark in medium term 

• Inflation is currently being kept elevated by 
increases in the cost of food, home utilities, 
university education and public transport. 
 
• These effects are likely to lessen later in 
2013, falling out of the year on year comparison. 
 
• However, in 2014 and beyond, the inflation rate 
is expected to be kept elevated by rising global 
demand growth, as the world economy gathers pace 
and emerging economies grow faster. 
 
• This economic growth is expected to place upward 
pressure on the prices of many commodities, such as 
energy inputs, metals and soft commodities such as 
food stuffs and fabrics. 
 
• Rising global commodity prices will feed through 
to the UK consumer, keeping growth in the cost of 
living from slowing significantly. 
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Wage growth to remain weak but start to pick up in the 
outer years 

Low productivity growth continues to hold 
back wage growth 

• In 2013, economic growth is still only slow and a 
lot of people remain out of work. In fact, many of 
those in work are underemployed, working fewer hours 
than they’d like to. 
 
• The resulting competition for vacancies alongside 
slow productivity growth means that annual pay 
settlements are stuck at record lows. 
 
• The macroeconomic outlook is for growth to 
gradually return over the coming years, and wages are 
expected to start to rise faster alongside this pick 
up. 
 
• However, a ‘new normal’ climate of lower wage 
growth than before the financial crisis is likely to 
persist – wages are unlikely to reach growth rates 
of over 4.0% in the next five years. 
 
• However, the Office for Budget Responsibility 
predicts a rosier outlook, with wage growth of 4% by 
2016. 
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Public sector job cuts to keep unemployment rate 
elevated 

Although the private sector is creating 
jobs, overall unemployment to fall only 
slowly 
• Although the economy is now slowly expanding 
again, the budget deficit remains very high – at 
£83 billion in 2012/13. As such, after the 2015 
election, many more government cuts will be 
required. 
 
• The Office for Budget Responsibility expects 
significant further losses to public sector 
employment over the years to 2018, with cuts of 
around 800.000 jobs expected. 
 
• Although the private  sector is expected to 
create jobs, particularly as economic growth picks 
up speed, this fiscal drag from the public sector 
means that the unemployment rate is likely to stay 
elevated. 
 
• The unemployment rate is not projected to reach 
anything like its pre financial crisis levels 
before 2018 – a further factor weighing down on 
the potential levels of wage growth. 
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Overall, UK employment conditions expected to remain 
tougher than pre financial crisis 

Unemployment to remain higher and wage 
growth to continue lower than in years to 
2008 
• Although labour market conditions will 
gradually ease in the years to 2018, it is 
expected to take longer than our forecast period 
for conditions to return to those seen before the 
financial crisis. 
 
• Although private sector net job creation is 
expected to help bring down joblessness, public 
sector job cuts will prevent the unemployment 
rate from falling further. 
 
• With the unemployment rate remaining elevated, 
wage bargaining power for those in work is 
reduced. This effect, in combination with 
relatively weak economic growth, will prevent 
earnings growth from returning to pre financial 
crisis levels during our forecast period. 
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Bank of England keeping rates on hold for now as economic 
growth remains weak 

However, a rate increase is likely once the 
recovery starts to build up steam 

• The Bank of England cut rates sharply as a result of 
the financial crisis and recession of 2008-09.  
 
• The Bank announced forward guidance, that it will 
start to consider raising the base rate if 
unemployment falls to 7.0%, which it expects to happen 
in 2016. 
 
• However, there are ‘knockout’ clauses specified in 
the August Inflation Report – notably, if CPI 
inflation is expected at 2.5% or higher 18-24 months 
ahead. 
 
• Although Cebr’s central forecast has unemployment 
reaching 7.0% after 2018, we expect inflation to 
remain around 2.5% and as such, the Bank will invoke 
their knockout clause. We expect rates to start rising 
in 2016, ultimately reaching 2.0%. 
 
• An alternative modelled scenario looks at a sharp 
rate rise following the 2015 UK election, to defend 
sterling as markets react to a loss of credibility on 
deficit reduction – in this case, rates increase 
swiftly to 4.0%. 
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Cost of mortgage interest to increase significantly over 
next five years 

Housing and transport costs also likely to 
place further pressure on household finances 

• The key drivers of increases in the cost of 
essential spending over the next five years are 
expected to be transport, housing & utilities and 
mortgage interest payments. 
 
• The expected increase in the Bank of England’s 
base rate is projected to increase the cost of 
mortgage interest payments by £540 on an annual 
basis between the first half of 2013 and the first 
half of 2018. 
 
• Further increases in the cost of crude oil as 
global demand strengthens are expected to push up the 
cost of vehicle fuel and utility prices, while a 
relative scarcity of housing stock is likely to keep 
rent prices growing. 
 
• Food costs are also likely to be a key contributor 
to increases in the cost of living, with the cost 
expected to rise by an annualised figure of £340 
over the next five years, as world demand for food 
increases, pushing up prices. 
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Our central scenario implies four years of stagnation 
on income tracker ahead 

Taken together, these factors mean that 
discretionary income growth will be held 
back 
• Although the recent declines in the Income 
Tracker are not expected to deteriorate much 
further, very little year on year growth is 
projected for much of the years out to the end of 
2017. 
 
• This is due to the effect of continued weakness 
in wage and employment growth, sustained elevated 
increases in the cost of living, and the effects of 
fiscal policy and monetary policy. 
 
• The coalition government has rapidly increased 
the tax free allowance to £10,000 – but future 
increases are expected to be slower, in line with 
wage growth. In addition, benefits cuts are limited 
to 1.0% year on year until 2016. 
 
• Furthermore, the Bank of England is expected to 
start increasing  base rates in 2016, ultimately 
reaching 2.0% in 2017. 
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Discretionary income to remain below 2009 peak until at 
least 2018 

No significant change on the Income Tracker 
for the next three years 

• The result of this stagnation in the Income 
Tracker is that the pre financial crisis peak in 
discretionary incomes seen in 2009 is unlikely to 
be reached for the next few years. 
 
• As it is likely to be 2018 before incomes start 
to rise significantly again, the level of household 
discretionary income is projected to remain at or 
below the £160 a week mark for the next four 
years. 
 
• In 2018, the level of discretionary income is 
projected to start rising further above this level, 
but still remain below the quarterly maximum level 
of £165. 
 
• When the effects of price rises in non-essential 
items is considered, the spending power of the 
average UK household will be falling further – 
this £160 a week will buy less each year. 
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Constructing the Asda Income Tracker 

Total household income  
H1 2013: £702 per week 
H1 2018: £785 per week 

e.g. wages, investment income, 
pensions, social security, self 
employment earnings 

e.g. national insurance 
contributions, income tax 

e.g. holidays, cinema, theatre, eating 
out, toys, sports, savings, jewellery, 
national lottery and other gambling 
payments, computer software and games 

e.g. food, clothing, housing costs, 
bills, transport, communication 
costs, health, children’s 
schooling, house maintenance and 
repair 
 

i.e. take home pay 

i.e. take home pay 

Taxes 

H1 2013: £119 per week 
H1 2018: £125 per week 

= - 

Net income  
H1 2013: £583 per week 
H1 2018: £660 per week 

 

Cost of living 

H1 2013: £426 per week 
H1 2018: £501 per week 

= - 

Family spending power  
H1 2013: £157 per week 
H1 2018: £159 per week 

 

Net income  
H1 2013: £583 per week 
H1 2018: £660 per week 
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Discretionary incomes return to growth in 2014 under 
rosier OBR scenario 

The OBR’s central scenario is for a much 
faster return to growth than in Cebr’s 
central forecast 

• The forecast for the Income Tracker is based on 
the central forecast from Cebr’s UK economic 
model. However, there are risks around this 
forecast and here we look at two alternative 
scenarios. 
 
• The Office for Budget Responsibility (OBR) 
predicts a much faster return to economic growth, 
with resulting faster increases in wage growth and 
reductions in unemployment. Under this scenario, 
discretionary incomes would start rising year on 
year by 2014, with much faster annual growth 
appearing towards the end of the forecast period. 
 
• There are also downside risks. If the Eurozone 
sovereign debt crisis flared up again, slowing UK 
and global growth, discretionary incomes could fall 
further – particularly if further fiscal austerity 
measures are required. While we attach a relatively 
low possibility to this, another worsening of the 
Euro crisis cannot be ruled out.  
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Keeping the base rate on hold would significantly 
boost spending power 

Holding off a rate rise could boost 
discretionary incomes by more than £4 a week 
much sooner 
• The central forecast assumes the Bank of England 
gradually increasing the base rate in 2016 as 
economic growth picks up, reaching 2.0% in 2017 
from its current level of 0.5%. 
 
• However, if under the central scenario, the 
Monetary Policy Committee don’t invoke the 
inflation knockout clause and wait for unemployment 
to reach 7.0%, rates could stay on hold until 2018. 
 
• As such, discretionary incomes would start 
rising faster much sooner, reaching £4 a week year 
on year increases (or over £200 in annualised 
terms) in 2017 instead of 2018.  
 
• Of course the income squeeze from raising rates 
will come at some point, but if it is held off 
until incomes are rising more robustly then it may 
not result in further declines to discretionary 
spending power. 
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Keeping the base rate on hold would significantly 
boost spending power 
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An aggressive monetary tightening post-election would 
sharply reduce spending power 

A significant and sudden increase in the 
base rate would cut deep into spending power 

• An alternative modelled scenario to gradually 
raising rates in 2016 is a sharp increase following 
the next government election in 2015. 
 
• Failure to take tough policy decisions could lead to 
a loss of credibility on deficit reduction and 
investors taking flight from sterling under this 
scenario – the Bank of England may be forced to raise 
rates to defend the value of UK currency.  
 
• Although this is a more extreme scenario than our 
central assumption, it highlights the extent to which 
discretionary incomes are at risk from changes to the 
base rate, even if Governor Mark Carney has been at 
pains to reassure households and businesses that a 
rate rise remains a way off for now. 
 
• Here we assume the Bank raising rates to 4.0% from 
the current level of 0.5%. The result is a year on 
year decline in spending power of more than £7 a week 
(4.8%) or £390 in annualised terms, before recovery 
comes in late 2017. 
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However, adjusting for inflation, spending power faces 
further erosions 

The rising cost of non-essential items means 
that households can afford less in real 
terms 
• In Cebr’s central scenario, discretionary 
incomes are held back in nominal terms by a 
combination of weak wage and employment growth and 
continued increases in the cost of living.  
 
• Once the effect of increases in the cost of non-
essential items is taken into account however, 
discretionary incomes are expected to see further 
declines in real terms – only starting to recover 
by 2018. 
 
• However, even using the assumptions from the 
Office for Budget Responsibility’s forecasts, 
discretionary spending power is expected to remain 
below its 2009 peak in real terms until 2018 – 
effectively nine years before household financial 
positions reach regain where they once were.  
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Household type 
Figures for 2011 (latest 
base data from ONS) 

Average 
annual 
gross 

income 

Average 
annual total 

spending 

Average 
annual 

spend on 
mortgage 
interest 

Average 
income earned 

through 
employment 

Average 
income from 

social security 
benefits 

Lower income household - 
second income quintile £17,800 £14,400 £350 34% 46% 

Higher income household – 
ninth income decile £60,000 £31,500 £2,700 87% 4% 

Analysing the effects on lower and higher income groups 

• In this section we consider different types of household, focussing on the different pressures being faced by 
both higher and lower income households.  
 
• For our lower income household, we consider those in the second income quintile – that is, the fifth richer 
than the poorest fifth, but with lower income than all other households. For the higher income household, we 
consider those towards the top of the income distribution – the ninth decile, just below the very highest 
earners. 
 
• The table below indicates some of the characteristics of these household types. 
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Strong increases in benefits have boosted incomes of 
poorer households 

Income growth is slowing for those on both 
higher and lower incomes 

• Income growth for poorer households, which include 
many retired people, has been supported over the 
years since the financial crisis by strong increases 
in social security benefits, which were increased in 
line with inflation, also running high. 
 
• Conversely, higher-income households have seen 
their income growth slow significantly since the 
financial crisis, as weak economic performance has 
dragged down the pace of wage increases. 
 
• Income for these richer households slowed to near 
zero growth in 2009 as employment dropped, regular 
wage increases fell back to just 1.0% and self 
employment income declined. 
 
• Although employment growth and a slight recovery in 
wage growth helped to boost income increases in 2011 
and earlier in 2012, these effects have been falling 
back in 2013 and very weak wage growth has persisted. 
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Current economic conditions holding back spending power for 
both better and worse off 

Income Tracker returning to decline for 
those on higher and lower incomes 

• Poorer households saw their incomes boosted in 
2012 by the 5.2% uprating to social security 
benefits from the previous year. This, combined 
with cooling inflationary pressures in 2012 and the 
significant increase to the income tax free 
personal allowance helped discretionary incomes to 
show year on year growth through much of 2012 and 
early 2013.  
 
• However, discretionary spending power started to 
fall back again for those on lower incomes in April 
2013, as despite further increases to the tax free 
personal allowance, the pace of growth in the cost 
of living is once again outpacing income increases. 
 
• For those on higher incomes, the very slow pace 
of wage increases has weighed down on spending 
power – for these households too, discretionary 
spending power is in year-on-year decline from May 
2013. 
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Visualising the effects on discretionary income 
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Austerity measures to hold back income growth among 
lower income households 

But accelerating wage growth will help boost 
those on higher incomes 

• The 1% uprating cap in many benefits is to 
continue until 2016, significantly holding back 
income growth for those on lower incomes. 
 
• However, once this cap expires and benefits are 
again upweighted by inflation, stronger household 
income growth is expected to return for poorer 
households. 
 
• Households on higher incomes, who are much less 
dependent upon social security benefits, are  
expected to see their income growth boosted from 
2014 by rising employment levels and accelerating 
wage growth. 
 
• However despite the upturn in the outer years of 
our forecast period, income growth is projected to 
remain well below that seen before the financial 
crisis. 
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Further spending power erosions likely ahead for poorer 
households 

Although annual declines will become less sharp 
in 2016, they’re likely to continue past 2018 

• For households on lower incomes, spending power is 
projected to face further erosions until at least 
2018, held back by relatively slow income growth and 
continued above-trend growth in the cost of 
essential items. 
 
• However, the year on year decline in weekly 
discretionary income is projected to become less 
sharp from April 2016, as the 1% cap in social 
security benefits upweighting comes to an end. 
 
• Despite this, households on lower incomes are set 
to have their spending power constrained by weak 
income increases and elevated cost growth for 
essentials. 
 
• At the same time,  higher income households, 
relatively unconstrained by the cap on benefits 
growth, are expected to see slow but steady growth 
in discretionary spending power over the years to 
2018. 
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Delaying a rate rise would soften the declines to spending 
power for lower income households 

However, higher income households spend a 
greater share on mortgage interest 

• Holding off on increasing the Bank of England’s 
base rate in 2016 would stop the spending power of 
those on lower incomes from declining as sharply. 
 
• If the rate rise was pushed back to beyond 2018 
then discretionary incomes could be falling in 2016 
and 2017 by around 3% year on year instead of 
closer to 7%. 
 
• Delaying the rate rise would also push up the 
discretionary incomes of richer households. Those 
on higher incomes spend 3.5% of their weekly 
incomes on mortgage interest payments, versus 2.1% 
for those on lower incomes. 
 
• Without the rate rise, discretionary incomes for 
richer households could be rising by 2.5% year on 
year instead of closer to 1%. 
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The lower income group is much more focussed toward older age 
groups – more than half of households are aged 60 or over 

  Second quintile 9th decile 

15-34 16% 20% 

35-54 24% 55% 

55-64 15% 18% 

65+ 44% 7% 

46 



Income group breakdown statistics in detail 

Annualised figures 
Net Incomes Cost of Living Discretionary Incomes 

2008 2013 2018 2008 2013 2018 2008 2013 2018 

Lower income 
households £14,600 £17,200 £19,300 £13,200 £15,400 £18,100 £1,400 £1,700 £1,200 

Higher income 
households £44,700 £49,900 £56,600 £31,700 £35,500 £42,000 £13,100 £14,400 £14,700 

47 



Household finances: The past 5 years 
Household finances: The next 5 years 
Trends by income group 
Trends by age group 
Trends by household type 
The regional picture 
Appendices 



Households by age of head 
of household 
Figures for 2011 (latest 
base data from ONS) 

Average 
annual 
gross 

income 

Average 
annual total 

spending 

Average 
annual 

spend on 
mortgage 
interest 

Average 
income earned 

through 
employment 

Average 
income from 

social security 
benefits 

Aged under 30 £30,400 £19,500 £970 83% 11% 

Age 30 to 49 £46,500 £24,600 £2,300 90% 8% 

Age 50 to 64 £41,500 £21,600 £1,100 77% 9% 

Age 65 to 74 £25,900 £16,100 £130 22% 39% 

Age 75 or over £19,400 £11,800 £10 5% 50% 

Splitting the UK household population into five groups 

• In this section we split households into five different age groups, to examine the effects of recent and 
forecast economic conditions. 
 
• Households headed by someone aged between 30 and 49 have the highest gross annual income, as well as the 
greatest spending on mortgages – and hence greatest exposure to interest rate changes. The oldest households 
spend very little on mortgages, leaving them relatively unexposed to mortgage interest rate changes, although 
savings income growth will continue to be hit by low interest rates. 
 
• The table below indicates some of the characteristics of these different household types. 
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Income growth for older households held up well over 
past five years 

However income growth for all age groups  
has slowed in recent months 

• Net income growth for households where the 
household head is over the state pension age was 
boosted over the years between 2009 and 2011 by 
social security benefits being increased in line 
with the previous year’s inflation level. 
 
• Over the same period, income growth among 
working age households was held back significantly 
by sharp reductions in wage growth and an increase 
in unemployment.  
 
• In 2012, net income growth across age groups was 
pushed up by increases in the personal income tax 
free allowance. This had a proportionally larger 
effect on older households, who typically have a 
lower overall income. 
 
• However, income growth has been slowing in 
recent months due to the much lower uprating of 
benefits in 2013 compared to 2012. 
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Pension ‘triple lock’ to support income growth of 
older households 

However by 2018, income growth at younger 
households will be growing the fastest 

• State pensions are being safeguarded over the 
next few years by the ‘triple lock’ – where 
pension income rises by wages, CPI inflation or 
2.5%, whichever is highest. 
 
• This guarantee will support growth in net 
incomes for older households over the coming few 
years, while households more dependent on working 
age benefits and earned income continue to see 
subdued income growth. 
 
• However, the decision to simplify age-related 
income taxes means that the income tax free 
personal allowance for those aged over 65 will be 
left on hold until the working-age allowance 
catches up. 
 
• Once wage growth starts to pick up and the 1% 
growth cap in working age benefits comes to an end, 
income growth among younger households is set to 
outpace that of retired households. 
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Youngest households have faced the largest declines in 
discretionary income  

Spending power for retirement age households 
has been more resilient 

• Households where the head is aged under 30 have seen 
the fastest increases in the cost of living of any 
working age household over the past five years, with 
an average annual inflation rate of 3.3%, compared to 
2.5% for 30-49 year olds and 3.1% for 50-64 year olds. 
 
• These younger households spend a greater share of 
their budgets on transport, rent and utilities and as 
such were the most affected by the sharp increases in 
the cost of energy over the past five years. Rapid 
growth in the cost of crude oil sent petrol and home 
electricity and gas prices soaring in 2011. 
 
• In addition, households with heads aged under 30 
faced less of a mortgage burden compared to those aged 
30-49 and as such, were able to benefit less from the 
cut in mortgage interest. 
 
• Labour market conditions for the UK’s youngest are 
particularly tough, with unemployment rates of 38.1% 
in Q2 2013 for those aged 16-17, and 19.2% for those 
aged 18-24. 
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Further spending power losses likely ahead for younger 
households 

However, all households expected to see 
growth in discretionary incomes by 2018 

• Driven by the triple lock on pensioner incomes, 
older households are expected to slow but steady 
growth in discretionary spending power over the 
coming five years.  
 
• For those over aged over 75, annual growth of 
just over 1% is expected until April 2018, when the 
income tax free personal allowance is expected to 
start rising again. For those aged 65-74, growth of 
just over zero is expected until April 2017, again 
when the tax free allowance for the age group 
starts rising. 
 
• However, for those aged under 30, further 
declines in discretionary incomes are projected 
ahead. A heavy reliance on slow-growing wages 
combined with the impact of the base rate rise is 
expected to keep discretionary income growth in 
negative territory until 2018. 
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Visualising the effects on discretionary income 
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Age breakdown statistics in detail 

Annualised figures 

Net Incomes Cost of Living Discretionary Incomes 

2008 2013 2018 2008 2013 2018 2008 2013 2018 

Under 30 £22,400 £25,100 £28,700 £18,100 £21,100 £24,900 £4,200 £4,000 £3,800 

30-49 £32,800 £36,700 £41,800 £23,800 £26,600 £31,400 £9,000 £10,200 £10,400 

50-64 £30,200 £33,800 £38,200 £20,200 £23,400 £27,300 £10,100 £10,400 £10,900 

65-74 £20,400 £24,000 £26,800 £14,500 £17,400 £19,900 £5,900 £6,600 £6,900 

75+ £16,000 £19,300 £21,500 £10,600 £12,900 £14,700 £5,400 £6,400 £6,700 
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Youth unemployment is highest now in London and across the 
North of England 
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Households by 
composition type 
Figures for 2011 (latest 
base data from ONS) 

Average 
annual 
gross 

income 

Average 
annual total 

spending 

Average 
annual 

spend on 
mortgage 
interest 

Average 
income earned 

through 
employment 

Average 
income from 

social security 
benefits 

Two parent, two child £55,700 £29,500 £2,700 90% 8% 

Single adult, working age £22,700 £13,400 £940 80% 10% 

Retired couple £27,600 £17,400 £60 5% 45% 

Single parent £18,900 £14,000 £800 43% 42% 

Examining different household types  

• In this section we look at different specific household types, to examine the effects of economic conditions 
on households that are easier to identify with. 
 
• Of those that we examine, families with two parents and two children typically have the highest gross income, 
while single parents have the least gross income.  
 
• The table below indicates some of the characteristics of these household types. 
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Income growth for two-parent families and single adults 
dropped sharply in 2009 

While households more dependent on 
employment saw sharp growth slowdown 

• For families with two parents and two children 
and those with a single working age adult, net 
income growth declined sharply during the recession 
in 2009, as wage growth slumped and employment fell 
back. 
 
• During this period, single parents – more 
dependent on social security benefits – and 
retired couples – who rely on pensions – saw 
income growth supported due to payments being up 
weighted in line with inflation. 
 
• However, in recent months, net income growth has 
fallen back for each age group. 
 
• This is due to wage growth reaching an all time 
low, employment growth falling back, a slowdown in 
the unweighting of working-age benefits and the 
income tax free personal allowance for retired 
persons being put on hold. 
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Single parents to see income growth constrained 
until 2016 

The end of the 1% cap in benefits growth 
will help to push up income growth  

• Single parents depend on social security 
benefits for roughly two fifths of their income and 
as such, the current cap on growth in working age 
benefits at 1% is holding back their net income 
growth. 
 
• From 2016, this policy comes to an end, and 
single parents are expected to see their net income 
growth jump as a result. 
 
• This effect will also help to boost income 
growth for two parent families and single working 
age adults, although it will be less pronounced as 
much less of their income comes from the state. 
 
• Retired couples will have their income growth 
supported by the triple lock on pensions over the 
coming years. 
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Single adult households experienced some of the sharpest 
declines in spending power 

Meanwhile, spending power for retired 
couples faced less acute declines over the 
past few years 

• Single parent households have been the most 
exposed to sharp housing cost increases over the 
past five years, with 16% of their gross weekly 
income spent on rent and utilities, more than any 
of the other household types. 
 
• Rapidly rising costs for rent payments and home 
electricity and gas helped to erode the spending 
power of single parents through 2011. 
 
• Single working age households, spending 13% of 
their gross incomes on housing costs, also sharply 
felt the squeeze over much of the past three years. 
 
• Retired couples have been less acutely affected, 
thanks to more rapidly rising net incomes and lower 
spend on essentials such as housing. 
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Discretionary income growth to return across the board 
by 2018 

Although this return will be slower for 
single parent households than others 

• Although discretionary income growth for two 
parent families and single working age households 
is projected to avoid facing sharp declines until 
2016, an increase in the base rate would send 
spending power back down.  
 
• Following the end of effect of this base rate 
rise, discretionary incomes would start to increase 
again in late 2017 and 2018. 
 
• Retired couples are projected to see modest 
discretionary income growth over the next five 
years, protected by the pension triple lock and the 
lack of exposure to mortgage interest rate changes. 
 
• Single parents, however, are expected to face 
the consecutive blows of the 1% cap in benefits 
growth, which comes to an end in 2016 but is 
swiftly followed by the rise in mortgage costs. 
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Visualising the effects on discretionary income 
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Demographic breakdown statistics in detail 

Annualised figures 
Net Incomes Cost of Living Discretionary Incomes 

2008 2013 2018 2008 2013 2018 2008 2013 2018 

Two parent, two 
child £38,800 £42,900 £48,700 £28,500 £31,700 £37,500 £10,300 £11,200 £11,200 

Single, working age £16,300 £18,400 £21,100 £12,700 £14,500 £17,100 £3,600 £3,900 £4,000 

Retired couple £22,300 £26,500 £29,600 £15,600 £18,800 £21,500 £6,800 £7,700 £8,100 

Single parent £15,100 £17,900 £20,000 £13,100 £15,200 £17,700 £1,900 £2,700 £2,300 
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London has experienced the slowest income growth over the 
past five years 

High dependency upon wages & salaries in 
London has depressed income growth 

• With 82% of income in London coming from wages & 
salaries and self-employment income, the very weak 
productivity growth and hence pay increases over 
the past five years have heavily weighed down on 
the income growth of London households. 
 
• The East of England comes close behind London 
with the slowest income growth, as 78% of total 
income is from wages & salaries and self-
employment. 
 
• At the other end of the scale, the South West 
has the lowest dependency on income earned through 
work, with just 68% coming from wages & salaries 
and self-employment. Instead, social security 
benefits and pensions make up a greater proportion 
of income – both income streams that are typically 
uprated in line with inflation and as such, have 
recently grown faster than wages. 
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But spending power in Northern Ireland has been hit 
the hardest 

Slow income growth and rapid inflation have 
eroded spending power in Northern Ireland 

• Households in Northern Ireland have had the lowest 
levels of discretionary income of anywhere else in the 
UK over the past five years.  
 
• Northern Irish households have also faced some of 
the slowest income growth and fastest increase in the 
cost of living in the UK. This was largely due to the 
relatively low share of spending on mortgages – as 
such, households benefitted proportionally less from 
the cut in base rates. The cost of essentials rose 
between Q1 2008 and Q1 2013 by 16.6%, while gross 
incomes rose by only 12.0% over the same period.  
 
• At the other end of the scale, discretionary 
spending power in the North East has been supported 
over the past five years by some of the slowest 
increases in the cost of living as well as income 
levels buoyed relatively well by increases in 
benefits. 
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Further income growth restraint for regions dependent on 
public sector 

Public sector job cuts to hold back spending 
power growth in devolved nations of the UK 

• Regions of the UK most dependent upon the public 
sector face the slowest income growth over the 
coming five years due to a combination of 
government employment cuts and the cap on benefit 
upweighting.  
 
• This is expected to be particularly the case for 
Northern Ireland, where in Q1 2013 almost three in 
ten (28.1%) workers were employed by the state. 
 
• At the other end of the scale, regions such as 
London and the East of England are expected to see 
faster income growth.  
 
• A higher share of income comes from wages & 
salaries and self-employment in these regions, 
reducing the effect of the cap on benefits. 
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Northern Ireland to take further blows to discretionary 
spending power 

Households in Northern Ireland to continue 
to face tough economic conditions 

• Households in Northern Ireland are projected to 
face a further 20% decline in their discretionary 
incomes over the next five years.  
 
• Slow income growth due to high dependency on the 
public sector is likely to be outpaced by increases 
in the cost of living over the period. 
 
• At the other end of the scale, strengthening 
labour markets in London and the East of England  
are expected to help push up growth in 
discretionary spending power in the years to 2018. 
 
• Although income growth for households in the 
South East is expected to be relatively strong over 
the coming five years, the region is more exposed 
than others to the effects of interest rate 
increases, weighing down on spending power over the 
period. 
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Regional statistics in detail 

Annualised figures 
Net Incomes Cost of Living Discretionary Incomes 

2008 2013 2018 2008 2013 2018 2008 2013 2018 

North East £22,400 £25,700 £29,100 £16,500 £19,000 £22,300 £5,900 £6,700 £6,800 

North West £25,200 £28,900 £32,700 £18,900 £21,900 £25,600 £6,200 £7,000 £7,100 

Yorkshire & Humber £23,500 £26,800 £30,300 £17,500 £20,300 £23,700 £6,000 £6,500 £6,600 

East Midlands £26,000 £29,700 £33,500 £19,300 £22,500 £26,300 £6,700 £7,200 £7,200 

West Midlands £24,900 £28,500 £32,200 £18,300 £21,400 £25,100 £6,600 £7,000 £7,100 

East £29,900 £33,900 £38,600 £21,300 £24,500 £28,700 £8,600 £9,400 £9,900 

London £36,000 £40,600 £46,000 £24,700 £28,400 £33,400 £11,400 £12,200 £12,600 

South East £30,600 £34,900 £39,600 £22,900 £26,300 £30,900 £7,700 £8,600 £8,600 

South West £27,300 £31,300 £35,300 £20,700 £24,000 £28,100 £6,600 £7,300 £7,200 

Wales £24,400 £28,000 £31,500 £17,600 £20,500 £24,000 £6,800 £7,500 £7,500 

Scotland £26,700 £30,200 £34,000 £18,800 £21,900 £25,600 £8,000 £8,300 £8,500 

Northern Ireland £23,700 £27,000 £30,400 £20,600 £24,100 £28,000 £3,100 £3,000 £2,400 
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Appendices, Data Sources and Method 

Please find attached method notes and the tabulated date. Asda produces a monthly 
income tracker report with a more comprehensive report every quarter. 
 
For further information please contact: 
 
 
Bee Rycroft 
PR Manager, Asda 
Email Bee.Rycroft@Asda.co.uk 
Tel 0113 826 3448 
 
 
Charles Davis 
Head of Macroeconomics, Centre for Economics and Business Research (CEBR) 
Email cdavis@cebr.com 
Tel 07808 770372 
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Total household income for the United Kingdom is derived from the Living Costs and 
Food Survey 2011 (released December 2012). This is updated on a monthly basis 
using official statistics on average earnings, unemployment, social security 
payments, interest rates and pension income. Earnings data from the Office for 
National Statistics that is released in the month of the report refers to the 
previous month. We forecast earnings data for the month of the report.  
 
Taxes are subtracted from total household income to estimate the actual amount 
that can be spent on goods and services, i.e. net income or disposable income. The 
average amount of tax paid is calculated using the latest version of the Living 
Costs and Food Survey. This is updated on a monthly basis using Office for 
National Statistics data and Cebr modelling. 
 

Method 

The Asda income tracker  is calculated from the following equations: 
 
• Total household income minus taxes 

equals net income 
• Net income minus basic spend equals Asda income tracker 
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Method 

Net income is calculated by deducting our tax estimate from our total household income estimate.  
 
Basic spend (cost of living) figures are updated using monthly consumer price data and the trend 
growth rate in the volume of essential goods and services purchased over the most recent ten year 
period. A full list of items constituting basic (or ‘essential’) spending was created in 
collaboration between Asda and Cebr when the income tracker concept was originally formed in 2008. 
This list is available on request. 
 
The Asda income tracker is a measure of ‘discretionary income’, reflecting the amount remaining after 
the average UK household has had taxes subtracted from their income and bought essential items such 
as: groceries, electricity, gas, transport costs and mortgage interest payments or rent. The income 
tracker measures the amount left over to spend on discretionary purchases such as leisure and 
recreation goods and services.  
 
 

These components are based on official statistics and Cebr 
calculations.  
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Method 

All the components of the Asda Income Tracker are forecast using the central scenario from Cebr’s in-
house UK economy model. 
 
This provides figures out to 2018 for all the key components of the Income Tracker model, including 
inflation by category, unemployment and wage growth. 
 

Forecasting method 
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Disclaimer 

This report was produced by the Centre for Economics and Business Research (Cebr), an independent 
economics and business research consultancy established in 1993 providing forecasts and advice to City 
institutions, government departments, local authorities and numerous blue-chip companies throughout 
Europe. The main contributors to this report are Cebr economists Rob Harbron, Scott Corfe and Charles 
Davis. 
 
Whilst every effort has been made to ensure the accuracy of the material in this report, the authors 
and Cebr will not be liable for any loss or damages incurred through the use of this report. 
 
London, September 2013 
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