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This report is concerned with the impact of future
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EXECUTIVE SUMMARY
Dealing with poverty is a key issue for government.
The Child Poverty Act of 2010 sets out extremely
ambitious yet legally binding 2020 child poverty
targets.

This act gives ministers a statutory duty to bring the percentage of children
living in absolute poverty (deﬁned as living below 60 per cent of the inﬂationadjusted 2010–11 median income) to only 5 per cent. Relative poverty
(measured as the proportion of children living in households with below 60
per cent of each year’s median income) is targeted at 10 per cent. Previous
quantitative analysis of the outlook for child poverty suggests that under
current policies the government will have a very diﬃcult task to get close to
these targets (Brewer, Browne and Joyce, 2011).
Given the ﬁscal climate in the post-recession period, and the constraints
that this places on the scope for large increases in ﬁscal redistribution, it is
clear that substantial progress towards the 2020 child poverty targets would
require a large transformation in the distribution of labour market income. Skills
are one of the key determinants of employment and earnings at an individual
level, and are therefore a potential mechanism through which poverty and/
or inequality can change. This project is part of a programme of work which
explores how skills and other characteristics of the employed population
might impact on poverty and inequality over the period to 2020. This report
examines how the projected changes in the structure of employment to 2020,
in terms of patterns by gender, occupation, qualiﬁcations, region and sector, are
likely to aﬀect the distribution of incomes.
Employment is the main way in which incomes are generated for most
people. Being in employment or not is a key arbiter of income at the individual
level. Overall levels of employment and unemployment will be major factors in
how patterns of inequality and poverty are likely to change over the coming
decade. But it is important to recognise that there is a complex interplay
between a person’s individual circumstances and the economic position of
the household to which they belong. This research illustrates that improving
things for individuals does not always have the anticipated impact at the
household level.
The results presented here show that, despite a gradual recovery of the
economy from the recession brought on by the global ﬁnancial crisis of 2008,
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inequality and various measures of poverty are set to increase. Projected
changes in the structure of employment will only exacerbate such problems.
This study explores the scope for reversing these eﬀects by measures aimed at
restructuring employment.
The research took place at a time of ongoing debate about the role of
skills development in a reformed welfare-to-work policy environment, and
with job prospects for less qualiﬁed workers in the UK looking likely to remain
poor (as revealed by the latest Working Futures projections (Wilson and
Homenidou, 2012)). Evidence of polarisation in the UK and European labour
markets generally is now well established and as a trend seems set to continue
(see Eurofound, 2007 and Wilson, et al., 2010). While much of the growth in
employment over the past decade has been for high-skilled occupations, there
has also been growth for a number of less skilled workers (especially in the
service sector where tasks are less easily automated). At the same time, the
number of skilled manual and more routine white-collar jobs has continued to
decline. Since earnings are closely related to skill level, the growing polarisation
of employment has contributed to growing inequality. The present research
ﬁndings provide new insights into how structural changes in employment are
likely to impact on poverty and inequality over the next decade.

Employment patterns in 2020
The Working Futures projections set out the expected structure of employment
in 2020 based on the latest information about how the economy and labour
market are being aﬀected by the ongoing ﬁnancial and economic crisis, as well
as an analysis of longer-term trends. The main features include:
• a gradual recovery in overall employment levels and a modest reduction in
unemployment, as the economy slowly recovers from recession
• continuing changes to the industrial structure of the economy and
employment towards a more knowledge-based and service-intensive
economy
• continued polarisation of employment by occupation to 2020
• overall improvement in the qualiﬁcations proﬁle of the workforce
• little change in the distribution of employment by full-time, part-time and
self-employment status, with a small increase in the share of part-time jobs
held by men
• modest changes in patterns by gender
• diﬀering geographical fortunes, with fast employment growth expected for
some regions and no signiﬁcant changes expected for others

Implications of 2020 employment patterns for inequality
and poverty
The projections of poverty and inequality in this analysis are based upon
diﬀerent assumptions about the way the structure of employment and pay
might evolve. The core of this project was to combine the Working Futures
employment projections with a micro-simulation model of the distribution
of household income in 2020/21. The latter incorporates a given set of
employment projections and derives measures of relative poverty and income
inequality. The model of the household income distribution is based on
detailed and nationally representative household survey data (from the Family
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Resources Survey (FRS)). This includes information on the characteristics and
income sources of about 25,000 households. It accounts for tax and beneﬁt
policy as stated by the government at the time of writing. The Working Futures
analysis focuses on jobs, and numbers of individuals in employment, while the
microsimulation model focuses on implications for household income.
The ‘baseline’ forecast for poverty and inequality is based on the main
Working Futures projections of changes in employment structure between
2010 and 2020. The assumptions about pay and employment structure are
then altered to explore further implications for poverty and inequality in the
ﬁnancial year 2020/21.
In the baseline scenario, both the employment rate and the overall level
of employment increase between 2010 and 2020 (and unemployment falls).
However, measures of poverty and inequality are forecast to rise between
2009/10 and 2020/21. (An individual is deﬁned as being in relative poverty
if they live in a household whose net equivalised income (i.e. adjusted
for household size and composition) is below a certain fraction (50 or
60 per cent) of the median in that year. Inequality is deﬁned by measuring
the ratio of diﬀerent deciles household income at diﬀerent parts of the
income distribution.)
The forecast rise in inequality and relative poverty can be broken down
into two parts.
First, inequality and poverty will rise, because of changes to average
earnings, and to taxes and beneﬁts given current government plans. This
rise occurs mostly because earnings are forecast to grow in real terms over
the next decade, but beneﬁt and tax credit rates typically will not rise in real
terms (and some will fall in real terms as the government seeks savings in
social security spending). As earnings are a more important source of income
for those in the middle and top of the income distribution than those at the
bottom, this causes inequality and relative poverty to rise.
Second, inequality and poverty will also rise because of changes to
employment structure. The forecasted changes to the structure of
employment over the next decade increase pay inequality among workers,
and increases the median household income (and hence the relative poverty
line) by about 2 per cent by 2020/21, but has a much smaller impact on
incomes below the median.
The rates of absolute poverty rise primarily because the tax and beneﬁt
changes over the next few years – and principally the £18 billion of welfare
cuts per year by the end of the current parliament – imply substantial
reductions in household incomes. One particularly important change is the
move to using CPI-indexation for beneﬁts and tax credits (rather than the
RPI or Rossi indexation as previously). Levels of absolute child poverty (where
absolute child poverty uses a fraction of the 2010/11 median income, adjusted
for inﬂation, as a poverty line in 2020/21) are slightly lower under the Working
Futures baseline projections than in a hypothetical world where employment
structure in 2020 is held the same as it was in 2010.

Varying the patterns of employment and pay in 2020
(scenarios)
The detailed analysis considers the implications for poverty and inequality
of diﬀerent assumptions about how the structure of employment and pay
may change by 2020. It is important to emphasise that the project focuses
primarily on possible employment patterns in 2020, given a ﬁxed total level
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of employment indicated by the baseline Working Futures projection. In these
alternative scenarios, total employment in 2020 is ﬁxed, but factors such as
the gender pay gap, the balance of employment by sector, and the regional
distribution of employment are altered. A key ﬁnding is that the impact of
plausible (but quite signiﬁcant) changes in employment and pay structures on
relative poverty and inequality is generally small.
The main ﬁndings are that:
• a general increase in qualiﬁcations in the workforce results in greater
income inequality, with only small eﬀects on poverty measures
• increasing the female share of total employment and reducing the gender
pay gap both have very small impacts on poverty and inequality measures.
This is largely because most adults (71 per cent) live in households which
contain both male and female adults: such changes reduce gender inequality
but not inequality in household income
• increased polarisation by occupation results in higher inequality, but with
little impact on poverty measures

Implications for other groups
In addition to the analysis of the various quantitative scenarios, a more
qualitative assessment was made of the implications for potentially vulnerable
groups. This qualitative assessment emphasises that some subgroups stand
to lose out more than others, given their current employment proﬁle.
For instance, females, disabled people, and people from minority ethnic
groups (especially those categorised as black or black British) are likely to
be disproportionately impacted by a shift in employment from the public to
the private sector. This is important not only in employment terms, but also
in terms of skills development, given higher levels of training in the public
sector. Likewise, given their concentration in London, people from minority
ethnic groups are likely to be disadvantaged by a scenario involving a shift in
employment away from London to other parts of the UK. However, when
considering implications of the scenarios for subgroups and areas, it is worth
emphasising that there is often considerable internal heterogeneity within
regions and subgroups, so that some people within a group or region may gain
from a change while others may lose out.
The analysis here focuses on hypothetical situations in which the total
volume of employment in 2020 remains constant and hence that people
in employment remain in employment regardless of changes made to
employment structure. In reality, there will likely be ﬂows of people in and out
of employment (e.g.., in simple terms, a shift of a job from London to Wales
would most likely involve a job loss for an individual in London and a job gain
for someone in Wales). Although some individuals who move into a new job
will remain in poverty, it remains the case that, in general, there are advantages
at the micro level of getting individuals who fall below the poverty line into
employment.

Conclusions and policy considerations
Given the projected rates of growth and continuation of trends in employment,
as set out in Working Futures, poverty and inequality in the UK are set to
rise. Of course, if it were possible to hold back the tide of all the structural
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changes taking place in the economy and the labour market then a number
of indicators of poverty and inequality would be improved. But this is not a
realistic (nor necessarily a desirable) objective for government policy. Many of
the prospective changes will be beneﬁcial to large numbers of those who have
good jobs and rising incomes, but they will bring with them some negative
consequences for poverty and inequality.
The consistently small impact of the fairly large changes imposed on the
structure of employment and pay on the overall level of relative poverty and
inequality in 2020/21 emphasises the general diﬃculty of reducing poverty
and inequality using broad interventions.
There are three main problems in relying on the labour market to achieve
sweeping changes to the distribution of household income (and hence to
poverty and inequality measures, which depend on this distribution).
• First, many individuals in low-income households are out of work, and
changing employment structure in isolation will not alter this (of course, it
might aﬀect which individuals are out of work).
• Second, changes to employment and pay relativities impact on median
incomes, and hence the poverty line, which in turn aﬀects the relative status
of households where no one is in work as well as those on low incomes.
• Third, incomes at the household level are the quantities of interest for
poverty and inequality, but it is individuals who participate in the labour
market. The distribution of individuals in households is therefore crucial.
Some low-paid workers may be in higher-income households. This can limit
the extent to which general labour market changes can help to achieve
speciﬁc poverty or inequality objectives. In order to make a signiﬁcant impact
through changes in the labour market it would be necessary to ensure that
any changes would positively aﬀect those workers who are in low-income
households rather than those who are just low-paid themselves.

If employment rates in 2020 were higher or lower than implied by the Working
Futures results, then this could also aﬀect poverty and inequality.
The results of this exercise highlight the importance of targeting policies
very carefully when pursuing complicated distributional objectives. For example,
some dimensions of labour market change which might be thought of as
poverty-reducing are in fact very poorly targeted at such an endeavour. By
aﬀecting incomes across the distribution they often fail to reduce poverty
substantially (if at all). Instead, they will frequently increase relative poverty
by raising the ‘bar’ against which it is measured. Education and training
programmes, for instance, would need to be particularly eﬀective at raising the
earnings of low-income households (not simply raising the earnings of lowearning individuals) in order to have substantial downwards eﬀects on relative
poverty and/or inequality.
Skills policy in the UK has built on the 2006 Leitch Review which outlined a
clear ambition for greater skills in the UK in order to maintain and increase the
country’s international competitiveness. The Leitch Review was not focused on
poverty, but others have since suggested that more skills can solve a number
of policy concerns, including poverty (e.g. BIS, 2010). The current government’s
2010 Skills Strategy has moved beyond the ‘machinery of central control’
of Leitch’s underpinning ‘targets’ for 2020, but retains the central vision
behind the review. The present analysis does not consider directly whether
these aspirations will be met, but focuses on the likely improvement in the
qualiﬁcations of the workforce if current supply trends continue (also allowing
for some variations). The results of the present study suggest that simply
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Policy needs to be
targeted speciﬁcally on
the groups where there
are problems, rather
than raising employment
rates or skill levels across
the board.
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upskilling the workforce will have only a modest impact on poverty or income
inequality. The analysis has not considered the impacts if instead policy were to
be focused on upskilling the unemployed. This could be an interesting avenue
to explore in future research.
At ﬁrst glance, the present results diﬀer from those obtained by Taylor, et
al. (2012) in another report for JRF. Taylor, et al. have examined the eﬀects of
changing the distribution of skills between 2008 and 2020 on poverty and
income inequality in the UK. Their results indicate that achieving the 2020
ambition for the distribution of skills, or the UKCES projected distribution for
that year, could reduce absolute poverty rates by around 2 percentage points,
although they ﬁnd little impact on relative poverty and inequality. Their study
diﬀers substantially from the present analysis in terms of methodology and
data sources. The present analysis also considers other dimensions of change
in the workforce in addition to the distribution of qualiﬁcations. Taylor, et al.
acknowledge that the employment eﬀects arising due to changes in the
skills distribution are critical for reducing relative poverty rates and that in
the absence of these eﬀects, relative poverty rates would actually increase.
In the present analysis, these employment eﬀects are not factored into the
modelling and thus, as expected, relative poverty is found to increase.
Rather than focusing on encouraging a general increase in the supply of
qualiﬁcations, policy needs to focus more on progression routes for those in
poverty. This might be helped by changes to labour market structures and
regulation (e.g. National Minimum Wage), wage-setting mechanisms and
institutional mechanisms that can increase the bargaining power/leverage of
the low-paid, as well as those in low-income households.
It is also important to emphasise that the present study focuses on changing
employment patterns in 2020 within a ﬁxed total level of employment. In
the main Working Futures scenario, employment increases compared with
2010 and unemployment falls. In all the other scenarios, overall employment
levels are ﬁxed at the same level in 2020, as are those for unemployment. If
employment rates in 2020 were higher than implied by the Working Futures
results, then this could aﬀect poverty and inequality, although how is not
straightforward. The implications of an increase in the overall employment
level for poverty and inequality measures would depend on the individuals who
are newly employed as a result (and the characteristics of their households).
For instance, if the overall employment rate were to increase as a result
of a signiﬁcant number of people living in workless households entering
employment, this might help to reduce income inequality. If, however, the
additional jobs went to households already high up in the income spectrum,
it might make relative poverty and inequality worse. What this study shows is
that policy needs to be targeted speciﬁcally on the groups where there are
problems, rather than raising employment rates or skill levels across the board.
Doing so may simply raise the threshold more than it helps those most in need.
These considerations would need to be taken seriously by any government
wishing to achieve speciﬁc distributional objectives alongside increases in
employment levels. The results should not be interpreted as saying that
investment in education and skills at an individual level cannot help those
beneﬁtting from this investment to ﬁnd routes out of poverty. However, such
investments need to be focussed on those individuals most at risk of poverty if
they are to be eﬀective in reducing poverty rates at a macro level.
Although further economic growth and recovery from recession will help
some individuals, the projected changes in employment structure are likely
to exacerbate the signiﬁcant problems faced by the UK of child poverty and
increasing inequality. While absolute poverty levels may be reduced, relative
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poverty and inequality are generally made worse by apparently positive
changes in employment structure. The fact that it is now a legal requirement
to reduce child poverty by 2020 means some radical rethinking is required. It is
no good simply hoping that continued economic growth (even supposing that
does happen) and continued trend changes in the distribution of employment
will do the job.
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1 INTRODUCTION
The Joseph Rowntree Foundation, in partnership with
the UK Commission for Employment and Skills, has
supported a programme of research concerned with
how employment, skills, poverty and inequality may
be linked. Included in this programme are three major
studies, of which this report is the third.

The aim of the present project is to produce a quantitative picture of what the
labour market might look like in 2020, with particular focus on the possible
implications of changing employment structure for poverty and inequality.
This throws new light on the potential for policies aimed at promoting
skills and employment to help provide a route out of poverty. Employment
and, in particular, investment in skills are often promoted as key means to
helping individuals out of poverty. The project explores the potential for
macroeconomic initiatives along these lines to achieve this aim.
Working Futures provides projections of employment in 2020 according to
various dimensions such as occupation and industry. However, to assess the
implications of these developments for poverty and inequality, it is important
to recognise that the labour market cannot be treated in isolation from the
tax and beneﬁt system. The IFS TAXBEN microsimulation model has therefore
been linked to the Working Futures projections in order to examine the ways in
which changing labour market structures might impact on various measures of
poverty and inequality. Various alternative scenarios, with diﬀerent patterns of
employment or wage distributions, are developed to examine the sensitivity of
these projected results for 2020 to diﬀerent assumptions.
The research has taken place at a time of ongoing debate about the role
of skills development in a reformed welfare-to-work policy, and when job
prospects for many less qualiﬁed workers in the UK are poor (as revealed
by the latest Working Futures projections (Wilson and Homenidou, 2011).
Evidence for European and UK labour markets (Eurofound, 2007; Wilson, et
al., 2010) shows that the trend towards the polarisation of skills demand is
now well established and appears set to continue. Much of the recent growth
in labour demand has been for either high- or low-skilled occupations. The
number of skilled manual or routine white-collar jobs has been declining.
Since earnings are closely related to skill level, the growing polarisation of
employment tends to result in growing income inequality, but the level of
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impact depends signiﬁcantly on the households in which individuals live, along
with their own skill levels. The research ﬁndings from this project provide new
insights into how such structural changes in employment are likely to impact
on poverty and inequality over the coming decade.
This report sets out the underlying rationale for this research, details of the
approach undertaken by the IER and IFS research team, and the key ﬁndings of
the analysis. The report proceeds as follows:
Chapter 2 sets out the objectives of the study and the rationale for carrying
it out.
Chapter 3 describes the overall approach of the project, along with details
of the technical methodologies underlying the Working Futures projections and
the IFS TAXBEN and related models.
Chapter 4 provides an overview of the key features of the Working Futures
projections for employment in 2020, along with projected pay ﬁgures (based
on the FRS), which together characterise the main baseline scenario.
Chapter 5 then explores the implications of this scenario for poverty and
inequality, before presenting a number of alternative scenarios, and includes a
description of the process and reasoning behind their selection.
Chapter 6, ﬁnally, draws a number of conclusions and policy implications
based on the overall analysis.

Introduction
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2 RATIONALE AND
OBJECTIVES
Raising skill levels is a long-established policy aim in
the UK. This, it has been argued (Leitch, 2006), will
help to improve productivity as well as prospects for
individual pay and employment.

Employment is frequently emphasised as the key to avoiding and escaping from
poverty, but the links between skills, employment, poverty and inequality are
complex. The micro-level evidence indicates a strong link between skills and
poverty at an individual level, suggesting that interventions to improve skills
can help. Yet at the macro level many indicators, such as general measures of
income distribution and tendencies towards polarisation in the structure of
employment, tend to point towards a worsening situation in terms of inequality
and poverty.
The research carried out in this project has two broad aims:
 to improve understanding of the inﬂuence of skills and employment on
poverty and inequality in the UK, especially at a macro level
 to develop a robust set of statistical results illustrating the possible eﬀects of
changing employment and pay structures on poverty and inequality

Of course, the analysis undertaken has limitations with respect both to what
can realistically be achieved within the conﬁnes of the models being used, and
to the assumptions needed to provide meaningful, interpretable and useful
results. These are set out in the next chapter.
This project simulates the income distribution and various measures
of poverty and inequality based on projections of employment structure
produced in Working Futures combined with assumptions about pay growth
between now and 2020. Varying the future employment structure and pay
relativities between groups, this project examines the possible implications for
poverty and inequality. The range of simulations carried out helps to provide
insights into whether or not, and to what degree, inﬂuence may be exercised
over some aspects of the labour market in order to eﬀect a signiﬁcant change
in poverty and/or inequality by 2020.
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3 METHODOLOGY
This project uses established models related to
employment, pay, poverty and inequality to simulate
various measures of inequality and poverty looking
forward to 2020.

Quantitative simulation of poverty and inequality
The poverty and inequality indicators reported in this work are described in the
box below.

Deﬁnitions of poverty and inequality statistics reported
Relative poverty
An individual is considered to be in relative poverty if their household’s
net equivalised income (i.e. adjusted for diﬀerent household sizes and
compositions) is below 60 per cent of the median in that year.
An alternative measure uses a 50 per cent threshold.
Absolute poverty
Individuals are considered to be in absolute poverty if their household’s net
equivalised income is below 60 per cent (or 50 per cent) of the 2010/11
median adjusted for inﬂation.
Inequality ratios
The inequality ratios reported are:
90/10 the ratio of incomes at the 90th percentile in the household
income distribution to incomes at the 10th percentile
90/50 the ratio of incomes at the 90th percentile in the household
income distribution to incomes at the median (50th percentile)
50/10 the ratio of incomes at the median (50th percentile) in the
household income distribution to incomes at the 10th percentile
Child poverty
Children are considered to be living in poverty if their household’s income
is below 60 per cent (or 50 per cent) of the median. Child poverty may be
measured in either relative or absolute terms, as deﬁned above.
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The two main components underlying the simulations are:
• the various models used to produce the Working Futures employment
projections (IER and Cambridge Econometrics (CE))
• the well-established micro simulation model developed by IFS to forecast
the distribution of net household income for future years

The projected changes in employment structure from the former are
embedded into the expected changes in the distribution of net household
income (and, in particular, changes in poverty and inequality) given by the
latter. The former focuses on jobs and individuals in employment. The latter
considers how these individuals are placed within a broader household context.
As noted above, many measures of both poverty and inequality are deﬁned in a
household rather than individual context.

Working Futures methodology
The Working Futures 2010–2020 employment projections (Wilson and
Homenidou, 2011) provide the base for looking at the implications of
employment structure for poverty and inequality. Working Futures concentrates
primarily on a quantitative economic-based approach to anticipating changing
employment structures, including changing skills needs. The main focus is
on sectoral and occupational employment structures, but the analysis also
distinguishes highest qualiﬁcations held, gender and status (full- and part-time
employees and the self-employed), as well as region of employment.
The approach involves a detailed examination of sectoral as well as
occupational changes and their implications for skill requirements at both
a micro and a macro level. It uses a variety of research methods ranging
from complex econometric modelling to other more qualitative approaches,
depending upon the objectives of the work and the nature of the basic data
available. At its heart is a detailed regional multisectoral macroeconomic model
(RMDM) developed by Cambridge Econometrics. The approach adopted uses
existing oﬃcial data from the national accounts and the Labour Force Survey.
Full details of the forecasting approach are set out in the Working Futures
Technical Report (Wilson and Homenidou, 2012).
The CE macroeconomic forecasts are used to develop detailed industry
results for all the English regions and the three other countries that make up
the UK. These results are then extended using various modules developed
by IER to include occupations and qualiﬁcations. These modules are based on
data from the Labour Force Survey and other sources. These data are used
to develop historical measures of the occupational and qualiﬁcation structure
of employment within industries. A combination of econometric methods and
judgement is then used to generate projections of these patterns for 2020
(for details see Wilson and Homenidou, 2012).

IFS Poverty Module and TAXBEN methodology
The IFS model is based on the sample of the population in the FRS. The FRS
includes detailed data on incomes and other matters. The modelling involves
reweighting key data from the survey in order to reﬂect expected changes in
household characteristics (i.e. demographic and employment changes), uprating
ﬁnancial variables such as earnings to their expected future levels, and the
computation of households’ net (post-tax and post-beneﬁt) income using
TAXBEN, the IFS tax and beneﬁt microsimulation model. Other adjustments
and assumptions are also made. The model produces a simulated future
net household income distribution from which statistics of interest, such as
forecasted poverty and inequality, can be obtained.

16

Poverty and inequality in 2020

The approach to simulating the distribution of net household income (and
thereby statistics such as poverty and inequality) is best thought of as involving
a number of steps:
 start with ‘base data’ on the distribution of private income and household
characteristics: 25,003 households from the 2008/09 FRS
 uprate ﬁnancial variables, e.g. earnings, to assumed future levels
 reweight data to reﬂect expected socio-demographic change (ONS
forecasts) and employment changes (using Working Futures forecasts).
Essentially, this means increasing the relative weight given to types of
people expected to become relatively more common. In the baseline
scenario changes in total employment between 2008/09 and 2020/21
are made in line with the Working Futures results. The overall level of
employment is then assumed ﬁxed for other 2020/21 scenarios, but the
structure within that total is changed by changing the relevant weights1
 simulate tax liabilities and beneﬁt and tax credit entitlements, given the
expected future tax and beneﬁt system, using TAXBEN (IFS’s static tax and
beneﬁt microsimulation model)
 adjust incomes to reﬂect non-take-up (and non-reporting) of means-tested
beneﬁts and tax credits

This yields a simulated future distribution of household incomes, from which
forecasted statistics of interest can be obtained. Further details of the IFS
modelling approach are available in Brewer, Browne and Joyce (2011).

Combining the Models
The FRS data has been reweighted within the IFS framework to adjust the
number of employed individuals for 2020 in line with the patterns in the
Working Futures projections in each of the following categories:
gender
region (nine English regions and Wales/Scotland/Northern Ireland)
qualiﬁcation level (four categories)
status (full-time/part-time/self-employed)
occupation (nine categories, deﬁned using the Standard Occupational
Classiﬁcation (SOC))
• industry (thirteen categories)
•
•
•
•
•

For this research, the reweighting element (step 3 above) exploits the detailed
forecasts of employment by subgroup from Working Futures.2 In practice, the
level of disaggregation in employment forecasts that can be explicitly modelled
using this reweighting technique is limited, and there are good reasons to avoid
very high levels of disaggregation, even if it is technically feasible. If too many
constraints are imposed on the weights, one can end up with some households
being given very high or very low weights in order to satisfy all the constraints
(more generally, adding constraints increases the variance of the weights),
which renders simulation results unstable and prone to sampling error.
Pay data was taken from the 2008/09 FRS and projected wages for
2020/21 were obtained by imposing a range of alternative growth rates to
reﬂect both historical trends and possible alternative future paths for such
matters as gender pay diﬀerentials. For the baseline estimates, the growth rate
in pay was assumed to be the same for all individuals (3.6 per cent per annum,
taken from Working Futures). For the various scenarios, which are explored
further in Chapter 5, the growth in pay was varied according to an individual’s
characteristics as appropriate. Pay diﬀerentials by gender, qualiﬁcations held,
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The basic approach to
modelling poverty sees
the whole distribution of
UK household incomes
in future years simulated
using a deﬁnition of
income as close as
possible to that used
for oﬃcial measures of
poverty.

occupation and sector of employment, etc. are taken into consideration. Using
these growth rates and the characteristics of individuals in the data, their
individual earnings are then uprated by the appropriate group-speciﬁc amount.
A number of assumptions about patterns of pay in the future were developed.
The assumptions about future pay and employment patterns used have
been informed by observed historical trends in rates of returns (e.g. to
occupations, qualiﬁcations, etc.), and changes in patterns of pay and pay
relativities between particular groups (e.g. male/female earnings ratios) over
the period from 2001/02 to 2008/09.
The developed quantitative scenarios on employment are based on
the main Working Futures projections for 2020, allowing some variations
in employment structure around that baseline (e.g. greater polarisation of
employment). The 2008/09 FRS data is reweighted so that the number of jobs
in each of the above categories matches what is implied by the Working Futures
baseline or these alternative structures. These forecasts of employment
growth between 2008/09 (the base data) and 2020/21 are then applied to
the FRS data. This is done using the algorithm set out in Gomulka (1992). This
provides the link between the ‘individual’ employment and earnings focus in
Working Futures and the household focus of the IFS model, which is used to
draw out the implications for poverty and inequality.
These assumptions provide the basis for an exploration of the sensitivity
of various indicators of poverty and inequality to changing employment
structures. The basic approach to modelling poverty sees the whole distribution
of UK household incomes in future years simulated using a deﬁnition of
income as close as possible to that used for oﬃcial measures of poverty. This
requires the estimation of the two things that deﬁne the number of individuals
in relative poverty: the median household income, which determines the
relative poverty line, and the number of individuals with a household income
below that relative poverty line. Poverty projections are obtained directly from
the simulated income distribution: this is based on simply counting the number
of children or working-age adults whose household income is less than 60 per
cent of the national median. In the case of absolute poverty, a count is made
of the number of children or working-age adults whose simulated household
income is below the absolute poverty line, which is ﬁxed in real terms at the
level of the relative poverty line in 2010/11, as set out in the Child Poverty
Act 2010.
The various scenarios considered for the evolution of pay are incorporated
in step 2 of the procedure outlined above, where the earnings of working
individuals are uprated by particular assumed amounts, according to variables
such as their gender, industry or occupation. Details of these pay assumptions
are outlined in Chapter 5, along with the results of the simulation of poverty
and inequality.

Qualitative Considerations and Case Studies
To add value to the exercise it was considered appropriate to examine in
more detail the broader implications of the scenarios for diﬀerent population
subgroups and areas, especially those known to suﬀer disadvantage. This
was not a formal modelling exercise, but rather adopted a more qualitative
approach, focusing on what shifts in the proﬁle of employment might mean
for selected population subgroups and locations. Its approach was to examine
the proﬁle of employment by subgroup according to the 2008/09 Labour
Force Survey (which is the same input data as used for the Working Futures
projections) in order to identify which shifts in employment implied by the
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scenarios might have particular implications for diﬀerent subgroups and areas.
The exercise was also informed by a review of the literature on trends in and
features of the labour market experience of diﬀerent subgroups and areas.
Hence all conclusions derived are indicative rather than deﬁnitive, but they may
nevertheless be useful for drawing out possible implications of labour market
change for inequality and poverty.
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4 THE BASELINE
This chapter sets out the employment and pay
structure that is used as the baseline in the scenarios
that will be discussed in the next chapter. First, the
employment structure projected by the latest Working
Futures model is laid out. Second, the average pay
ﬁgures by particular characteristics as found in the
2008/09 FRS and the projected ﬁgures for 2020/21
are presented.

Working Futures Employment Structure in 2020
Employment can be measured by jobs or by number of people employed
(headcount). In most of Working Futures 2010–2020, the term employment
is used to refer to the number of jobs located in a particular area (generally
where the workplace is situated). Table 1, however, which summarises the
population and labour force in the UK from 2000 to 2020, uses a headcount
measure.
Total employment (headcount) is projected to be just over 30.5 million in
2020, up by 1.7 million compared with 2010. Unemployment (ILO measure)
remains quite high at 2.2 million, down only marginally from the level in 2010.
Unemployment is expected to peak in 2012. The baseline does therefore
assume a recovery of overall employment levels, albeit a modest one. Overall,
employment rates rise and unemployment rates fall by 2020.
At a count of just over 11 million, full-time employment (jobs) was the
dominant status among men in 2010, accounting for 68 per cent of all jobs
held by men (including the self-employed). Around 2.2 million jobs were held
by men employed part-time and close to 3 million were self-employed (14 per
cent and 18 per cent respectively). Among women, around 9 per cent of jobs
were self-employed and there were roughly equal numbers in full-time (47
per cent) and part-time (44 per cent) jobs. The net eﬀect of these distributions
means that about 58 per cent (17.8 million) of all jobs in the UK in 2010 were
full-time. Just fewer than 28 per cent (8.5 million) were part-time; while close
to 14 per cent (4.4 million) were self-employed.
The overall share of jobs by status is not expected to change greatly by
2020. Full-time jobs are expected to account for 57 per cent of all jobs in
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15,638

Labour Force

13,088

Labour Force

12,435

1,325

Labour Market Residual

5

653

Employment (headcount)

ILO Unemployment (%)

ILO Unemployment

54

24,364

Activity Rate (%)

30,196

Population 16+

953

14,698

6

940

Population

Female

Labour Market Residual

Employment (headcount)

ILO Unemployment (%)

ILO Unemployment

69

22,563

Population 16+

Activity Rate (%)

28,691

2000

Population

Male

000s

1,336

13,162

4

596

55

13,758

25,097

30,742

957

15,436

5

882

69

16,318

23,555

29,494

2005

Table 1: Population and labour force in the United Kingdom

936

13,414

7

1,011

56

14,425

25,900

31,536

830

15,479

9

1,458

69

16,937

24,622

30,533

2010

861

13,666

8

1,138

56

14,803

26,604

32,355

994

15,524

10

1,650

67

17,175

25,499

31,530

2015
forecasts

833

14,390

6

905

56

15,296

27,259

33,278

776

16,192

8

1,316

67

17,508

26,272

32,576

2020

5.8

-0.7

-8.7

1.1

5.1

3.0

1.8

5.0

-0.6

-6.2

0.0

4.4

4.4

2.8

2000–2005

1.9

2.7

69.6

0.9

4.8

3.2

2.6

0.3

3.2

65.4

-0.5

38.0

4.5

3.5

2005–2010

1.9

0.7

12.6

-0.1

2.6

2.7

2.6

0.3

1.0

13.2

-1.4

1.4

3.6

3.3

continued overleaf

5.3

-1.8

-20.4

0.5

3.3

2.5

2.9

4.3

-2.1

-20.2

-0.8

1.9

3.0

3.3

2015–2020
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28,726

Labour Force

2,293

1,766

28,893

8

2,469

62

31,362

50,522

62,068

2010

1,855

29,190

9

2,788

61

31,978

52,102

63,884

2015
forecasts

1,608

30,582

7

2,222

61

32,804

53,531

65,854

2020

5.4

-0.6

-7.2

0.6

4.7

3.7

2.3

2000–2005

1.0

3.0

67.1

0.3

4.3

3.8

3.0

2005–2010

1.0

0.8

12.9

-0.7

2.0

3.1

2.9

4.8

-1.9

-20.3

-0.1

2.6

2.7

3.1

2015–2020
forecasts

2010–2015

percentage change over period

Notes: (a) Levels are in thousands except for the activity and unemployment rates, which are in percentages. (b) The Labour Market Residual is the diﬀerence between employment (number of jobs) and headcount employment. It includes doublejobbing (and, at a subregional level, diﬀerences between residence and workplace). (c) Changes are percentage diﬀerence over the period except for the activity and unemployment rates.
Source: CE estimates and projections, MDM C111 (revision 7146).
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Table 1: continued

Figure 1: Changes in UK employment by status, 2010–20 (000s)
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Figure 2: Changes in UK employment by sector, 2010–20 (per cent per annum)
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–0.8%
–0.1%

12 Education

0.1%
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Source: Cambridge Econometrics, MDM revision 7146

2020 – 66 per cent of all jobs held by men and 47 per cent of those held
by women. Part-time work is projected to make up 16 per cent of male
employment (a 2 percentage point increase from 2010). Figure 1 shows the
net change in employment by gender and status between 2010 and 2020.
The greatest increase in full-time work is expected for women (415,000 jobs)
and there is an expected increase of more than 400,000 part-time jobs each
for men and women. Self-employment is set to increase by 38,000 for men
and 34,000 for women over the ten years to 2020. The proportions of total
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employment accounted for by full-time male employees and part-time female
employees are expected to fall in the ten years to 2020, while the proportions
of part-time males and self-employed females are expected to rise.
Figure 2 shows the projected change in employment between 2010 and
2020 by sector. Overall job losses are expected in agriculture, forestry and
ﬁshing; mining and quarrying; manufacturing; public administration and defence;
and education. The largest decreases are projected for mining and quarrying at
1.3 per cent per annum.
In the remaining sectors, some growth in employment is expected between
2010 and 2020. This ranges from 0.1 per cent annual growth in health and
social work to 1.5 per cent per annum in electricity, gas, water and miscellaneous,
and other business services. It is in these latter categories where most of the
additional jobs are expected to come.
Changes in occupational employment between 1990 and 2020 are shown
in Figure 3. Over the period from 2010 to 2020, past patterns are expected
to continue. Employment growth was observed in most occupations between
1990 and 2000, with the biggest gains for professional, associate professional
and technical occupations, and for those in caring, leisure and other service
occupations. The largest decreases in employment levels were for skilled
trades occupations. Between 2010 and 2020, the projected absolute levels
of increase in the higher level occupations and levels of decrease in skilled
trades occupations are both lower than the changes over the decade to 2010.
The Working Futures estimates indicate that growth by occupation between
2010 and 2020 will be even more concentrated in the highest three levels
of occupation than it has been in previous decades. There will also be some
growth in caring, leisure and other service occupations and in some elementary
occupations, the latter showing a markedly diﬀerent pattern compared with
previous decades. The ten years to 2020 are also expected to show greater
decreases in administrative and secretarial occupations than previous periods.
Table 2 and Figure 4 show the pattern of qualiﬁcations held by those in
employment for 2000, 2010 and 2020. Changing patterns of educational
participation mean that the overall qualiﬁcation proﬁle of the workforce will
improve signiﬁcantly over the decade to 2020. The proportion and number of
people qualiﬁed at higher levels will rise substantially. In contrast, the proportion
and number of those in the workforce with qualiﬁcations at NQF Level 2 or
below will fall.
The increase in the proportion of employed persons qualiﬁed at NQF
Level 4 or higher that was observed between 1990 and 2010 is expected
to continue to 2020; the proportion rose from 25 per cent in 1990 to more
than 30 per cent in 2010 and is expected to reach more than 40 per cent in
2020. The proportion of employed people with no qualiﬁcations is expected to
fall to just over 5 per cent in 2020. Decreases in the proportion of employed
persons qualiﬁed to NQF Levels 1, 2 or 3 are also expected between now and
2020. Under 20 per cent are expected to be qualiﬁed to Level 3 in 2020 and
just over 35 per cent to Levels 1 or 2.
There are some signiﬁcant diﬀerences in qualiﬁcation proﬁles across both
sectors and spatial areas. These are primarily driven by diﬀerences in employment
patterns by occupation (and sector in the case of spatial areas). Nearly all sectors
and spatial areas are projected to see signiﬁcant improvements in average
qualiﬁcation levels, with increased proportions and numbers employed at NQF
Levels 4 to 8 and reductions at Levels 0 and 1. In 2020, it is projected that more
than 50 per cent of people in employment in London will be qualiﬁed to NQF
Level 4 or above (see Figure 5). Northern Ireland is expected to have the highest
proportion of its workforce with no qualiﬁcations (15.7 per cent) while the lowest
is expected for the South West of England (3.8 per cent).
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Source: IER estimates, MDM Revision 7146
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Figure 3: Changes in occupational employment structure, 1990–2020
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Table 2: Patterns of qualiﬁcation for individuals in employment

Qualiﬁcation level

2000

2010

2020

No qualiﬁcation

14.2

9.3

5.7

NQF Levels 1 and 2

41.7

37.4

34.5

NQF Level 3

19.2

19.5

16.8

NQF Levels 4 to 8

25.0

33.9

42.9

Source: IER estimates based on LFS data constrained to match Working Futures estimates

Figure 4: Changing patterns of qualiﬁcation of those in employment
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Source: IER estimates based on LFS data constrained to match Working Futures estimates

Figure 5: Regional patterns of qualiﬁcations in employment, 2020

London
South East
East of England
South West
West Midlands
East Midlands
Yorks & the Humber
North West
North East
England
Wales
Scotland
Northern Ireland
UK
0%
No Qualiﬁcation
Source: Working Futures

26

Poverty and inequality in 2020

25%

50%
NQF Level 1,2

75%
NQF Level 3

100%
NQF Level 4–8

Table 3: Long-term changes in macroeconomic indicators (per cent change per
annum)
GVA

Employment

2000–2010

2010–2020

2000–2010

2010–2020

London

2.6

3.0

0.4

0.7

South East

1.2

2.9

0.3

0.6

East of England

1.2

2.8

0.8

0.7

South West

1.5

2.7

0.7

0.7

West Midlands

0.7

2.5

-0.2

0.4

East Midlands

1.7

2.6

0.4

0.5

Yorks and the Humber

1.2

2.4

0.5

0.3

North West

1.1

2.6

0.4

0.3

North East

1.4

2.2

0.7

0.0

England

1.5

2.7

0.4

0.5

Wales

0.9

2.2

0.7

0.5

Scotland

1.5

2.2

0.4

0.2

Northern Ireland

1.4

2.5

1.0

0.5

United Kingdom

1.5

2.7

0.4

0.5

Notes: GVA (output) is measured on a residence basis; employment is on an establishment (workplace/jobs) basis.
Under the European System of Accounts 1995 (ESA95), the term GVA is used to denote estimates that were
previously known as gross domestic product (GDP) at basic prices. Under ESA95 the term GDP denotes GVA plus
taxes (less subsidies) on products, i.e. at market prices. The Regional Accounts are currently only published at basic
prices, so the ﬁgures are referred to as GVA rather than GDP
Source: CE/IER estimates, MDM revision 7146, CrossRegional.xls (Table R.1)

Overall UK employment and output changes between 2000 and 2020 by
nations and English regions are shown in Table 3. Gross Value Added (GVA)
grew by 1.5 per cent per annum across the UK between 2000 and 2010,
with the highest growth in London (2.6 per cent per annum) and the lowest in
the West Midlands (0.7 per cent). Between 2010 and 2020, GVA is projected
to grow by 2.7 annually across the UK as a whole, with the fastest growth
expected in London (3.0 per cent per annum), but the slowest annual growth
not far behind at 2.2 per cent in the North East, Wales and Scotland.
Across the whole of the UK, employment grew by 0.4 per cent per annum
between 2000 and 2010 and it is expected to grow by 0.5 per cent per
annum to 2020. Between 2000 and 2010, average annual employment
growth was greatest in Northern Ireland (1.0 per cent) and the East of
England (0.8 per cent). Over this period, employment contracted by 0.2 per
cent per annum in the West Midlands. Over the decade to 2020, the fastest
employment growth is expected to be 0.7 per cent per annum in London, the
East of England and the South West. The lowest level of growth is expected
for the North East (with broadly ﬂat employment over the period) and Scotland
(0.2 per cent per annum).

Average Earnings based on the Family Resources Survey
The earnings data used in the analysis was taken from the 2008/09 FRS.
The mean levels of pay by group described here are those that apply to the
baseline scenario in which the employment structure set out in the section
above is also incorporated. The pay ﬁgures here show the mean gross weekly
pay (by characteristic) in both 2008/09 and 2020/21. To obtain the 2020/21
pay ﬁgures, all earnings in the 2008/09 FRS data were uprated uniformly such
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that average earnings grew by an annualised 3.6 per cent per annum between
2008/09 and 2020/21, which is consistent with the average earnings growth
over this period in the Working Futures model. In the baseline scenario it is
assumed that all pay relativities remain at their base year levels. Earnings for all
individuals are increased by the same percentage.
To oﬀer an insight into the overall pay structure by each of the dimensions
of interest, the mean gross weekly pay and relative levels of pay by
characteristics (such as gender, employment status and qualiﬁcations) are
set out in tables 4 to 8. Table 4 shows the average gross weekly earnings in
2008/09 and 2020/21 by gender and employment status. The overall average
pay (measured using the mean) was £465 per week in 2008/09 and £710 in
2020/21 (both years are measured here in current ﬁgures rather than being
adjusted into “real” terms by allowing for general inﬂation). Men’s average

Table 4: Average gross weekly pay by gender and status, 2008/09 and 2020/21
2008/09

2020/21

mean
earnings

as percentage
of overall mean

mean
earnings

as percentage
of overall mean

Male

£499

107

£765

108

Female

£430

92

£655

92

Self-employed

£492

106

£750

106

Full-time

£526

113

£817

115

Gender/status

Part-time

£269

58

£417

59

Overall mean

£465

100

£710

100

Source: LFS, IER calculations

Table 5: Average gross weekly pay by occupation, 2008/09 and 2020/21
2008/09

Occupation (SOC Major
Groups)

as
as
percentage
percentage
mean
of overall
mean
of overall
earnings
mean
earnings
mean

1

Managers and senior oﬃcials

£712

153

£1,058

149

2

Professional occupations

£663

143

£974

137

3

Assoc. prof. and tech.
occupations

£542

117

£788

111

4

Administrative and secretarial
occupations

£380

82

£544

77

5

Skilled trades occupations

£390

84

£566

80

6

Personal service occupations

£295

63

£421

59

7

Sales and customer service
occupations

£244

52

£344

48

8

Process, plant and machine
operatives

£376

81

£547

77

9

Elementary occupations

£250

54

£341

48

Overall mean

£465

100

£710

100

Source: LFS, IER calculations
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earnings are greater than women’s with the ratio of average earnings for male
workers to that of female earnings being 1.16. Unsurprisingly, average full-time
weekly pay is almost twice as much as average part-time weekly pay.
Table 5 presents average weekly pay by occupation. The highest earning
group, on average, is managers and senior oﬃcials (£712 per week in
2008/09) and the lowest is sales and customer service occupations (£244 per
week in 2008/09). The average gross weekly pay for elementary occupations
is equal to just 54 per cent of the average across all occupations whereas pay
for managers and senior oﬃcials is 53 percentage points greater than the
overall average.
Pay by industry is presented in Table 6. Average weekly pay is highest in
banking and insurance (£770 per week in 2008/09) and lowest in hotels and
catering (£260). Mean weekly pay was higher than the all-sector average for
seven of the thirteen industries considered. The average level of pay was less
than 75 per cent of overall mean earnings in three industries: distribution
(73 per cent of the all-sector mean), agriculture, etc. (69 per cent) and hotels
and catering (56 per cent). Of course, part of the large diﬀerences by sector
is accounted for by the diﬀerences in employment composition between
full-time and part-time employment.
Pay by highest level of qualiﬁcation is presented in Table 7. Mean gross
weekly pay is highest for those qualiﬁed to NQF Level 4 or above (e.g.
Certiﬁcate of Higher Education, Level 4 NVQ or higher), at £619 per week
in 2008/09, and lowest for those with no formal qualiﬁcations, at £302 per
week. On average, those with no qualiﬁcations earn less than half as much per
week as workers with qualiﬁcations at or above Level 4. Workers with a Level 3
qualiﬁcation earn 10 per cent more, on average, than workers with a Level 1 or
Level 2 qualiﬁcation.

Table 6: Average gross weekly pay by industry, 2008/09 and 2020/21
2008/09

Industry

2020/21

as
as
percentage
percentage
mean
of overall
mean
of overall
earnings
mean
earnings
mean

Agriculture, etc.

£322

69

£480

68

Mining and quarrying

£737

158

£1,087

153

Manufacturing

£488

105

£765

108

Electricity, gas, water and misc.
services

£383

82

£590

83

Construction

£447

96

£692

97

Distribution

£339

73

£520

73

Hotels and catering

£260

56

£385

54

Transport and telecommunications

£493

106

£762

107

Banking and insurance

£770

166

£1,214

171

Other business services

£563

121

£874

123

Public admin and defence

£503

108

£751

106

Education

£492

106

£739

104

Health and social work

£418

90

£626

88

Overall mean

£465

100

£710

100

Source: LFS, IER calculations.
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Table 7: Average gross weekly pay by qualiﬁcations, 2008/09 and 2020/21
2008/09

Qualiﬁcations

2020/21

as
as
percentage
percentage
mean
of overall
mean
of overall
earnings
mean
earnings
mean

No Qualiﬁcations

£302

65

£441

62

NQF Levels 1 and 2

£379

82

£554

78

NQF Level 3

£422

91

£636

90

NQF Levels 4 to 8

£619

133

£903

127

Overall mean

£465

100

£710

100

Source: LFS, IER calculations

Table 8: Average gross weekly pay by region/country, 2008/09 and 2020/21
2008/09

Region

2020/21

as
as
percentage
percentage
mean
of overall
mean
of overall
earnings
mean
earnings
mean

London

£644

138

£982

138

South East

£522

112

£799

113

East of England

£489

105

£752

106

South West

£421

91

£633

89

West Midlands

£404

87

£626

88

East Midlands

£406

87

£619

87

Yorkshire and the Humber

£399

86

£598

84

North West

£420

90

£644

91

North East

£403

87

£605

85

Wales

£411

88

£623

88

Scotland

£438

94

£664

94

Northern Ireland

£388

83

£588

83

Overall mean

£465

100

£710

100

Source: LFS, IER calculations

Average weekly gross pay by English regions and countries in the UK is
presented in Table 8. The lowest average levels of weekly earnings are for
Northern Ireland (£388 in 2008/09) and Yorkshire and the Humber (£399).
Unsurprisingly, average pay is highest in London (38 per cent higher than the
UK average) and the South East (12 per cent higher).

Summary of employment and pay in 2020 baseline
The baseline employment and pay structures utilised in Chapter 5 are
based upon Working Futures and the 2008/09 FRS. The main features of
employment and pay in 2020 are as described below.
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Employment in the baseline scenario
• Total employment is projected to increase by around 1.5 million jobs to
reach more than 32.4 million by 2020. This is an increase of around 0.5 per
cent per year between 2010 and 2020.
• Full-time employment is projected to remain the most common status of
workers but the proportion of total employment accounted for by full-time
male employees is projected to fall, while those proportions accounted for
by part-time male employees, and self-employed women are projected to
be greater in 2020 than in 2010.
• Total employment is projected to be lower in 2020 than in 2010 in:
− agriculture, etc.
− mining and quarrying
− manufacturing
− public administration and defence
− education
• The fastest growth in employment is projected for electricity, gas, water and
miscellaneous services and other business services; both are projected to
grow by 1.5 per cent per annum to 2020.
• The fastest growth in employment by occupation is forecast for the top
three occupation levels (managers, professional occupations, and associate
professional and technical occupations). Growth is also projected in caring,
leisure and other service occupations and elementary occupations between
2010 and 2020, but at a slower rate. Total employment is projected to fall
for administrative and secretarial occupations, skilled trades and process,
plant and machine operatives.
• The proportion of all workers with qualiﬁcations at NQF Level 4 or above is
projected to increase signiﬁcantly. It is estimated that in 2020 fewer than 6
per cent of all individuals in employment will have no qualiﬁcations, just over
one-third will be qualiﬁed to Level 1 or Level 2 and almost 60 per cent will
have a qualiﬁcation at Level 3 or higher (compared with around 53 per cent
with Level 3 or higher in 2010).
• The fastest annual growth in employment is projected for London, the
East of England and the South West, while the North East is expected to
experience growth in employment of less than 0.05 per cent per year to
2020. Across the whole of the UK, employment is projected to grow by 0.5
per cent per year between 2010 and 2020.

Total employment is
projected to increase
by around 1.5 million
jobs to reach more than
32.4 million by 2020.

Average earnings in the baseline scenario
• The average level of gross pay in 2020/21 is estimated at £710 per week.
The ratio of male to female average earnings is projected to be around
1.16:1 in 2020.
• The diﬀerential between full-time and part-time pay is projected to remain
unchanged with average full-time weekly pay being around twice that of
part-time employment.
• Average pay in banking and insurance is expected to be the highest of
all sectors in 2020, at more than 70 per cent higher than the all-sector
average. Pay in hotels and catering is to remain the lowest, at around half
the overall average earnings in the UK.
• Average weekly earnings for the top three occupation levels (managers,
professional occupations, and associate professional and technical
occupations) will remain higher than the overall average level of pay across
all occupations in 2020. Average pay in elementary occupations and sales
and customer service occupations is to remain the lowest.
• The average earnings of workers with higher qualiﬁcations will continue
to be higher than that of those with lower levels of qualiﬁcations or no

The baseline

31

qualiﬁcations, on average. Workers with qualiﬁcations at Level 3 earn more
than 10 per cent more than those with Level 1 or Level 2 qualiﬁcations.
Workers with Level 4 or above earn, on average, over 40 per cent more
than those with Level 3 qualiﬁcations.
• Average pay by region is expected to remain above the UK average in
London, the South East and the East of England. The lowest average levels
of pay are estimated for Northern Ireland (83 per cent of the UK average in
2020/21) and Yorkshire and the Humber (84 per cent).
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5 LABOUR MARKET
CHANGE, POVERTY
AND INEQUALITY
This chapter shows how the changing employment
patterns projected in the Working Futures baseline
scenario are likely to aﬀect the distribution of net
household incomes over the next decade, with a
particular focus on headline measures of poverty and
inequality. It also explores the impact of hypothetical
trends in employment and relative pay, which it uses
to develop a range of alternative ‘scenarios’. This
is done by incorporating the assumed changes in
employment and earnings into the IFS model of the
net household income distribution (see Chapter 3 for
details of the model).

Motivation and background
The relationship between changes in labour market structure and changes in
income distribution is complex. This section highlights the key reasons why
this is so.3 All analysis in this section is conducted on the projected 2020/21
income distribution under the Working Futures baseline (see page 40,
Implications for poverty and inequality in alternative scenarios).
Figures 6, 7 and 8 show how the proportion of workers with given
qualiﬁcation levels, gender, and status (full-time employed, part-time employed
or self-employed) varies with the level of weekly earnings. Workers were
ranked according to their gross weekly earnings and split into ten equally sized
groups (‘decile groups’) on this basis. The pattern that emerges is unsurprising:
workers towards the bottom of the weekly earnings distribution are relatively
more likely to have low qualiﬁcations, to be female, and to work part-time. The
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key point to note is the correlation between (for example in Figure 7) gender
and earnings, rather than focusing on the imbalance between individual deciles.
Decile group 1 is disproportionately likely to contain those with temporarily low
earnings or incomes that have been under-recorded; this is particularly evident
in the number of self-employed workers.
Given that net household income is likely to give a much more
comprehensive picture of living standards than individual earnings, and that
it underlies the most commonly used measures of poverty and inequality, a
crucial question is: what happens if the entire population is instead ranked

Figure 6: Distribution of jobs according to qualiﬁcation level in 2020/21 by
earnings decile group
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20
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Richest

Earnings decile group
Note: Earnings are measured before the deduction of any tax, at the individual level, among workers only (i.e.
excluding those with zero earnings)
Sources: Authors’ calculations using the 2008/09 FRS, TAXBEN and assumptions
speciﬁed in the text (in relation to the Working Futures baseline forecasts of employment)

Figure 7: Distribution of jobs according to gender in 2020/21 by earnings decile
group
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Notes and sources: as Figure 6
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8

9

Richest

Figure 8: Distribution of jobs according to economic status in 2020/21 by earnings
decile group
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Notes and sources: as Figure 6

according to their position in the net household income distribution (rather
than being ranked only according to their position in the individual earnings
distribution)?
Figures 6, 7 and 8 are likely to be a poor guide to how characteristics (such
as gender, FT/PT/SE status, and qualiﬁcation) are spread across the household
income distribution, for several important reasons. First, some people do not
work at all, so even workers at the bottom of the earnings distribution will not
necessarily be at the bottom of the income distribution. The Working Futures
data used here reﬂects the modelling of the labour market and so focuses only
on the employed population, whereas our assessment of the distribution of net
income follows oﬃcial statistics by including the whole population.
Second, households may contain individuals who occupy diﬀerent positions
in the earnings distribution, meaning that an individual with low earnings
could still be close to the top of the household income distribution if they live
with a high-earner. Third, household-level income measures are adjusted for
household size and structure using ‘equivalence scales’, reﬂecting the fact that
households of diﬀerent sizes need diﬀerent income amounts to achieve the
same living standards; someone with relatively high individual earnings might
still be close to the bottom of the equivalised household income distribution if
they are the sole earner in a household that includes several children.4 Fourth,
people have other potential sources of income besides earnings, and face
diﬀerent eﬀective tax rates on those earnings. In particular, the tax and beneﬁt
system signiﬁcantly complicates the relationship between gross earnings and
net income by taxing earnings and paying beneﬁts in ways that depend on
household circumstances.
The ﬁrst of the points made above is accounted for in Figure 9. The
proportion of individuals in work towards the bottom of the household
income distribution is very low (about 20 per cent in the bottom two income
deciles) compared with at the top. By far the main reason for this is the higher
concentration of non-employed working-age individuals at the bottom of
the income distribution (although there are some diﬀerences across the
distribution in the spread of pensioners and children).
Figures 10, 11 and 12 show that, even if we focus only on individuals in
work (as we did when ranking people according to their individual earnings in
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Figure 9: Population in 2020/21 by age and employment status, according to
household income decile group
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Household income decile group
Note: Net household income is measured after taxes, inclusive of beneﬁts, before the deduction of housing costs, at
the household level, and equivalised using the modiﬁed OECD equivalence scale
Sources: Authors’ calculations using the 2008/09 FRS, TAXBEN and assumptions speciﬁed in the text (in relation
to the Working Futures baseline forecasts of employment)

Figures 6, 7 and 8), job characteristics are a lot less well correlated with net
equivalised household income than they are with gross individual earnings. This
is what might be expected, given the reasons above. The most striking of the
ﬁgures in making this point is Figure 11, which shows the lack of correlation
between gender and household income despite the very clear correlation
between gender and individual earnings. This is the most obvious example of
how workers of diﬀerent ‘types’ (in this case, gender), who on average have
rather diﬀerent pay levels, can be ‘mixed up’ within households. In general,
this makes a policy focus on particular ‘types’ of workers less well suited to
achieving distributional objectives if incomes are measured at the household
level. This is clearest in the particular case of gender. Households clearly do
not have genders, whereas people of diﬀerent genders do have household
incomes. Many female workers live with male workers, and so the diﬀerences in
household income by gender (thus deﬁned) are much smaller than they are for
individual earnings (at least among working-age adults).5 It is therefore unlikely
that actions such as a general narrowing of the gender pay gap would in
themselves have large impacts on headline measures of poverty or inequality.
The results discussed later in the chapter conﬁrm this.
It is important not to lose sight of what Figure 9 shows: namely, that
many people towards the bottom of the distribution are not in work at all. In
combination with the fact that, among workers, job characteristics are typically
less highly correlated with household income than with individual earnings,
this has potentially important implications for anti-poverty policies that aim
to change pay relativities between workers. For example, there are actually
more workers with NQF Levels 1 or 2 in the top half of the household income
distribution (about 16 per cent of individuals) than there are in the bottom
half (about 11 per cent). All other things being equal, this means (somewhat
paradoxically) that a rise in the earnings of workers with these low levels of
qualiﬁcations should increase the individual earnings of people in the richer half
of society (as measured by household income) by more than it would those
in the poorer half. It is important to notice also that the concentration of such
workers is particularly high around the middle of the income distribution. This
is relevant for measures of relative poverty that use a poverty line deﬁned by

36

Poverty and inequality in 2020

median income. It suggests that a key eﬀect of increasing pay for low-qualiﬁed
workers may be to raise median income and thereby the relative poverty line
(thus, other things being equal, raising relative poverty).
Measuring net income at the household level implicitly assumes that all
individuals within a given household beneﬁt when someone in that household
enjoys a pay increase. Only 20 per cent of individuals in the bottom 20 per
cent of the household income distribution are in work; many of the others live
in households where someone else is in paid work. As a consequence, although
policy-makers might hope that child poverty could be reduced by targeting

Figure 10 – Distribution of jobs according to qualiﬁcation level in 2020/21 among
workers by household income decile group
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Figure 11: Distribution of jobs according to gender in 2020/21 among workers by
household income decile group
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Figure 12: Distribution of jobs according to status in 2020/21 among workers, by
household income decile group
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Notes and sources: as Figure 9

Figure 13: Population in 2020/21 according to household employment status, by
household income decile group
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low-paid workers, increases in pay for this group are as likely to have at least
as large an impact on median-income households as on lower-income ones.
Such a change is therefore more likely to raise relative poverty than reduce it; if
median income is raised, the relative poverty line is too.
Figures 12 and 13 emphasise this point. Figure 13 is analogous to Figure 9,
except that it considers employment status at the household level, categorising
individuals not simply according to their own work status but according to
whether they live in a workless or working household. It shows that more than
half of all individuals in the bottom two income deciles live in households where
no-one works, and that the proportion of working households rises steadily
up the income distribution. Figure 14 shows gross earnings as a proportion
of net household income for each income decile group, and conﬁrms that
earned income is far less important ﬁnancially to low-income households. The
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potential implications of this for relative poverty are clear (and are explored
explicitly under Implications for poverty and inequality in alternative scenarios).
A ﬁnal reason why higher pay for low-paid workers may not be a potent
weapon against poverty is because of interactions with the tax and beneﬁt
system. Those individuals towards the bottom of the household income
distribution who are in work are likely to be in receipt of means-tested beneﬁts
or tax credits. (In the 2020/21 world considered here, almost all of the existing
means-tested beneﬁts and tax credits have been replaced with Universal
Credit, a single means-tested payment which is expected to be phased in from
October 2013.) These individuals would face the withdrawal of these beneﬁts
if their earnings were to rise, which would act in exactly the same way as a tax
on additional earnings.

Figure 14: Gross earnings as a proportion of net household income in 2020/21 by
household income decile group
1.2
1.0
0.8
0.6
0.4
0.2
0

Poorest

2

3

4

5

6

7

8

9

Richest

Note: Deﬁnitions of earnings and net household income as in Figures 6 to 12
Sources: Authors’ calculations using the 2008/09 FRS, TAXBEN, and assumptions speciﬁed in the text

Figure 15: Estimated average marginal eﬀective tax rates (per cent) on earned
income among workers in 2020/21 by household income decile group
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Notes: Assumes full take-up of beneﬁts. Deﬁnitions of earnings and net household income as in Figures 6 to 12
Sources: Authors’ calculations using the 2008/09 FRS, TAXBEN and assumptions speciﬁed in the text
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Figure 15 shows mean marginal eﬀective tax rates (METRs) on earned
income – the proportion of small increases in gross earnings that is ‘lost’
to increases in tax liability and reductions in beneﬁt entitlement – among
workers in each household income decile group. It highlights that workers in
the bottom 30 per cent of the household income distribution face the highest
average METRs. In particular, they have higher average METRs than workers
close to the middle of the income distribution, for whom changes in income
can aﬀect the relative poverty line.6 The analysis below accounts explicitly for
this interaction between labour market change and the tax and beneﬁt system,
using the IFS tax and beneﬁt microsimulation model.

Implications for poverty and inequality in alternative
scenarios
This section sets out details of the various alternative scenarios considered
and their implications for poverty and inequality. The baseline set of results
incorporates the employment projections set out in Working Futures
2010–2020 (Wilson and Homenidou, 2011). These projections have been
entered into the IFS model, which then simulates the net household income
distribution. All earnings in the 2008/09 FRS data are uprated uniformly such
that average earnings grow by an annualised 3.6 per cent per annum between
2008/09 and 2020/21. This is consistent with average earnings growth over
this period in the Working Futures projections. The resulting set of income
projections is referred to as the ‘baseline’ scenario (or simply ‘Scenario 1’) in the
remainder of this report. The features of pay and employment in this scenario
have been described in detail in Chapter 4.
The other scenarios explore deviations from the baseline, either through
diﬀerential earnings growth across types of workers or through alternative
employment trends. Taking into account the feasibility of various scenarios and
the level of interest in and relevance of each, a total of 23 scenarios relating
to changes in employment and/or pay have been modelled. In each case the
overall level of employment and pay in 2020 is the same as in the baseline.
Of particular importance is Scenario 2, which sketches out a hypothetical
2020/21 world in which total employment is the same as under the Working
Futures baseline, but the structure of employment remains as it was in
2010 (i.e. the relative proportions of workers of diﬀerent types, according
to qualiﬁcations, industry, etc., remain the same). By a comparison of the
results from this scenario with the others, the consequences of changing
labour market structures on income distribution can be isolated. The full
set of scenarios is set out in Table 9. A more complete description of the
implementation of each and the scenario-speciﬁc results are provided in
Appendices II and III.
Poverty and inequality statistics from the simulated 2020/21 income
distributions under the baseline and Scenario 2 are presented in Table 10.
Inequality and poverty indicators for all scenarios are reported in Tables 11
to 17 (see end of chapter). Charts included in Appendix III show the
implications of each scenario (including the baseline) for incomes right across
the income distribution. These implications are discussed in the remainder of
this chapter.
Following detailed discussion with JRF, the following set of scenarios
was developed. These reﬂect a compromise between what was regarded as
interesting and relevant and what was feasible within the constraints of the
models being used. In all cases, the focus is on changing the structure, rather
than levels, of employment or pay.
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Table 9: Overview of scenarios for 2020
Scenario 1

Baseline – based on Working Futures projections

Scenario 2

No change from 2010 employment structure

Scenario 3

Increased over all pay inequality

Qualiﬁcations
Scenario 4

Improvement in highest qualiﬁcations

Scenario 5

General improvement in qualiﬁcations

Scenario 6

a) Decreasing returns to all qualiﬁcations
b) Decreasing returns to highest qualiﬁcations

Scenario 7

Widening pay distribution by qualiﬁcation level

Gender
Scenario 8

Increased female share of total employment

Scenario 9

Narrowing of the gender pay gap

Scenario 10 Widening of pay distribution by sex
Occupation
Scenario 11 Increased occupational polarisation of employment
Scenario 12 Narrowing of occupational pay gaps
Scenario 13 Widening of pay distribution by occupation
Sector
Scenario 14 Rebalancing of employment between manufacturing and service
sectors
Scenario 15 Rebalancing of employment between public and private sectors
Scenario 16 Reducing the pay gap between ﬁnancial service sectors and others
Scenario 17 Widening of pay distribution within each sector
Regions/Countries
Scenario 18 Shift of employment shares from London and southern parts of England
Scenario 19 Narrowing the gap between London, South-East and East of England
and other regions/countries
Scenario 20 Widening of pay distribution within each region/country
Full-time/Part-time
Scenario 21 Shift towards full-time rather than part-time work
Scenario 22 Narrowing of full-time/part-time pay gap
Scenario 23 Widening pay distribution by full-time/part-time

Working Futures baseline compared with Scenario 2
If employment takes on the structure set out in the Working Futures
projections, inequality in net household incomes is set to rise unambiguously
by 2020/21. Income growth will be higher at higher points in the income
distribution. Previous work has shown that in the period after 2012/13
when real earnings growth is expected to pick up but welfare cuts are to
continue, relative poverty is likely to rise. This is because those towards the
bottom of the income distribution – who rely relatively more on income from
state beneﬁts, on average – fall further behind those higher up the income
distribution – who rely relatively more on earned income, on average (Brewer,
Browne and Joyce, 2011). The results presented here conﬁrm that this pattern
still holds after accounting for the changes to employment structure projected
in Working Futures, and they suggest that the pattern is true of inequality
generally (as well as relative poverty in particular).
Of course, this in itself does not isolate the impact of the changing labour
market structure on the distribution of income, which also depends upon (for
example) government policy towards taxes and beneﬁts, and demographic
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Table 10: Simulated poverty and income inequality indicators in 2020/21, by
groups
2009/10
levels

Relative low income poverty rates (%)
Children, < 50% of median
Children, < 60% of median
Working-age without children, < 50% of
median
Working-age without children, < 60% of
median
Head of household age under 30, < 60% of
median
Head of household age 30–49, < 60% of
median
Head of household age 50–64, < 60% of
median
Head of household age 65+, < 60% of
median
Working-age families, Single, no children,
< 60% of median
Working-age families, Lone parent, < 60%
of median
Working-age families, Couple, no children,
< 60% of median
Working-age families, Couple with children,
< 60% of median
Absolute low income poverty rates (%)
Children, < 50% of 2010/2011 median
Children, < 60% of 2010/2011 median
Working-age without children, < 50% of
2010/2011 median
Working-age without children, < 60% of
2010/2011 median
Income inequality ratios
90/10
90/50
50/10

2020/2021
levels

2020/2021
levels

Baseline
(Working
Futures
2010–2020)

No change
employment
structure
(Scenario 2)

10.3
19.7

13.5
25.7

12.9
24.5

10.0

12.9

12.1

15.0

18.1

16.9

19.7

27.6

25.3

15.7

18.6

18.3

16.2

20.7

19.0

19.2

17.3

15.9

20.3

23.5

21.9

27.1

40.5

37.8

9.9

13.2

12.4

16.3

18.5

17.8

9.2
17.2

12.0
23.1

12.3
23.6

8.9

12.2

11.9

13.7

17.0

16.6

4.1
2.1
2.0

4.6
2.2
2.1

4.5
2.2
2.1

Note: Italic font indicates lower poverty or inequality in the baseline simulation
Sources: Authors’ calculations using the 2008/09 and 2009/10 FRS, TAXBEN, and assumptions speciﬁed in
the text

changes. For the purposes of this report, it is therefore more informative
to compare the Working Futures baseline with the counterfactual situation
in which the employment structure remains the same as in 2010/11 (i.e. to
compare the baseline with Scenario 2).
Unsurprisingly, shifting employment patterns towards the job types that
tend to be associated with higher earnings levels, as in the Working Futures
projections, is found to increase household income across most of the income
distribution. Such a shift also results in increased income inequalities. This is
reﬂected both in simulated inequality ratios and simulated measures of relative
poverty (see Table 10). Median income and hence relative poverty lines in
2020/21 are increased by about 2 per cent as a result of these changes in
employment structure, but income gains at points below this in the distribution
are smaller. Using the most common relative poverty line of 60 per cent of
median income, the changes to the employment structure set out in Working
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Futures increase simulated relative poverty rates among both children and
working-age adults without children by a little more than one percentage point.
A couple of interesting patterns emerge when looking at results by
subgroup (see Table 10). First, the simulated eﬀects of changing labour market
structure on the numbers of people with a low income in absolute terms
diﬀer between families with and those without children. The eﬀect is to reduce
slightly absolute child poverty, but to increase slightly absolute poverty among
childless working-age families. A likely explanation for this is that household
incomes are adjusted (‘equivalised’) to account for diﬀerent household sizes.
Other things being equal, smaller families need less high earnings in order to
have an equivalised income above a given level. If childless families have a low
equivalised income, it is relatively likely that they are workless; labour market
shifts towards the types of jobs that generally pay more is therefore less likely
to beneﬁt them.
Second, the simulated eﬀect on poverty of the changing labour market
structure is more benign for households headed by someone aged between
30 and 49 than for other age groups. This may be due in part to the same
phenomenon as described above, since those aged 30 to 49 are relatively likely
to have dependent children; but it is also a particularly economically active age
group, which would therefore tend to beneﬁt more from income-increasing
labour market changes.
Having outlined the implications of the changes in employment structure
set out in Working Futures for the household income distribution, the
remainder of this chapter highlights key ﬁndings from the analysis of various
alternative scenarios for employment and earnings.

Qualiﬁcations
A number of scenarios that alter the assumptions about the underlying
qualiﬁcations of workers and the returns to their qualiﬁcations have been
considered. These correspond to Scenarios 3 to 7 in Table 9. They show how
changes in the qualiﬁcations held by the workforce and relative returns to
qualiﬁcations may impact on poverty and inequality. For a given individual, raising
qualiﬁcations is usually associated with an increased probability of employment
and higher pay. This may serve to widen (or create) gaps between these individuals
and those who do not acquire improved qualiﬁcations. Hence, in principle, the
overall impacts of qualiﬁcations on inequality and poverty are not clear-cut.
The qualiﬁcations scenarios (and all other scenarios discussed below) used
the baseline assumptions (i.e. Working Futures employment patterns) as a
starting point to which alterations were made. In both Scenario 3 and Scenario
7, pay inequality is increased within qualiﬁcations levels across all workers.
This is intended to illustrate the changes that might stem from increased pay
inequality overall and would be subject to diﬀerences if a dimension other than
qualiﬁcations were considered (e.g. occupation). For example, there is evidence
that while the overall returns to higher education may on average be good, the
detailed picture is very varied, with some individuals seeing increases in returns
while others see a decline (Elias and Purcell, 2011). Similar possibilities apply for
other categories: for example, within business services the pay for merchant
bankers has dramatically increased, while for many other occupations increases
have been much smaller.
Widening the overall pay distribution by qualiﬁcation level results in the
following:

For a given individual,
raising qualiﬁcations is
usually associated with
an increased probability
of employment and
higher pay.

• across most of the distribution, the forecast growth in net household
income is smaller (and sometimes negative) compared with when only the
structure of employment changes (the baseline scenario)
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• at a ﬁrst glance, it may seem surprising that a large majority should lose
from widening the pay distribution, even though average earnings have
been constrained to remain unchanged. It should not be: increasing the
relative pay of high earners in isolation has a far bigger impact on average
earnings than increasing the relative pay of low earners in isolation since
the pay levels of high earners were (by deﬁnition) higher to start with.
Therefore, keeping average earnings constant while increasing earnings
inequality implies increasing earnings for a minority towards the top of the
earnings distribution and reducing earnings for the remaining majority. This
phenomenon is exaggerated by the fact that the earnings distribution
is ‘right-skewed’ – that is, there are a relatively small number of extremely
high earners who have a large impact on average earnings. The widening
of the pay distribution implemented in this scenario implies higher earnings
for the top 20 per cent of earners and lower earnings for the bottom
80 per cent
• the impacts on poverty measures are small. Those with an absolute low
income are quite insensitive to these pay trends since many of them do
not work anyway. Somewhat counterintuitively, the number of those with
a relatively low income is, if anything, reduced slightly (compared with the
baseline) by this widening pay inequality: because median income (and hence
the relative poverty line) is reduced by about 1 per cent, the impact on those
with incomes close to the bottom of the income distribution is smaller
• by contrast, income inequality in the top half of the income distribution
(which contains many working individuals) is, unsurprisingly, increased by
widening pay inequality

Again, starting from the assumptions underlying the baseline simulation,
Scenarios 4 and 5 assume diﬀerent patterns of qualiﬁcations in the workforce
in 2020/21 with: ﬁrst, an increase in the proportion of the employed
workforce holding the highest qualiﬁcations; and second, a more general
improvement in qualiﬁcations held by the employed workforce across the
spectrum. The results indicate the following:
• increasing the proportion of the population with the highest qualiﬁcations
(NQF Level 4+) (Scenario 4) increases incomes across most of the
distribution. The diﬀerence is greater at higher points in the income
distribution than at lower points
• an increase in qualiﬁcations in general (Scenario 5) results in larger increases
in net household income. The median income increases by around 0.5
percentage points above that obtained when only the highest qualiﬁcations
(Scenario 4) are increased, and by more than 1.5 percentage points
compared with changing only the employment structure (baseline)
• improvements in qualiﬁcations increase inequality when there are no
changes in rates of return to particular qualiﬁcations. Similarly, increases in
qualiﬁcations tend if anything to increase relative poverty measures (see
Table 11). However, the eﬀects on poverty are generally small
• the absolute child poverty rates reported in Table 13 show that increasing
the share of employed people with the highest qualiﬁcations (Scenario 4)
has some poverty-reducing eﬀect – but the impact is small
• both Scenarios 4 and 5 have a poverty-increasing impact on lone-parent
families, increasing the proportion of such families with less than 60 per
cent of median income by 1.3 and 2.4 percentage points respectively,
compared with the baseline. There is a small reduction in relative poverty
among couples with no children (see Table 15)
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Scenarios 6a and 6b consider alternative assumptions about pay relativities
(with Scenario 5 – improved overall qualiﬁcations – serving as the starting
point in terms of employment patterns). Most analysis of rates of return to
qualiﬁcations suggests that the returns have been positive, despite huge
increases in the number of those acquiring better qualiﬁcations. There is,
however some indication of widening variation within the total (Elias and
Purcell, 2011).
Scenario 6a assumes that the rapid increase in supply relative to demand
reduces the returns to all qualiﬁcations (Level 1 and above), while Scenario 6b
assumes lower returns to only the highest qualiﬁcations (Levels 4 to 8). When
these assumptions about the returns to qualiﬁcations are included in the
simulation, the following observations can be made:
• changing the returns to qualiﬁcations does not make a big diﬀerence to the
overall distribution of income
• poverty rates are especially insensitive to these changes (again, this is not
wholly surprising given that changes in pay distribution do not aﬀect the
incomes of workless households at all, and there are many such households
in the bottom half of the income distribution)

In a previous report for JRF, Dickerson and Lindley (2008) simulated the
impact on child poverty in 2020 of achieving Leitch’s (2006) ambitions for
the distribution of qualiﬁcations together with the baseline employment
projections for 2020 taken from Beavan, et al. (2006).7 In their baseline
estimates, Dickerson and Lindley anticipated that such changes might lead to a
decrease in child poverty of around 2 percentage points by 2020, all else being
equal: a rather larger decrease than anticipated in the current analysis. This is
similar to the more recent ﬁndings of Taylor, et al. (2012).
There are a number of signiﬁcant methodological diﬀerences between
the earlier study and the present analysis that make any direct comparisons
diﬃcult. But there are also some fundamental diﬀerences in the baseline
employment projections that are undoubtedly important in accounting
for the diﬀerences in the two sets of child poverty forecasts. Four are
highlighted here. First, the employment projections for 2020 utilised by
Dickerson and Lindley anticipated a continued decrease in the number
of jobs in elementary occupations, in contrast to the updated projections in
Working Futures used here. These now suggest that continued ‘polarisation’
will actually result in an increased number and proportion of jobs in this
occupational group by 2020. These jobs are less well paid in general and
hence result in a smaller decrease in poverty than if their numbers were
to decline.
Second, Dickerson and Lindley simply focused on the probability of a
child living below the relative poverty line, rather than modelling the impact
of changes to employment structures and the distribution of qualiﬁcations
over the whole distribution of household incomes, as here. Consequently,
they fail to take account of the impact of the changes across the distribution
of household incomes, in particular at the median, which determines the
relative poverty threshold. As seen here, the increase in household incomes
at the median is typically greater than at lower percentiles of the distribution;
relative poverty therefore tends to increase rather than decrease.
Rather than independently deriving the aggregate employment rate in
2020 from the CE multisectoral macroeconomic model, as in Working Futures,
Dickerson and Lindley estimated the aggregate employment rate in 2020
based on the historical employment rates for each qualiﬁcation level, essentially
assuming that the quantity and quality of jobs (in terms of employment
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probabilities and pay) would increase exactly proportionately with the increase
in qualiﬁcations.
Finally, the treatment of household income (as opposed to the impact on
individual pay) is less sophisticated than that presented here (based on the IFS
TAXBEN model).
Other work commissioned by JRF has examined the impact of changes
in the skills distributions across the UK on poverty and inequality in 2020.
Taylor, et al. (2012) report impacts of changing qualiﬁcations on poverty more
consistent with the ﬁndings of Dickerson and Lindley. They show absolute
poverty as being reduced by about 2 percentage points when the hoped-for
skills distribution set out in the 2020 and earlier UK Commission projections
is achieved.
The present results show a signiﬁcantly smaller eﬀect of changes in the
distribution of qualiﬁcations in the workforce on poverty and inequality. In the
case of absolute measures of poverty, changing the distribution of skills in the
workforce results in a decrease of between 0.1 and 0.2 percentage points
compared with the baseline scenario. Relative poverty measures are found to
increase in some cases under the present approach. Inequality is also found
to be increased by changes to the distribution of qualiﬁcations in the present
analysis.
The analysis presented in this report diﬀers from that of Taylor, et al. in a
number of ways, including methodological approach and the data sets used.
Here, the LFS (through the Working Futures projections) and FRS (through the
IFS model) are the main sources of data, while Taylor, et al. use data from the
British Household Panel Survey. Taylor, et al. also primarily focus on changes
to the distribution of qualiﬁcations in the workforce, while assuming that
other characteristics of the workforce remain unchanged. Long-term trends
in characteristics of the workforce (e.g. distribution by occupation and sector)
are also incorporated in the present work, and appear to mitigate the positive
impacts on poverty and inequality that changes to qualiﬁcations alone might
have. The distribution of qualiﬁcations in 2020 that Taylor, et al. consider in
their analysis are very close to the distribution resulting from the Working
Futures projections. In this way, the diﬀerences between the two studies in
terms of poverty and inequality are, at least in part, a product of changes in
other aspects of the structure of employment that are forecast in Working
Futures.
The overall ﬁndings of Taylor et al. are not particularly diﬀerent from
the results presented in this report once diﬀerences in methodologies and
data sets are considered. Taylor, et al. acknowledge that the employment
eﬀects arising due to changes in the skills distribution are critical for reducing
relative poverty rates, and that in the absence of these employment eﬀects,
relative poverty rates would actually increase. In the present analysis, these
employment eﬀects are not factored into the modelling. Thus, as expected,
relative poverty is found to increase.

Gender
The sensitivity of inequality and poverty to changes in the gender balance in
employment and pay is also of key interest. A recent Resolution Foundation
report (Plunkett, 2011) looks at the potential for improving living standards
by increasing female employment, particularly in less well-oﬀ households.
Between 1968 and 2008, income growth in families with low to middle
incomes was driven largely by increased participation in paid work by women.
In Scenarios 8 to 10, increasing the proportion of jobs held by women and
narrowing the gender pay gap are considered. As outlined earlier in the
chapter, however, the composition of households inﬂuences how much such
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changes impact on poverty and inequality, and indeed whether there is any
impact at all. These scenarios do not consider the impact of an overall increase
in the female employment level with all else equal, but instead explore the
possible eﬀects of changes to the mix of employment by gender or to gender
pay diﬀerentials.
Scenario 8 focuses on the female share of employment. Women have seen
a gradual increase in their share of total employment over the past couple of
decades. However, this trend has slowed recently, as is reﬂected in the baseline.
Scenario 8 assumes, holding all else equal, that women account for a greater
share of the total number of jobs. Scenario 9 combines Scenario 8 with the
assumption that the gender pay gap is narrower in 2020/21 than in the
baseline simulation.
The results of Scenarios 8 and 9 show the following:
• a general increase in the share of female employment and a narrowed
gender pay gap have very little impact on the household income
distribution or on most poverty and inequality statistics. As discussed,
there are few reasons to expect a great eﬀect, given that incomes are
measured at the household level and adults of diﬀerent genders tend to live
together
• one notable and intuitive exception is poverty in lone-parent families,
which in both of these scenarios is about 1.5 percentage points lower than
under the Working Futures baseline. As men rarely feature in lone-parent
households, these households will tend to gain when the relative pay or
employment rate of women increases

Occupation
The next set of scenarios focuses on occupational structure. This has been
changing in response to changes in industrial structure and also technological
and other changes that inﬂuence the patterns of jobs within industries.
For many years there has been a shift towards white-collar non-manual
employment and against blue-collar manual jobs. Skill-biased technological
change has increased the numbers of jobs in highly skilled non-manual
occupations in particular. More recently, there have been concerns expressed
about the polarisation of employment, with a hollowing out in the middle of
the occupational spectrum. As well as the growth of job opportunities for the
highly skilled, many low-skilled occupations for which it is diﬃcult to automate
the processes involved have seen increases in job numbers (for a more detailed
discussion see Wilson and Homenidou, 2011).
Scenario 11 considers the impact of the accelerated polarisation of
employment. In Scenario 12, the pay gaps between diﬀerent occupational
groups are altered from the baseline, with the gap reduced between the top
three occupations (managers, professionals and associate professionals and
technicians) and all other occupations. The main observations arising from
these simulations are:
• the increase to income equality by ‘hollowing out’ (Scenario 11) is evident; it
mainly raises incomes in the top half of the distribution
• the impact of ‘hollowing out’ on the bottom of the income distribution, and
hence on poverty rates, is, however, small
• changing occupational wage gaps (Scenario 12) has the expected eﬀects
on income inequality in the top half of the income distribution. Again,
however, there is little eﬀect in the bottom half of the income distribution
where there are fewer working individuals. This therefore has little eﬀect on
poverty rates.
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Sector
There has been considerable discussion about the desirability of rebalancing/
restructuring the economy, although not much has been written on how this
can be achieved. In this context, sectoral rebalancing is the term used mainly for
splitting employment between manufacturing and service sectors (particularly
ﬁnancial services) more evenly, thus reducing the skew towards services that
is currently observed in UK employment. Rebalancing in terms of the public–
private split of employment is also of interest here.
A better balanced split of employment between manufacturing and service
sectors (Scenario 14) has little eﬀect on the income distribution and virtually
no impact on the simulated poverty and inequality statistics reported in Tables
11 to 15. Similarly, rebalancing employment between the public and private
sectors (Scenario 15) is found to do almost nothing to income distribution or
poverty and inequality statistics.
Decreasing the relative pay gap between the ﬁnancial service sectors and
all other sectors (Scenario 16) likewise has only a small eﬀect on poverty.
Narrowing these pay gaps does translate into changes in income inequality, but
it does so more in the top half of the income distribution and so the eﬀects on
poverty rates are extremely small.

Region/Nation
The North–South divide has been a subject of debate for many years. The
latest Working Futures projections indicate a continued shift of economic
activity in a southerly direction. Two scenarios were considered to examine the
impact of reversing or narrowing this divide: a partial shift of employment away
from London and the southern parts of England (Scenario 18); and narrowing
the gap between London, the South East and the East of England and the
other regions and countries (Scenario 19). Neither of these regional scenarios
has signiﬁcant impacts on the distribution of income, including on poverty
and inequality statistics (for reasons similar to those discussed above). While
there are some notable diﬀerences across the geographical areas, diﬀerences
between the two scenarios (the prime focus here) are minor.

Employment status
The ﬁnal set of scenarios focuses on employment by status – full-time, parttime and self-employed.8 Both a shift from part-time towards full-time work
(Scenario 21), and a narrowing of the pay gap between full-time and part-time
workers (Scenario 22) were implemented. The following observations arise
from these scenarios:
• unsurprisingly, a shift towards full-time work (Scenario 21) increases
incomes across almost all of the household income distribution. The impact
here is smallest at the top of the income distribution, where individuals are
likely already to be working full-time (see Figure 12)
• neither scenario does much to change the position of low-income families
in the income distribution in relation to the median. The resulting impacts
on relative poverty are therefore very small
• the absolute poverty rate falls by a small amount with a shift towards fulltime employment, but lone-parent households experience a small rise in
relative poverty

Widening pay distribution within groups
A number of scenarios built on those discussed above by introducing a wider
distribution of earnings within particular groups (e.g. within qualiﬁcations levels,
gender groups, etc.). These scenarios (Scenarios 7, 10, 13, 17, 20 and 23) are
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not especially illuminating: they led to the sorts of changes that any increase
in earnings inequality would bring about and had little discernible eﬀect on
poverty rates.

Summary of simulation results
Overall, the results of the above scenarios suggest that plausible changes to
the overall structure of pay and employment will not have substantial eﬀects
on poverty and inequality rates for households in 2020/21 at a macro level.
The main ﬁndings include:
• the employment patterns projected by Working Futures result in greater
income inequality and higher levels of poverty (across a number of
indicators) in 2020/21 than would be expected if the employment
structure were to remain unchanged from that observed in 2010
• this is despite an overall increase in employment levels and rates and a
modest reduction in unemployment
• labour market changes that tend to increase incomes in absolute terms
also tend to increase income inequalities, including measures of relative
income poverty
• a general increase in qualiﬁcations in the workforce (and an increase in
the number of workers with the highest qualiﬁcations) is found to increase
income inequality, but with little eﬀect on poverty. There is a small reduction
in absolute child poverty resulting from an increase in the number of
workers with the highest qualiﬁcations (NQF Levels 4 to 8)
• poverty rates are quite insensitive to changing the returns to qualiﬁcations
among workers. Since many of those towards the bottom of the income
distribution are not in work, they are not aﬀected by these changes
• the eﬀects on the household income distribution of changes related to
employment and pay structure by gender are very small. This is mainly
because most households contain both male and female adults
• little or no impact on poverty is found when changes are made to
employment and pay by occupation, including greater polarisation of
employment and reduced occupational pay gaps
• the redistribution of employment by sector (i.e. creating a more even split
of employment between manufacturing and service industries) was
also found to have little impact on poverty rates. Similarly, changing the
distribution of income between the private and public sectors and between
the North and the South had little impact on poverty and inequality
measures at a macro level
• in general, as the more detailed breakdown in Table 17 shows, changes
to the structure of the labour market tend to change relative poverty in
workless households at least as much as in working households. Lowincome working households are often aﬀected in similar ways to working
households close to the median income, meaning their relative positions
are broadly preserved. Workless households, on the other hand, while they
are completely unaﬀected in absolute terms by labour market changes, will
move in and out of relative poverty according to how these changes move
the median income (and hence the relative poverty line)
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Table 11: Simulated relative low-income poverty rates (per cent) in 2020/21

Children
Scenario

Description

Working-age
without children

< 50% of
median

< 60% of
median

< 50% of
median

< 60% of
median

1

Working Futures projections

13.5

25.7

12.9

18.1

2

No change to employment
structure

12.9

24.5

12.1

16.9

3

1 plus widening of pay
distribution

13.3

25.4

12.8

18.0

4

1 plus rise in highest
qualiﬁcations

13.9

26.1

13.1

18.2

5

1 plus general rise in
qualiﬁcations

14.5

26.6

13.0

17.8

6a

5 plus reduced returns to
qualiﬁcations

14.8

26.7

13.0

17.8

6b

5 plus reduced returns to
highest qualiﬁcations

14.9

26.7

12.9

17.8

7

6b plus increased variation in
returns to qualiﬁcations

14.5

26.3

13.0

17.8

8

1 plus increased share of
female employment

13.4

25.4

13.2

18.5

9

8 plus reduced gender pay gap

13.4

25.3

13.2

18.4

10

9 plus more pay inequality
within each gender

13.2

25.0

13.1

18.3

11

1 plus increased polarisation of
occupation

13.5

25.8

13.0

18.2

12

11 plus reduced wage gaps
between occupations

13.6

25.9

13.0

18.1

13

12 plus more pay inequality
within each occupation

13.5

25.6

13.0

18.2

14

1 plus shift back from service
sector to manufacturing

13.5

25.7

12.9

18.1

15

1 plus shift from public to
private sector

13.6

25.8

12.9

18.1

16

14 plus reduced pay premium
in ﬁnancial sector

13.6

25.8

12.9

18.1

17

16 plus more pay inequality
within each sector

13.5

25.4

12.9

18.0

18

1 plus shift of employment
from South to North

13.5

25.6

12.9

18.0

19

18 plus reduced pay gap
between South and North

13.5

25.7

12.9

18.0

20

19 plus more pay inequality
within each region

13.3

25.3

12.8

17.9

21

1 plus shift from part-time to
full-time work

13.6

26.0

12.8

17.9

22

21 plus reduced pay gap
between full-time and parttime

13.7

26.1

12.7

17.9

22 plus more pay inequality
within full-time and part-time

13.5

25.9

12.7

17.9

23

Note: Income is measured after taxes, inclusive of beneﬁts, before the deduction of housing costs, at the household
level, and equivalised using the modiﬁed OECD equivalence scale
Sources: Authors’ calculations using the 2008/09 FRS, TAXBEN, and assumptions speciﬁed in the text
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Table 12: Simulated income inequality ratios in 2020/21
Scenario

Description

90/10

90/50

50/10

1

Working Futures projections

4.63

2.19

2.12

2

No change to employment structure

4.48

2.16

2.08

3

1 plus widening of pay distribution

4.67

2.22

2.11

4

1 plus rise in highest qualiﬁcations

4.71

2.20

2.14

5

1 plus general rise in qualiﬁcations

4.74

2.20

2.15

6a

5 plus reduced returns to qualiﬁcations

4.72

2.19

2.15

6b

5 plus reduced returns to highest
qualiﬁcations

4.72

2.19

2.15

7

6b plus increased variation in returns to
qualiﬁcations

4.75

2.22

2.14

8

1 plus increased share of female
employment

4.64

2.19

2.12

9

8 plus reduced gender pay gap

4.64

2.19

2.12

10

9 plus more pay inequality within each
gender

4.68

2.22

2.11

11

1 plus increased polarisation of
occupation

4.67

2.20

2.12

12

11 plus reduced wage gaps between
occupations

4.65

2.19

2.13

13

12 plus more pay inequality within
each occupation

4.67

2.20

2.12

14

1 plus shift back from service sector to
manufacturing

4.64

2.19

2.12

15

1 plus shift from public to private
sector

4.65

2.20

2.12

16

14 plus reduced pay premium in
ﬁnancial sector

4.64

2.19

2.12

17

16 plus more pay inequality within
each sector

4.67

2.21

2.11

18

1 plus shift of employment from South
to North

4.62

2.18

2.12

19

18 plus reduced pay gap between
South and North

4.61

2.17

2.12

20

19 plus more pay inequality within
each region

4.65

2.20

2.11

21

1 plus shift from part-time to full-time
work

4.61

2.18

2.12

22

21 plus reduced pay gap between fulltime and part-time

4.61

2.17

2.12

23

22 plus more pay inequality within fulltime and part-time

4.64

2.20

2.11

Notes and sources: as Table 11
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Table 13: Simulated absolute low-income poverty rates (per cent) in 2020/21

Children

Scenario

Description

< 50% of
2010/11
median

< 60% of
2010/11
median

< 50% of
2010/11
median

< 60% of
2010/11
median

1

Working Futures projections

12.0

23.1

12.2

17.0

2

No change to employment
structure

12.3

23.6

11.9

16.6

3

1 plus widening of pay
distribution

12.1

23.2

12.4

17.2

4

1 plus rise in highest
qualiﬁcations

11.9

22.9

12.2

16.9

5

1 plus general rise in
qualiﬁcations

12.2

23.0

12.0

16.5

6a

5 plus reduced returns to
qualiﬁcations

12.1

22.8

11.9

16.4

6b

5 plus reduced returns to
highest qualiﬁcations

12.1

22.8

11.9

16.4

7

6b plus increased variation in
returns to qualiﬁcations

12.2

23.0

12.0

16.5

8

1 plus increased share of
female employment

11.9

22.8

12.5

17.4

9

8 plus reduced gender pay gap

11.9

22.7

12.4

17.4

10

9 plus more pay inequality
within each gender

12.1

23.0

12.6

17.6

11

1 plus increased polarisation of
occupation

11.9

22.9

12.2

17.0

12

11 plus reduced wage gaps
between occupations

11.8

22.7

12.2

17.0

13

12 plus more pay inequality
within each occupation

12.0

22.9

12.3

17.2

14

1 plus shift back from service
sector to manufacturing

12.0

23.2

12.2

17.0

15

1 plus shift from public to
private sector

12.0

23.2

12.2

17.0

16

14 plus reduced pay premium
in ﬁnancial sector

12.0

23.1

12.2

17.0

17

16 plus more pay inequality
within each sector

12.1

23.3

12.3

17.2

18

1 plus shift of employment
from South to North

11.9

22.7

12.1

16.9

19

18 plus reduced pay gap
between South and North

11.9

22.7

12.1

16.9

20

19 plus more pay inequality
within each region

12.0

22.9

12.3

17.1

21

1 plus shift from part-time to
full-time work

11.9

23.0

12.0

16.7

22

21 plus reduced pay gap
between full-time and
part-time

11.9

22.8

12.0

16.7

22 plus more pay inequality
within full-time and part-time

12.0

23.1

12.1

16.9

23

Notes and sources: as Table 11

52

Working-age
without children

Poverty and inequality in 2020

Table 14: Simulated relative low-income poverty (< 60 per cent of median) rates
(per cent) in 2020/21, by age of household head

Scenario

Description

Under
30

30–49 50–64

65+

1

Working Futures projections

27.6

18.6

20.7

17.3

2

No change to employment
structure

25.3

18.3

19.0

15.9

3

1 plus widening of pay distribution

27.4

18.5

20.5

16.9

4

1 plus rise in highest qualiﬁcations

28.0

18.8

20.7

17.8

5

1 plus general rise in qualiﬁcations

27.6

18.9

20.8

18.1

6a

5 plus reduced returns to
qualiﬁcations

27.6

19.0

20.8

18.4

6b

5 plus reduced returns to highest
qualiﬁcations

27.6

18.9

20.7

18.5

7

6b plus increased variation in
returns to qualiﬁcations

27.4

18.7

20.7

18.0

8

1 plus increased share of female
employment

27.9

18.6

20.9

17.3

9

8 plus reduced gender pay gap

27.9

18.5

20.8

17.3

10

9 plus more pay inequality within
each gender

27.7

18.3

20.6

16.9

11

1 plus increased polarisation of
occupation

27.6

18.6

21.0

17.4

12

11 plus reduced wage gaps
between occupations

27.8

18.6

20.8

17.6

13

12 plus more pay inequality within
each occupation

27.7

18.6

20.9

17.3

14

1 plus shift back from service sector
to manufacturing

27.7

18.7

20.7

17.3

15

1 plus shift from public to private
sector

27.4

18.7

20.8

17.2

16

14 plus reduced pay premium in
ﬁnancial sector

27.7

18.7

20.7

17.4

17

16 plus more pay inequality within
each sector

27.6

18.5

20.6

17.0

18

1 plus shift of employment from
South to North

27.2

18.6

20.6

17.4

19

18 plus reduced pay gap between
South and North

27.2

18.6

20.6

17.5

20

19 plus more pay inequality within
each region

27.1

18.4

20.4

17.1

21

1 plus shift from part-time to
full-time work

27.6

18.7

20.5

17.5

22

21 plus reduced pay gap between
full-time and part-time

27.6

18.7

20.5

17.6

23

22 plus more pay inequality within
full-time and part-time

27.5

18.7

20.5

17.2

Notes and sources: as Table 11
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Table 15: Simulated relative low-income poverty (< 60 per cent of median) rates
(per cent) in 2020/21, by family type (working-age families only)

Scenario

Description

Lone
parent

Couple,
no
children

Couple
with
children

1

Working Futures projections

23.5

40.5

13.2

18.5

2

No change to employment
structure

21.9

37.8

12.4

17.8

3

1 plus widening of pay
distribution

23.3

39.9

13.1

18.3

4

1 plus rise in highest
qualiﬁcations

23.6

41.8

13.1

18.5

5

1 plus general rise in
qualiﬁcations

23.1

42.9

12.8

18.5

6a

5 plus reduced returns to
qualiﬁcations

23.2

43.0

12.8

18.6

6b

5 plus reduced returns to
highest qualiﬁcations

23.2

43.1

12.8

18.5

7

6b plus increased variation in
returns to qualiﬁcations

23.1

42.5

12.8

18.3

8

1 plus increased share of
female employment

24.2

39.1

13.3

18.5

9

8 plus reduced gender pay gap

24.0

38.9

13.2

18.5

10

9 plus more pay inequality
within each gender

23.9

38.1

13.2

18.3

11

1 plus increased polarisation of
occupation

23.6

40.6

13.3

18.5

12

11 plus reduced wage gaps
between occupations

23.4

40.7

13.3

18.5

13

12 plus more pay inequality
within each occupation

23.5

40.4

13.4

18.4

14

1 plus shift back from service
sector to manufacturing

23.4

40.5

13.2

18.5

15

1 plus shift from public to
private sector

23.4

40.5

13.2

18.5

16

14 plus reduced pay premium
in ﬁnancial sector

23.5

40.5

13.2

18.6

17

16 plus more pay inequality
within each sector

23.4

39.8

13.2

18.4

18

1 plus shift of employment
from South to North

23.4

40.1

13.1

18.4

19

18 plus reduced pay gap
between South and North

23.4

40.3

13.0

18.4

20

19 plus more pay inequality
within each region

23.3

39.6

13.0

18.2

21

1 plus shift from part-time to
full-time work

23.2

40.8

12.9

18.6

22

21 plus reduced pay gap
between full-time and
part-time

23.2

40.8

12.9

18.7

22 plus more pay inequality
within full-time and part-time

23.2

40.5

13.0

18.6

23

Notes and sources: as Table 11
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Table 16: Simulated relative low-income poverty (< 60 per cent of median) rates
(per cent) in 2020/21, by nation

Scenario

Description

England Scotland

Wales

Northern
Ireland

1

Working Futures projections

19.7

20.1

19.3

27.4

2

No change to employment
structure

18.6

18.9

17.8

26.5

3

1 plus widening of pay
distribution

19.4

19.9

19.4

27.4

4

1 plus rise in highest
qualiﬁcations

19.9

20.2

19.8

28.4

5

1 plus general rise in
qualiﬁcations

19.9

19.7

20.1

27.9

6a

5 plus reduced returns to
qualiﬁcations

20.0

19.8

20.4

28.1

6b

5 plus reduced returns to
highest qualiﬁcations

20.0

19.8

20.4

28.0

7

6b plus increased variation in
returns to qualiﬁcations

19.8

19.7

20.3

27.7

8

1 plus increased share of
female employment

19.7

19.8

19.4

27.5

9

8 plus reduced gender pay gap

19.7

19.7

19.4

27.6

10

9 plus more pay inequality
within each gender

19.4

19.6

19.3

27.3

11

1 plus increased polarisation of
occupation

19.7

20.5

19.5

27.6

12

11 plus reduced wage gaps
between occupations

19.7

20.8

19.5

27.6

13

12 plus more pay inequality
within each occupation

19.7

20.5

19.4

27.7

14

1 plus shift back from service
sector to manufacturing

19.7

20.2

19.3

27.4

15

1 plus shift from public to
private sector

19.7

20.2

19.3

27.4

16

14 plus reduced pay premium
in ﬁnancial sector

19.8

20.2

19.3

27.5

17

16 plus more pay inequality
within each sector

19.5

20.0

19.4

27.4

18

1 plus shift of employment
from South to North

19.8

19.1

18.5

25.9

19

18 plus reduced pay gap
between South and North

19.8

19.2

18.2

25.8

20

19 plus more pay inequality
within each region

19.6

19.1

18.1

25.6

21

1 plus shift from part-time to
full-time work

19.7

20.1

19.5

27.6

22

21 plus reduced pay gap
between full-time and
part-time

19.7

20.1

19.5

27.6

22 plus more pay inequality
within full-time and part-time

19.6

19.8

19.4

27.6

23

Notes and sources: as Table 11
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Table 17: Simulated relative low-income poverty (< 60 per cent of median) rates
(per cent) in 2020/21, by employment status of household head

Scenario

Description

Non-working
households

11.9

35.3

1

Working Futures projections

2

No change to employment structure

11.1

33.7

3

1 plus widening of pay distribution

11.8

34.8

4

1 plus rise in highest qualiﬁcations

11.9

35.8

5

1 plus general rise in qualiﬁcations

11.6

36.3

6a

5 plus reduced returns to qualiﬁcations

11.6

36.5

6b

5 plus reduced returns to highest
qualiﬁcations

11.6

36.6

7

6b plus increased variation in returns to
qualiﬁcations

11.5

36.1

8

1 plus increased share of female
employment

11.8

35.3

9

8 plus reduced gender pay gap

11.8

35.3

10

9 plus more pay inequality within each
gender

11.7

34.7

11

1 plus increased polarisation of
occupation

12.0

35.4

12

11 plus reduced wage gaps between
occupations

11.9

35.6

13

12 plus more pay inequality within each
occupation

11.9

35.4

14

1 plus shift back from service sector to
manufacturing

11.9

35.3

15

1 plus shift from public to private sector

11.9

35.3

16

14 plus reduced pay premium in ﬁnancial
sector

11.9

35.4

17

16 plus more pay inequality within each
sector

11.8

34.9

18

1 plus shift of employment from South to
North

11.9

35.1

19

18 plus reduced pay gap between South
and North

11.9

35.2

20

19 plus more pay inequality within each
region

11.8

34.7

21

1 plus shift from part-time to full-time
work

11.8

35.5

22

21 plus reduced pay gap between
full-time and part-time

11.8

35.6

23

22 plus more pay inequality within
full-time and part-time

11.8

35.2

Notes and sources: as Table 11
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6 IMPLICATIONS FOR
SUBGROUPS WITHIN
THE POPULATION
This chapter outlines potential impacts of changing
patterns of employment described in Working
Futures and the scenarios deﬁned above on diﬀerent
subgroups of the population.

The material presented in this chapter is indicative, in that it does not involve
modelling. Rather it is based on a qualitative assessment of the employment
rates and proﬁles of diﬀerent population subgroups and areas as recorded
in the Labour Force Survey in 2008/09, together with associated reviews
of employment patterns and prospects. By considering the diﬀerential rates
of participation in employment and contrasts in the employment proﬁle (by
economic status, occupation, sector, etc.), it speculates how the labour market
prospects of some subgroups and areas might be more or less impacted by
the redistribution of employment and pay implied by the scenarios presented
above. In turn, these changing employment proﬁles at the level of individuals
and jobs will impact on poverty at the household level. As previously outlined,
the links between individuals’ experience of employment and household
poverty are complex. The following sections explore the broader implications
of the scenarios by gender, broad age group, ethnic group, disability and
region/subregion.
There are a number of caveats to be borne in mind:
• the subgroups considered are themselves heterogeneous; within each
subgroup there will be variations in experience. Presented here are the
possible implications for the subgroup in aggregate
• no attempt has been made to project forward the characteristics of the
subgroups to 2020. So when the assessment is based on the proﬁle of the
population by ethnic group, for example, the data used is contemporaneous
with that feeding into the baseline for the Working Futures projections. No
attempt has been made to take account of the ageing of the population
over the period to 2020, or of possible changes to their spatial distribution
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• no explicit account is taken of intersectionality (i.e. that an individual may
suﬀer multiple disadvantage in the labour market on the grounds of
disability, ethnicity, age and location, or that a combination of characteristics
may place them at an advantage). Here it is worth emphasising that those
individuals who are most disadvantaged are in any case least likely to be in
employment, and so remain beyond the scenarios outlined in Chapter 5
• no detailed analyses have been undertaken of the household structures of
the various subgroups considered. Yet it is clear from the previous ﬁnding
that the ways in which individuals come together in households and the
number of their dependants have important implications for poverty

The implications here should therefore be regarded as outlining plausible broad
directions of change.

Implications by gender
The Working Futures projections include a disaggregation by gender, as outlined
in Chapter 4. At the outset it is important to bear in mind that two-thirds
of working-age women were in employment in 2008/09, compared with
over three-quarters of working-age men. Although the proportion of total
employment accounted for by women has increased over the last quarter of a
century, as noted in Chapter 4, this trend has slowed recently. This means that
women are disproportionately represented among the non-employed and so
are not implicated directly in the shifts in employment proﬁles implied by the
scenarios presented in Chapter 5.
Key features of the proﬁle of employment by gender include:
• part-time employees continue to account for a much larger share of female
employment than of male employment, despite the growth in numbers of
female full-time female employees and male part-time male employees
• mean wages are higher for males than for females. This reﬂects higher fulltime wages for males
• females in employment are less likely to have no qualiﬁcations and are more
likely to have qualiﬁcations at NQF Levels 1 or 2 and NQF Levels 4 to 8
than males. More generally, females outperform males at all levels in the
education system (Schuller, 2011)
• females are markedly concentrated in administrative and secretarial
and personal service occupations, and somewhat less so in associate
professional and technical, and sales and customer service occupations.
Males are markedly concentrated in skilled trades occupations and in
process, plant and machine operative jobs, and somewhat less so in
professional occupations and senior manager and oﬃcials posts, where the
number and proportion of females has increased over the medium term.
The proportion of total female to total male employment in elementary
occupations is similar
• female employment is more concentrated in services than male
employment. However, females are slightly under-represented relative to
the UK average in banking and insurance and other business services
• in 2008/09 nearly 43 per cent of females in employment worked in the
public sector (with particular concentrations in education and health and
social work), compared with only 16 per cent of males

While these distinctive features might be expected to have implications for
individuals’ labour market experiences and for poverty with the changing
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structure of employment, as set out below, females and males are broadly
similar in terms of their geographical distribution and age structure (in the
working-age range). As noted in previous chapters, the fact that households
tend to comprise both genders means that some of the diﬀerences between
females and males will be evened out within households (i.e. at the scale where
poverty is measured). There is however evidence of a rise across all OECD
countries in the phenomenon of ‘assortative mating’, whereby, for example,
people in employment with high earnings have partners in the same earnings
bracket (OECD, 2011).
The features of the proﬁle of employment by gender outlined above
suggest that females would be disproportionately disadvantaged by a shift in
the share of employment from part-time to full-time work and by sectoral
rebalancing from services to manufacturing work and from the public to
the private sector. The latter shift is of particular signiﬁcance given the
concentration there of highly qualiﬁed females and their enhanced access
to training in the public sector (Schuller, 2011). In relation to scenarios
focusing on the changing occupational structure of employment, females
might be adversely aﬀected by a decline in the proportion of employment
in administrative and secretarial occupations, which are adversely aﬀected
by ‘hollowing out’. However, as they are under-represented in skilled trades
occupations, which are also subject to the same process, the implications
by gender of this scenario are evened out. Two of the scenarios presented
in Chapter 5 focus speciﬁcally on changing the gender distribution of
employment, by assuming that females account for a greater proportion of
working adults (Scenario 8), coupled with a narrowing of the gender pay gap
(Scenario 9). While favouring females in individual terms, the impact of these
scenarios on household poverty was limited, except for on lone-parent families,
for whom poverty levels are reduced. Given that the overwhelming majority of
lone-parent families are headed by females, shifts in employment that impact
disproportionately on females (either positively or negatively) may be expected
to impact particularly on lone-parent families.

Implications by broad age group
Among people of working age, employment rates are lowest for younger (aged
16–24 years) and older people (aged 50 years and over, with employment
rates declining by age) and are highest for those aged 30–49 years. This
means that younger and older people are more likely than those in the middle
of the age distribution to be among the non-employed and so ﬁnd themselves
‘outside’ the scenarios presented in Chapter 5. Particular policy interest is
focused on younger people given their vulnerability in the face of economic
fragility, and among older people given the ageing of the population and the
emphasis on extending working lives.
Key features of the proﬁle of employment by broad age group include:
• younger people (aged 16–24 years) and older workers (aged 50 years and
over) are disproportionately concentrated in part-time employment. Older
workers are also more likely than average across all age groups to be selfemployed. People aged 25–49 years, who accounted for 59 per cent of
the working-age employed population in 2008/09, are over-represented
relative to all age groups among full-time employees
• relative to the average across all age groups, older workers are overrepresented among those in employment with no qualiﬁcations, younger
workers among those with qualiﬁcations at NQF Levels 1 to 3, and workers
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aged 25–49 among those with higher-level qualiﬁcations. In part, these
features reﬂect trends towards greater certiﬁcation over time
• there are some marked variations in the occupational proﬁle of employment
by age. Relative to younger and older workers, those aged 25–49 are more
concentrated in higher level non-manual occupations (SOC Major Groups
1–3). Younger workers are disproportionately concentrated in sales and
customer service occupations, elementary occupations (together accounting
for over 40 per cent of employment for 16–24-year-olds, but for less
than 20 per cent of total employment) and personal service occupations.
Older workers are disproportionately concentrated in administrative and
secretarial occupations, skilled trades occupations and among process, plant
and machine operatives
• only 16 per cent of 16–24-year-olds in employment in 2008/09 worked
in the public sector, compared with 30 per cent of 25–49-year-olds and
33 per cent of workers aged 50 years and over. Likewise, manufacturing
accounts for a greater proportion of total employment for those aged
50 years and over and for those aged 25–49, than for younger workers.
Workers aged 25–49 are more concentrated in banking and insurance and
other business services than younger or older workers
• diﬀerences in the age proﬁle of the employed population are less marked
at a regional level than at a local level. London is characterised by a larger
share than the UK average of employment in the 25–49-years age group,
while the share of total employment accounted for by people aged 50
years and over is greatest in the South East, the East of England and the
South West. This latter feature most likely reﬂects relatively greater labour
market buoyancy in these regions than elsewhere, and is evident also at a
local level
These features suggest that at face value older workers are likely to be
disproportionately impacted by a rebalancing of employment from the public
to the private sector (Scenario 15), but less so by a shift from services to
manufacturing (Scenario 14). For younger workers, the converse applies. Older
workers are also likely to be disproportionately aﬀected by a ‘hollowing out’
of employment (Scenario 11), as they are more concentrated than average
in all of the occupational groups impacted by this process. A narrowing of
occupational pay gaps, however, would be expected to beneﬁt younger
and older workers at the expense of those aged 25–49. Improvements
in qualiﬁcations, whether for higher qualiﬁcations or for the highest level
(Scenarios 4 and 5), might be expected to favour, in aggregate, younger
workers and those aged 25–49 at the expense of older workers. A shift
towards full-time employment (Scenario 21) would be expected to favour
workers aged 25–49 years at the expense of younger and older workers,
whereas at face value, a narrowing of the full-time to part-time pay gap
(Scenario 22) would have the opposite eﬀect.
The implications for poverty of these changes are more complex. While
there have been trends over the medium term towards smaller households,
more recently it is also apparent that younger people are remaining in the
parental home for longer. For people of any age, household composition –
including the number of adults of working age (and whether those adults are
in employment) and the presence and number of dependent children – is
a crucial factor in determining the likelihood of poverty. This underlines the
heterogeneity of the implications of labour market and employment change
for poverty within age groups.
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Implications by ethnic group
It is well established that, in aggregate, people from minority ethnic
backgrounds are disadvantaged in the labour market (for instance, see
Owen, et al., 2000; Heath and Cheung, 2006; Tackey, et al., 2006) and
disproportionately experience poverty (Platt, 2007). In 2008/09 nearly
74 per cent of white people of working age were in employment, compared
with around 62 per cent of Chinese, black, black British or mixed-race people,
and around 60 per cent of those from other ethnic groups, Asian or Asian
British. Yet these aggregate employment rates disguise variations by gender,
religion, age, etc. There are also important variations within broad ethnic
groups. The black or black British group includes people of black Caribbean
and black African heritage, while the Asian or Asian British group encompasses
people of Indian heritage on the one hand and of Pakistani and Bangladeshi
heritage on the other, with generally more and less positive labour market
experiences, respectively. Hence when considering broad implications of
changes in employment proﬁles it is important to remember that there
is considerable variation in experience between and within ethnic groups
(Barnard and Turner, 2011).
Diﬀerences in employment rates and in household structures between
(and within) ethnic groups have implications for poverty. For example, the
employment rate for women of black Caribbean heritage is substantially higher
than for those of Pakistani heritage. At face value this might suggest that the
former are less likely to be in poverty than the latter; statistics on poverty and
ethnicity show that this is the case, with work status and family structure both
playing a role here (Kenway and Palmer, 2007). Women of black Caribbean
heritage are more likely to head a lone-parent household than women of
Pakistani heritage, who are in turn more likely to be in a family with dependent
children.
A common characteristic among all minority ethnic groups (broadly deﬁned)
is their disproportionate concentration in London. In 2008/09 nearly 13
per cent of all employment in the UK was in London, yet London accounted
for 59 per cent of employment for people of black or black British heritage,
nearly 47 per cent of employment for people from other ethnic groups, and
38 per cent, 37 per cent and 35 per cent of employment for people of Asian
or Asian British heritage, Chinese heritage and mixed heritage, respectively,
and yet for only around 10 per cent of total employment for white people.
Outside London, the West Midlands is the only other region where the
regional share of employment accounted for by white people is below the
UK average. Obviously, at a subregional level there are some marked local
variations in the ethnic proﬁle of the population and of employment, but at a
broad geographical level, any scenario implying a shift of employment away
from London might be expected to disadvantage minority ethnic groups
disproportionately, and especially people of black or black British heritage.
To some extent the uneven geographical distribution of minority ethnic
groups helps to explain some of the variations in the sectoral proﬁle of
employment by ethnic group. All minority ethnic groups are under-represented
relative to the UK average in manufacturing, especially those of black or black
British and Chinese heritage. At face value, and assuming no change in the
sectoral proﬁle of employment by ethnic group, this means that minority
ethnic groups would not gain from those scenarios that involve a shift towards
manufacturing. By contrast, all minority ethnic groups, and especially those of
Chinese and mixed heritage, hold a greater share of total employment in other
business services than the UK average, and those of Chinese, mixed and Asian
or Asian British heritage are disproportionately concentrated in banking and
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insurance, relative to the UK average. Again, at face value, these groups might
be expected to suﬀer disproportionately in scenarios impacting on the ﬁnancial
sector; however, the occupational distribution of diﬀerent ethnic groups within
ﬁnancial services is also salient here. Nearly two in every ﬁve people of black or
black British heritage in employment in 2008/09 worked in the public sector,
with particular concentrations in public administration and health and social
work. This compares with nearly three in ten white people, one in four people
of Asian or Asian British heritage and one in ﬁve Chinese people. This suggests
that people of Black or Black British heritage stand to lose out in scenarios
involving rebalancing from the public sector to the private sector, more general
sectoral rebalancing and spatial rebalancing.
A key feature of the experience of minority ethnic groups in the labour
market is their under-achievement relative to their levels of educational
attainment (Owen, et al., 2000). People from minority ethnic groups who are
in employment are more likely than white people to have qualiﬁcations at
NQF 4 to 8; indeed, over 58 per cent of Chinese people in employment are
qualiﬁed to this level, compared with just over 40 per cent of people of black
or black British heritage and of Asian or Asian British heritage, and just under
33 per cent of white people. In part, this reﬂects the older age proﬁle of white
people than of working people from minority ethnic groups. The proportion
of Chinese people and those of Asian, Asian British and mixed heritage in
employment who have no qualiﬁcations exceeds the UK average. This suggests
that those scenarios involving changes in returns to qualiﬁcations are likely to
increase heterogeneity within ethnic groups, rather than disproportionately
favour or disadvantage one ethnic group relative to another. Chapter 5 makes
clear that changes to poverty are in any case insensitive to changes to returns
to qualiﬁcations.
There are obvious links between the structure of qualiﬁcations and that
of occupations. Given their over-representation relative to the UK average
in skilled trades occupations and administrative and secretarial occupations,
it might be expected that white people would be disproportionately
disadvantaged by the occupational polarisation of Scenario 11, as would
be, albeit to a lesser extent, Asian or Asian British people because of their
higher-than-average share of employment as process, plant and machine
operatives. Conversely, along with all other minority ethnic groups, people of
Asian or Asian British heritage would be expected to gain at face value from a
narrowing of pay gaps between occupations in Scenario 12, because of their
concentration in elementary occupations. However, it should be noted that
Chinese people and those of Asian or Asian British heritage in employment
are also disproportionately concentrated in professional occupations and in
managerial and senior oﬃcial posts.
Overall, there are three main implications of changes in the structure of
employment and their implications for poverty by ethnic group. First, in order
to reduce poverty among minority ethnic groups, it is important that more
people from such groups enter employment and translate their achievements
in education into employment. This is more likely to involve addressing issues
of racial discrimination (as highlighted by Wood, et al., 2009) and enhancing
progression routes within employment than changing the distribution of
employment per se. Second, given the geographical and sectoral proﬁle of
minority ethnic groups, rebalancing the economy by shifting employment from
services to manufacturing, from the public to the private sector and from London
and the South East and East of England to other parts of the UK is likely to be of
disproportionate disadvantage to them, and to people of black and black British
heritage in particular. Third, the changes in the structure of employment are likely
to increase the variations in experience within ethnic groups.

62

Poverty and inequality in 2020

Implications by disability
The ﬁrst key point concerning the implications of the scenarios presented
for disabled people is that slightly less than half of those of working age
are in employment. Given that the non-employed are more likely to suﬀer
poverty than those in employment, disabled people are likely to be found
disproportionately in households in poverty.
Importantly, the employment rate for disabled people is higher in regions
with higher overall employment rates than in those with lower rates; as is noted
by Meager and Higgins (2011), relative disadvantage or “‘disability penalty’ is
higher in poorer-performing local economies”. This means that the overall
level of demand for labour in an area is a signiﬁcant factor in whether disabled
people are able to move out of non-employment into employment – as
highlighted in studies of the geography of hidden unemployment (Green,
2011; MacKay and Davies, 2008).
At a regional level, variations in the percentage of total employment
accounted for by disabled people are not especially marked. The proportion of
total employment accounted for by disabled people is, however, greater than
the UK average in the East of England, the South West, the East Midlands,
Yorkshire and the Humber, the North West, the North East and Wales; smaller
proportions, meanwhile, are apparent in London, Scotland and Northern
Ireland. This rather complex pattern of regional variation reﬂects regional
diﬀerences both in the proportion of disabled people (e.g. higher numbers
than average in Wales and lower than average in London) and in employment
rates (e.g. higher than average rates in the East of England), as well as regional
variations in the age structure of the working-age population. General regional
diﬀerences unavoidably conceal much more marked variations at a local level.
The high non-employment rate for disabled people is indicative of their
labour market disadvantage. This disadvantage extends even to those who are
in employment: they are less likely to be full-time employees and more likely to
work part-time or be self-employed than non-disabled people. This suggests
that a scenario implying a shift from part-time to full-time work would likely
disadvantage disabled people, all other factors being equal.
Disabled people in employment are more likely to have no qualiﬁcations
or to have qualiﬁcations at NQF Levels 1 and 2, and less likely to have
qualiﬁcations at NQF Levels 4 to 8 than non-disabled people. These
diﬀerences in qualiﬁcation proﬁles for disabled and non-disabled people would
be accentuated if non-employed people of working age were also taken into
account. Given that disabled people in employment are disproportionately
aged 45 years and over, it might be unsurprising that they would be more
likely than non-disabled people to have no qualiﬁcations and less likely to
have qualiﬁcations at NQF Levels 4 to 8; however, the evidence indicates
that the qualiﬁcation gap outlined above persists across age groups, and that
disadvantage is further exacerbated by under-utilisation of disabled people’s
skills (Meager and Higgins, 2011). Drawing on evidence presented in Chapter
5, scenarios indicating changes in returns to qualiﬁcations might be expected to
have little impact on poverty rates for disabled people.
Relative to non-disabled people, disabled people in employment are underrepresented in higher level non-manual occupations (SOC Major Groups
1–3) and over-represented in administrative and secretarial, personal service,
operative and elementary occupations. In sectoral terms, disabled people
are slightly less likely to work in manufacturing, construction, banking and
insurance, other business services or hotels and catering than non-disabled
people. This means that they would not suﬀer unduly in a scenario concerned
with reducing the pay premium in the ﬁnancial sector, and nor would they
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stand to gain from a shift in employment towards manufacturing. Disabled
people are over-represented relative to non-disabled people in public services,
especially in the health and social care sector, and so would be likely to be
disadvantaged in scenarios where there is a shift from public to private sector
employment.
It should be reiterated that the implications outlined above are broad
and general and that there are marked variations in employment rates by
type of disability. It is notable that employment rates are particularly low
among disabled people with reported mental health problems and that
the number of disabled people citing mental health problems is increasing.
Looking ahead, given that the prevalence of disability increases with age
and that the workforce is ageing, the employment rates of disabled people
need to increase in order for the employment rate gap with non-disabled
people to remain constant. It is apparent that the key to reducing poverty
for disabled people lies in raising the overall demand for labour and tackling
issues such as discrimination, rather than in shifts in the proﬁle of
employment.

Implications by location

The evidence suggests
that spatial inequalities …
widened in the recession
… and that the most
deprived areas have
been hardest hit by
budget cuts
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The Working Futures projections include a disaggregation by the regions of
England and nations of the UK. They point to a continuation of the mediumterm shift in employment towards London and the surrounding ‘Greater
South East’ (notably the South East and East of England). In 2008/09
employment rates for people of working age ranged from nearly 77 per
cent in the South East to 67 per cent in Northern Ireland. The South West
and the East of England were among the regions with higher-than-average
employment rates, while the North East and Wales were among the regions
and nations with the lowest employment rates. Over 30 per cent of people
of working age in Northern Ireland, Wales and the North East are not in
employment, and so do not feel the direct impact of the shifts in employment
described in Chapter 5. At a local level, such diﬀerences in employment
rates are more marked (Green, 2011); the quantity and quality of
employment available at the local level is important in understanding whether
and how people are able to utilise their skills and progress in employment
(Green, 2009).
The impact of the recession and budget cuts on diﬀerent locations has
attracted a certain amount of interest. The evidence suggests that spatial
inequalities (at scales from the regional to the micro area level) widened in
the recession (Green, 2011) and that the most deprived areas have been
hardest hit by budget cuts (Hastings, et al., 2012). The public sector accounts
for a much larger share of total employment in some regions and nations
than in others. Using a ‘proxy’ for the public sector based on an aggregation
of SIC codes, in 2008/09 35 per cent of employment in Northern Ireland,
over 33 per cent of employment in Wales and 32 per cent of employment
in the North East (i.e. the regions and nations with the lowest employment
rates) was accounted for by the public sector, compared with 26 per cent
of total employment in London. This suggests that the regions with the
lowest employment rates would be most adversely aﬀected by a rebalancing
of employment from the public to the private sector (Scenario 15). At a
subregional level these diﬀerences are starker, with cities such as Swansea,
Plymouth, Liverpool, Sunderland, Middlesbrough and Hull likely to be
disproportionately aﬀected (Centre for Cities, 2011). Prior to the recession the
public sector accounted for a disproportionately large share of employment
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growth in the local authorities with the lowest employment rates (Beatty, et
al., 2010), and cities in the southern parts of England were among the most
successful at generating private sector employment growth (Webber and
Swinney, 2010).
A sectoral shift in employment from services to manufacturing (Scenario
14) would be expected to favour the Midlands and northern parts of the UK,
given that manufacturing accounts for a greater share of employment there.
Reducing the pay gap between ﬁnancial services and other sectors (Scenario
16) would also be expected to favour these parts, given that ﬁnancial services
are disproportionately concentrated in London and the South East. As noted
in Chapter 5, the impact of this latter scenario is felt largely in the top half of
the income distribution, and overall eﬀects on poverty are in fact rather small:
some losses in London and the South East in particular, but relatively few
gains elsewhere. Likewise, explicitly spatial scenarios of shifting employment
from London and southern parts of England northwards (Scenario 18) and
narrowing the regional pay gap (Scenario 19) has an insigniﬁcant impact on
inequality and poverty.
London, the South East and Scotland display the highest proportions of
people in employment with higher-level qualiﬁcations (at NQF Levels 4 to
8), so improvements in returns to higher qualiﬁcations (Scenario 4) would be
expected to favour these areas. They also have greater-than-average shares of
employment in professional, associate professional and technical occupations.
The West Midlands, East Midlands and Wales are among the regions where
the occupational distribution of employment is biased towards skilled trades
occupations and plant, process and machine operatives, and so might be
expected to lose out disproportionately from a shift towards ‘hollowing out’
(Scenario 11). Although, along with other northern parts of the UK, they would
disproportionately gain from a narrowing of occupational pay diﬀerentials
(Scenario 12), the fact that these parts of the UK also suﬀer higher-thanaverage non-employment rates mean that the eﬀects on poverty rates
are muted.
Turning ﬁnally to scenarios implying shifts in the proﬁles of full-time,
part-time and self-employed workers (Scenarios 21–23), the key features
of regional diﬀerentiation are: the greater proportion of total employment
accounted for by full-time employees and the self-employed in London and
of part-time employees and the self-employed in the South West; the
under-representation relative to the UK average of self-employment in
the Midlands and north; and the smaller-than-average share of total
employment accounted for by full-time employees in Wales. At face value, all
this suggests that a shift towards full-time employment would favour London,
while a narrowing of the full-time/part-time pay gap would favour regions
such as the South West and, at a local level, resort areas with a relatively
large tourism and hospitality sector and associated high levels of part-time
employment.
In conclusion, it is apparent that the diﬀerent scenarios outlined in Chapter
5 are likely to have somewhat diﬀerent spatial imprints. Translating these
diﬀerences in job proﬁles into implications for poverty is, however, less clear
cut. The evidence on regional and local economic development suggests
that it is not a straightforward task to shift employment from one place to
another and expect it to thrive in the new location; rather the tendency is
for spatial diﬀerentials in employment and skills proﬁles to diverge over time,
with consequent implications for spatial variations in inequality and poverty
(Green, 2011).
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Summary reﬂections
Many of the subgroups and locations focused on in this chapter suﬀer labour
market disadvantage. This means that they are disproportionately nonemployed and so are not directly implicated by the changes in the proﬁle of
employment implied by the scenarios.
Women, disabled people, some of the minority ethnic groups that are most
disadvantaged in the labour market and people in local areas in regions outside
of London and the South East with the highest non-employment rates are
disproportionately concentrated in the public sector. At face value, what this
means is that individuals in these groups and locations are likely to suﬀer as a
consequence of a shift in employment from the public to the private sector. It
is also important to note that the public sector has tended to oﬀer relatively
good opportunities for training and skills development. In aggregate, however,
the results presented in Chapter 5 suggest that the shift from the public to the
private sector has little impact on poverty.
More general shifts in the sectoral and occupational structure of
employment, the balance between full-time and part-time employment,
and returns to qualiﬁcations, tend not to have very clear cut and/or largescale impacts on disadvantaged groups and locations and poverty rates. An
exception to this is that a shift in employment away from London would most
likely disproportionately impact on minority ethnic groups, given their spatial
concentration there. This example of ethnic groups also points to a more
general conclusion about the importance of heterogeneity between and
within groups. Internal heterogeneity means that while some people within
a particular group may stand to gain from shifts in employment, others may
lose out. Diﬀerences in household structures between and within groups again
point to heterogeneity in the experience of poverty.
Returning to the initial point about the non-employed, and keeping in
mind the tendency for the non-employed to be more likely to suﬀer poverty
than the employed, rather than reducing poverty by shifting the structure
of employment, the evidence suggests that the labour market policy focus
should be on expanding the number of people in employment and, within
employment, enhancing routes for progression.
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7 CONCLUSIONS
Analysis indicates that projected changes in
employment structure between now and 2020 will
result in greater income inequality and higher relative
poverty rates.

Holding back the broad tide of prospective structural changes is not a sensible
aim for government policy. Although for many people, these changes are
likely to increase incomes in absolute terms, they also have implications for
the distribution of income: namely, they are inequality-increasing. This places
them in tension with governments’ distributional objectives. Most obviously,
the Child Poverty Act (2010) commits UK governments to reducing relative
income poverty among children by historically unprecedented amounts (and
to historically unprecedented low levels) by 2020/21. The projections outlined
here have only added to the sense that such a target is highly unlikely to be
met (see Brewer, Browne and Joyce, 2011). They underline the need for the
government to be very clear about what its distributional objectives are and
how it hopes to achieve them.
The consistently small impacts on poverty of the changes to employment
and pay structures explored in this report emphasise the diﬃculty of relying
on broad labour market changes to reduce relative poverty and inequality.
Changes to employment and pay relativities, while having intuitive implications
for the distribution of gross individual earnings, tend to have less marked – and
sometimes counterintuitive – eﬀects on the distribution of net household
income. Given that poverty and inequality measures are typically based on
household incomes, governments need to think very carefully about how their
distributional objectives relate to labour market policy.
Similarly, the results of this exercise highlight the importance of targeting
policies very carefully when pursuing complicated distributional objectives. For
example, some dimensions of labour market change that might be thought
of as poverty-reducing are very poorly targeted by such an endeavour. By
aﬀecting incomes across the distribution they often fail to reduce poverty
substantially, and often only increase measures of relative poverty. Education
and training programmes, for instance, would need to be particularly eﬀective
at raising the earnings of low-income households (not simply raising the
earnings of low-earning individuals) in order to have substantial reducing
eﬀects on relative poverty and/or inequality.
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The results suggest that
boosting the supply of
qualiﬁed workers will
in isolation do next
to nothing to reduce
relative poverty or
income inequality.
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Skills policy in the UK has built on the Leitch Review, which outlined a clear
ambition for greater skills in the country in order to maintain and increase the
UK’s international competitiveness. While Leitch was not focused on poverty,
others have since suggested that greater skills can solve a number of issues
of policy concern, including the issue of poverty. The current government’s
Skills Strategy (BIS, 2010) has moved beyond the ‘machinery of central control’
tied to Leitch’s underpinning 2020 ‘targets’ but retains the central vision
behind the review. The present analysis does not consider directly whether
these aspirations will be met, but focuses on the likely improvement in the
qualiﬁcations of the workforce if current supply trends continue (also allowing
for some variations). The results suggest that boosting the supply of qualiﬁed
workers will in isolation do next to nothing to reduce relative poverty or
income inequality. On the other hand, this report has not examined whether
a focus on raising the skills of the unemployed could bring about a permanent
rise in the numbers in work.
Rather than simply encouraging a general increase in the supply of
qualiﬁcations, policy needs to focus speciﬁcally on progression routes,
labour market structures and regulation (e.g. minimum wages), wage-setting
mechanisms and institutional mechanisms that can increase the bargaining
power/leverage of the low paid and those in low-income households.
It is important to recognise that, while the estimated impacts of labour
market changes on poverty and inequality in this report are rarely substantial,
either for the population as a whole or even (to a lesser extent) the subgroups
examined, such changes will have important consequences for some individuals
and for some households. The qualitative assessment of the broad implications
of the changes in employment structure set out in the scenarios indicates
that, given their current employment proﬁle, some subgroups stand to lose
out. For instance, females, disabled people, and people from minority ethnic
groups (especially those of black or black British heritage) are likely to be
disproportionately impacted by a shift in employment from the public to the
private sector. This is important not only in employment terms, but also in
terms of skills development. Likewise, given their concentration in London,
people from minority ethnic groups are likely to be disadvantaged by a shift
in employment away from London to other parts of the UK. However, when
considering implications of the scenarios for subgroups and areas, it is worth
emphasising that there is often considerable internal heterogeneity within
regions and subgroups, so that some people within a group or region may gain
from a change while others may lose out.
An increase in high-paying jobs will beneﬁt many individuals and households
in absolute terms. But it is important to distinguish between eﬀects on total or
average income and eﬀects on the distribution of income. This is particularly
the case when considering the government’s child poverty targets, which relate
very explicitly to the distribution of income. The analysis suggests that likely
changes in employment structure will make it harder to meet these targets
(and previous analysis had already suggested that it would be, to say the least,
extremely challenging): meeting them would require the largest reduction in
relative child poverty since records began in 1961.
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NOTES
1

The FRS data is weighted to account for non-random response to the survey and to resemble
the UK population as a whole, according to certain chosen characteristics which are used to
form a set of ‘control totals’ (e.g. ‘the number of lone parents in the UK’). The reweighting
technique involves specifying control totals and implementing an algorithm which computes a
set of weights to make the FRS data conform to the set of control totals.

2

While Working Futures measures employment by number of jobs, the FRS picks up multiple
jobs and so involves no intermediate step for translating the number of jobs into the number of
people employed. The analysis here models changes in the number of jobs, not changes in the
number of people with jobs.

3

Many of the points made in this section closely mirror conclusions from analysis of the eﬀects
of the National Minimum Wage on the household income distribution (see Brewer, May and
Phillips, 2009).

4

The latest publication regarding minimum income standards published by JRF indicates that
in 2011 a single person needs an annual pre-tax income of £15,000 in order to aﬀord a
minimum acceptable standard of living, while a couple with a single earner and two children
need £31,600 per annum to do the same (Hirsch, 2011).

5

See Hills, et al. (2010) for more on this.

6

The analysis underlying this particular ﬁgure assumes full take-up of means-tested beneﬁts (i.e.
Universal Credit and Council Tax Beneﬁt). In reality, with less than full take-up, fewer people will
be subject to a withdrawal of means-tested beneﬁts if their incomes rise, and so the METRs of
some low-income people will be lower. However, the Government expects non take-up to be
signiﬁcantly reduced once Universal Credit is in place.

7

This was based on an earlier set of projections produced using the same basic models as
Working Futures.

8

The self-employed are treated as full-time employees for the purposes of these scenarios (21
and 22).
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APPENDIX I
Developing the scenarios
The selection of scenarios was made through collaboration between IER,
IFS, JRF, UKCES, the Resolution Foundation and members of the advisory
committee. The supporters indicated the issues that they were most interested
in viewing and the research team then assessed the feasibility and overall
interest of each suggestion, while also including some suggestions arising from
the project’s progress. Table 18 below, summarises the suggestions that were
not considered feasible and the reasons for this.

Table 18: Suggestions for poverty scenarios
Description of scenario

Reason not feasible

Change in distribution of FT/PT/mini jobs

Cannot identify mini jobs, in particular, in
Working Futures data

Change in self-employment numbers

No pay data for self-employed

Increase in speed at which younger
people obtain qualiﬁcations

No employment projections by age in
Working Futures; cannot account for
qualiﬁcations ﬂow

Impact of time for youth unemployment
to fall again

No employment projections by age in
Working Futures

Change in pay gap between young/
middle-aged/older workers

No employment projections by age in
Working Futures

Diﬀerence in employment rates and
earnings by age groups over long run

No employment projections by age in
Working Futures

Change to National Minimum Wage
(NMW)

NMW does not enter directly into any
parts of the model(s)

Migration caps; diﬀerences in wages and/
or employment for immigrants

Migrants are not distinguished in
Working Futures

Faster, stronger recovery of GDP growth
versus slow, weak recovery

GDP (levels, growth) is not one of the
parameters that can be manipulated
(owing to the way that the IER and IFS
models link)

Shift from part-time to full-time work
among older workers

No employment projections by age in
Working Futures; other aspects of FT/PT to
be addressed

Increased retirement age implications,
e.g. increased employment rate for older
workers

No employment projections by age in
Working Futures
continued overleaf
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Table 18: continued
Description of scenario

Reason not feasible

Labour share/bargaining power of
workers

Unobserved in data

Not feasible in quantitative scenarios but to be considered qualitatively
Urbanisation

Urban/rural breakdown not given in
Working Futures

Smaller geographical areas

Not possible given data

Impact of decrease in public sector
employment

No public–private indicator in the FRS;
partially addressed in sectoral-based
scenarios

Feasible but not illuminating
Changes to tax thresholds, other tax
issues, beneﬁts

Possible to change parameters in IFS
model but not aim of this research

Other suggestions were made which were feasible, but were deemed not to
be illuminating, given the aims of the research. These included making changes
to tax and beneﬁt parameters (e.g. increasing the income tax thresholds). While
these could be implemented in the model, the implications of such changes are
not the focus of this piece of research.
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APPENDIX II
Details of changes to pay and employment structure for
the scenarios
Scenarios 1 and 2
Scenario 1 (baseline) shows the expected changes in employment patterns
based on the Working Futures projections. The characteristics of the underlying
pay and employment patterns associated with the baseline are discussed in the
main body of the report (see Chapter 4).
Scenario 2 compares the baseline outcomes with what would happen if
employment patterns (across all the dimensions a–f) remain ﬁxed at their
2010 values.
In both Scenario 1 and Scenario 2, pay structures are assumed to remain
ﬁxed at their historical base levels.
In the scenarios that follow, either employment assumptions or pay
assumptions (or both) are changed. Where pay assumptions are changed,
the tables below outline what these assumptions are. They take the form of
assumed proportionate changes in pay ratios between diﬀerent groups. For
example, the numbers in the table for Scenario 3 below indicate an assumption
that the pay ratio between the ninth decile group and decile groups 1 to 6
within each qualiﬁcation level increases by 2.5 per cent. The level of average
earnings, however, is always constrained to be unaﬀected by these pay
scenarios. Hence, to continue the same example, it is not appropriate simply to
increase the pay of the ninth decile group by 2.5 per cent, because that would
increase average earnings. Rather, after changing earnings for diﬀerent types
of people by the percentages shown in the tables, a single scaling factor is
applied to all earnings to ensure that their average value remains the same as
before. In this way, it is possible to isolate the eﬀects of changing pay relativities,
and to avoid conﬂating them with eﬀects of increases in average earnings.

Scenario 3: pay distribution
Scenario 3 combines the baseline with an assumption about increasing
inequality within all categories, based on a continuation of trends observed
over the past decade (otherwise pay structures are assumed to remain ﬁxed
at their historical base levels). For this scenario and all others where the pay
distribution is widened, pay in each of the top four deciles (for each group here,
qualiﬁcation level) is increased by around 0.5, 1, 2.5 and 5 per cent, respectively.

Scenarios 4 to 7: qualiﬁcations
The next four scenarios focus on changing patterns by highest qualiﬁcation held.
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Scenario 4 assumes an improvement in the qualiﬁcations acquired at the
highest level, holding all else equal.
Scenario 5 considers a more general improvement in qualiﬁcation attainment
across the board, again holding all else equal.
Scenarios 6a and 6b combine Scenario 5 with alternative assumptions
about what happens to pay diﬀerential by qualiﬁcations. Most analysis of rates
of return suggests that better qualiﬁcations have held up pretty well despite
the huge increase in the numbers acquiring them (although there is some
indication of widening variation within the total (Elias and Purcell, 2011).
Scenario 7 combines Scenario 6b with an assumption about widening
variation in rates of return within qualiﬁcation categories, reﬂecting the rising
gaps between the best paid and the rest.
Taking the distribution of wages for each qualiﬁcation (NQF) group
separately, the deviations from the baseline pay ﬁgures are as set out for
Scenario 3 but with individuals grouped by qualiﬁcations levels.

Scenarios 8 to 10: gender
Scenario 8 focuses on the female share of employment. Women have seen
a gradual increase in their share of total employment over the past couple of
decades. However, this trend has slowed recently, as reﬂected in the Base case.
Scenario 8 assumes that women take a larger share of the total number of
jobs, holding all else equal.
Scenario 9 combines Scenario 8 with assumptions about the changing
gender pay gap. This has narrowed over the past decade and is assumed to
continue to do so. In this scenario it is assumed that pay remains the same for
men (as in Scenario 8) but that female earnings increase by 3.0 per cent.
Scenario 10 considers how this situation would be aﬀected if recent trends
towards widening pay diﬀerentials within categories were to be reversed. This
scenario uses the ﬁgures arising from the assumptions in Scenario 9 as a
starting point and then changes the pay ﬁgures so that there is a larger gap
between higher and lower parts of the pay distribution for each gender. Taking
the distribution of wages for each gender separately, the deviations from the
baseline pay ﬁgures are as set out for Scenario 3 but with individuals grouped
by gender levels.

Table 19: Changes to employment shares and pay (per cent) in 2020:
Scenarios 4, 5, 6a and 6b
Scenario 4
share of
employment
(%)
No qualiﬁcations

change
from
baseline (%)

Scenario 5
share of
employment
(%)

Scenario
6a

Scenario
6b

change
from
baseline (%)

change to
pay (%)

change to
pay (%)

5.5

–0.9

5.0

–1.4

0.0

0.0

NQF Levels 1
and 2

29.8

–4.8

20.0

–14.7

–1.0

0.0

NQF Level 3

14.8

–2.4

30.0

12.9

–2.6

0.0

NQF Levels 4
to 8

50.0

8.0

45.0

3.0

–5.2

–5.2

Note: Rounded to one decimal place
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Table 20: Changes to employment shares and pay (per cent) in 2020:
Scenarios 8 and 9
Scenario 8

Scenario 9

share of
employment (%)

change from
baseline (%)

change to pay (%)

Male

50.0

–2.5

0.0

Female

50.0

2.5

3.0

Note: Rounded to one decimal place

Scenarios 11 to 13: occupation
Scenario 11 considers the impact if the process of polarisation (‘hollowing out’)
accelerates.
Scenario 12 combines Scenario 11 with a view about changing
occupational pay trends. Using the pay ﬁgures in Scenario 11, the following
changes are made: the pay of the ﬁrst three occupational groups remains
unchanged, while the pay within other groups is increased relative to the
Scenario 11 ﬁgures.
Scenario 13 builds upon Scenario 12 by further widening pay diﬀerentials
within occupations. Taking the distribution of wages for each occupation (OCC)
group separately, the deviations from the baseline pay ﬁgures are as set out for
Scenario 3, but with individuals grouped by occupation.

Scenarios 14 to 17: sector
There has been considerable discussion about the desirability of rebalancing/
restructuring the economy, although not much has been written on how this
can be achieved.

Table 21: Changes to employment shares and pay (per cent) in 2020:
Scenarios 11 and 12
Scenario 11
Occupation

change from
baseline (%)

change to pay
(%)

Managers and senior oﬃcials

18.5

1.0

0.0

Professional occupations

15.5

0.8

0.0

Associate professional and
technical occupations

16.0

0.4

0.0

Administrative and secretarial
occupations

8.0

–1.8

1.0

Skilled trades occupations

8.0

–1.7

1.0

Personal service occupations

10.0

0.7

2.5

Sales and customer service
occupations

8.0

0.6

2.5

Process, plant and machine
operatives

5.0

–0.4

5.0

11.0

0.4

5.0

Elementary occupations
Note: Rounded to one decimal place
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(%)

Scenario 12
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Scenario 14 focuses on a possible rebalancing in terms of a reversal of
the apparently inexorable trends away from manufacturing towards service.
It considers the impact if it were possible to reverse the decline in the
manufacturing industry’s employment share.
Scenario 15 considers the balance between public and private. The split
between public and private is proxied by SIC codes; public administration and
defence, education and health being regarded as the public sector for this
purpose.
Scenario 16 is based on the pay ﬁgures produced in Scenario 14 with
an alternative view about developments in sectoral pay diﬀerentials, focusing
in particular on the ﬁnancial and business service sector (which has been
the focus of concerns about pay inequality in recent years) compared with
the remaining sectors. Using Scenario 14 as a starting point, the deviations
to be applied for this scenario are set out in Table 24. These assumptions
are aimed at achieving a lower gap between pay in the ﬁnance and business
services sectors and pay in the other sectors. Pay is therefore decreased
by 5% in the banking and insurance sector and by 2.5% in other business
services.
Scenario 17 combines Scenario 16 with assumptions about widening pay
diﬀerentials within each industry. The deviations from the baseline pay ﬁgures
are as set out for Scenario 3 but with individuals grouped by sector.

Table 22: Changes to employment shares and pay (per cent) in 2020:
Scenarios 14, 15 and 16
Scenario 14

Scenario 15

Scenario 16

share of
employment (%)

change
from
baseline
(%)

share of
employment (%)

change
from
baseline
(%)

change to
pay (%)

Agriculture, etc.

1.2

0.0

1.2

0.0

0.0

Mining and quarrying

0.2

0.0

0.2

0.0

0.0

Manufacturing

5.9

–2.0

7.8

–0.0

0.0

Electricity, gas, water
and misc. services

7.1

0.0

7.1

0.0

0.0

Construction

7.3

0.0

7.3

–0.0

0.0

Distribution

16.0

0.7

16.3

1.0

0.0

Hotels and catering

6.4

0.0

6.9

0.5

0.0

Transport and
telecommunications

5.6

0.0

5.6

0.0

0.0

Banking and
insurance

3.9

0.3

3.6

0.0

–5.0

21.1

1.0

21.1

1.0

–2.5

Public admin and
defence

4.5

0.0

4.0

–0.5

0.0

Education

8.3

0.0

7.3

–1.0

0.0

12.8

0.0

11.8

–1.0

0.0

Other business
services

Health and social
work

Note: Rounded to one decimal place
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Table 23: Changes to employment shares and pay (per cent) in 2020:
Scenarios 18 and 19
Scenario 18
Region/Nation

Scenario 19

share of
employment
(%)

change from
baseline (%)

change to pay
(%)

London

14.7

–1.0

0.0

South East

12.9

–1.0

0.0

East of England

8.9

–0.5

0.0

South West

8.1

–0.5

0.1

West Midlands

8.6

0.4

0.1

East Midlands

7.2

0.4

2.5

Yorkshire and the Humber

8.3

0.4

2.0

11.1

0.5

0.1

North East

3.9

0.3

4.5

Wales

4.7

0.3

0.5

Scotland

8.5

0.4

3.5

Northern Ireland

3.0

0.3

2.5

North West

Note: Rounded to one decimal place

Scenarios 18 to 20: region
Scenario 18 focuses on a shift of employment from London and the South
and East of England towards the north.
Scenario 19 combines the assumptions in Scenario 18 with a similar
reversal of shifting pay diﬀerentials. Based on the changes shown in the Annual
Survey of Hours and Earnings between 2001 and 2010 (gross weekly pay; all)
and looking at the ratio of mean pay in each region (or country) to the average
for London, the South East and East of England (LO, SE, EE), and how this ratio
changes over time, it is assumed that a very similar pattern is carried forward
to 2020. The exceptions are the South West, West Midlands and North West,
which experienced an increased gap with the average for LO, SE, EE over
2001–2011, but in this scenario a marginal narrowing of the gap is assumed
instead.
Scenario 20 adds to Scenario 19 assumptions about changing pay
diﬀerentials within categories. Within each region widening pay distribution is
assumed with the deviations in pay from the baseline pay ﬁgures as set out for
scenario 3, but with individuals grouped by region/nation.

Scenarios 21 to 23: full-time/part-time
The ﬁnal three scenarios focus on employment by status (FT, PT and SE).
Scenario 21 assumes a switch towards FT as opposed to PT employment.
Scenario 22 combines the assumptions underlying Scenario 21 with an
alternative assumption about pay diﬀerentials by status. Based on the changes
shown in the Annual Survey of Hours and Earnings between 2001 and
2011 (gross weekly pay; all) and looking at the ratio of mean pay for fulltime employees to part-time employees, the ratio decreased by 0.037 (3.7
percentage points) over the ten-year period. A similar pattern is assumed over
the period to 2020 which allows earnings for part-time workers to increase by
3 per cent while keeping pay for full-time workers as it is in Scenario 21.
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Table 24: Changes to employment shares and pay (per cent) in 2020:
Scenarios 20 and 21
Scenario 20
Status

share of
employment (%)

Scenario 21

change from
baseline (%)

change to pay
(%)

Full-time

58.4

1.5

0.0

Part-time

28.3

–1.0

3.0

Self-employed

13.3

–0.5

–

Note: Rounded to one decimal place

Scenario 23 adds to Scenario 22 a further set of assumptions about widening
pay diﬀerentials within categories (i.e. full-time and part-time) with the
deviations as set out for Scenario 3, but with individuals grouped according
to status.
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APPENDIX III
Supplementary results to Chapter 5
This appendix provides further detail on the main results underlying the key
statistics presented in Tables 10 to 15, showing changes in net household
income at each percentile point of the income distribution. In other words, the
population is split into one hundred equally sized groups ranked on the basis of
household income. These are then compared with the percentile points given
by the various simulated income distributions. For discussion of the patterns
that emerge from this, see the main text in Chapter 5.
Figure 16 shows the average annual rate of growth in real income across
the income distribution between 2008/09 and 2020/21 under the Working
Futures 2020/21 baseline (Scenario 1).

Figure 16: Average annual growth in net household income between 2008/09 and
2020/21 under Working Futures employment forecasts, by percentile point

Average annual percentage change
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Notes: The top and bottom three percentile points are not shown owing to high levels of uncertainty from sampling
and measurement error. Net household income is measured after taxes, inclusive of beneﬁts, before the deduction
of housing costs, at the household level, and equivalised using the modiﬁed OECD equivalence scale. Data includes
workless households
Sources: Authors’ calculations using the 2008/09 FRS, TAXBEN, and assumptions
speciﬁed in the text
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Figure 17 compares income levels in 2020/21 under the Working Futures
baseline with income levels under the hypothetical scenario in which the
structure of employment does not change from 2010/11 (i.e. it compares
Scenario 1 with Scenario 2). It does the same for the individual pre-tax
earnings distribution, to highlight that the impacts of changing labour market
structure on that distribution are more marked than the impacts on the net
household income distribution. This is partly for the reasons discussed in detail
under Motivation and background in Chapter 5, and also because the tax and
beneﬁt system is progressive, meaning that it moderates changes in gross
earnings inequality.

Figure 17: Impact of changing employment structure on distributions of net
household income and gross individual earnings by 2020/21
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Notes and sources: as Figure 16

Figure 18: Impact of widening pay distribution for each qualiﬁcation level
(Scenario 3) on distribution of net household income by 2020/21
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Notes and sources: as Figure 16
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The remaining ﬁgures compare the income distributions under each of the
scenarios with that under the hypothetical scenario in which the employment
structure does not change from 2010/11. For reference, they include the
corresponding analysis under the Working Futures baseline, shown above.

Figure 19: Impact of improvement in qualiﬁcations levels (Scenarios 4 and 5) on
distribution of net household income by 2020/21
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Notes and sources: as Figure 16

Figure 20: Impact of changes in returns to qualiﬁcations alongside a general
increase in qualiﬁcation level (Scenarios 6a, 6b and 7) on distribution of net
household income by 2020/21
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Notes and sources: as Figure 16
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Figure 21: Impact of changes in employment and earnings by gender (Scenarios 8,
9 and 10) on distribution of net household income by 2020/21

7%

Percentage change

5%

3%

1%

–1% 0

5

10

15

20

25

30

35 40

45

50

55

60 65

70

75

80

85 90

95

–3%

–5%
Percentile point
Working Futures employment changes only
Increased female share of employment
As above plus narrowing of gender pay gap
As above plus widening pay distribution for each sex
Notes and sources: as Figure 16

Figure 22: Impact of changes in employment and earnings by occupation (Scenarios
11, 12 and 13) on distribution of net household income by 2020/21
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Notes and sources: as Figure 16

Appendix III

83

Figure 23: Impact of changes in employment and earnings by industry/sector
(Scenarios 14 and 15) on distribution of net household income by 2020/21
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Notes and sources: as Figure 16

Figure 24: Impact of changes in employment by industry/sector (Scenarios 16 and
17) on distribution of net household income by 2020/21
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Figure 25: Impact of changes in employment and earnings by region (Scenarios 18,
19 and 20) on distribution of net household income by 2020/21
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Notes and sources: as Figure 16

Figure 26: Impact of changes in employment and earnings by full-time/part-time
status (Scenarios 21, 22 and 23) on distribution of net household income by
2020/21
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