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The Living Wage
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What is the Living Wage?
The Living Wage is an hourly rate calculated according to the basic cost of living in
London and the rest of the UK. The UK Living Wage is calculated by the Centre for
Research in Social Policy. The London Living Wage is calculated by the Greater
London Authority.
The current rates are £8.55 for London and £7.45 for the rest of the UK. The Living
Wage is greater than the National Minimum Wage1, which is currently £6.19 per hour
for workers aged 21 and over (lower rates for under 21s). The Living Wage represents
a benchmark which nobody should have to be below, although it is not necessarily
something that will meet every household’s needs. Employers can choose to pay the
higher rate Living Wage on a voluntary basis. The Living Wage Foundation offers
accreditation to employers who choose to do so.2
The Living Wage Campaign was first launched by members of London Citizens3 in
2001. In 2005, following a series of campaigns and growing interest from employers,
the Greater London Authority (GLA) established the Living Wage Unit to calculate the
London Living Wage.4

1

See https://www.gov.uk/national-minimum-wage-rates on National Minimum Wage.
See Living Wage Foundation - http://www.livingwage.org.uk/about-living-wage .
3
See http://www.citizensuk.org/chapters/telco/ .
4
See http://www.london.gov.uk/mayor/economic_unit/workstreams/living-wage.jsp .
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In 2008 the Centre for Research in Social Policy (CRSP) funded by the Joseph
Rowntree Foundation began calculating a UK wide Minimum Income Standard (MIS)
figure. The MIS is an average across the whole of the UK, but does not reflect the
variation in the cost of living inside and outside of London.5
In 2011 Citizens UK6 brought together campaigners and leading employers from
across the UK to agree a standard model, calculated by the CRSP, for setting the UK
Living Wage outside of London.
Since 2001 the Living Wage campaign has impacted over 45,000 employees and now
involves over 100 employers.7
More recently, Ed Miliband, the Labour leader, and Boris Johnson, the Mayor of
London, have both voiced their support for the introduction of the Living Wage, while
several Whitehall departments are also considering the move. 8
In Scotland, John Park MSP has just completed a consultation on his proposal for a
Living Wage (Scotland) Bill.9 The main objective of the Bill is to increase the number of
workers in Scotland who are paid the Living Wage. The consultation sought views on
two approaches - delivering the Living Wage through the public sector procurement
process, and/or by placing a duty on Scottish Ministers to promote the Living Wage to
encourage employers, in all sectors, into paying their lowest paid workers the Living
Wage.10 The Scottish Government, however, has stated that it believes that it is not
possible under EU law to use public sector procurement processes to deliver the Living
Wage.
In the United States, Living Wage laws have been introduced in more than 140 cities
making it compulsory for employers tied in with government contracts to pay a Living
Wage.11 In New Zealand, some campaigners want to go a step further and a campaign
is being mounted to replace the adult minimum wage rate with the higher Living
Wage.12
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How is it calculated?
Both the London and UK Living Wage rates are based on an estimate of the costs of a
socially acceptable minimum standard of living for a range of household types,
although these costs are calculated in different ways for each rate. The London Living

5

See Centre for Research in Social Policy website for methods used to calculate the MIS and the UK Living Wage http://www.crsp.ac.uk/projects/living_wage.htm .
6
See http://www.citizensuk.org/ .
7
See http://www.livingwage.org.uk/employers for a list of employers at December 2012.
8
Media reports, for example - http://www.independent.co.uk/news/uk/politics/living-wage-for-all-workers-would-boost-taxes-andgdp-8432145.html
9
See http://www.scottish.parliament.uk/gettinginvolved/53618.aspx.
10
See http://www.scottish.parliament.uk/S4_MembersBills/Living_Wage_Consultation_Final.pdf for consultation document on
the proposed Bill.
11
Living Wage NYC - http://www.livingwagenyc.org/pagedetail.php?id=5.
12
See http://www.unite.org.nz/livingwage .
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Wage rate is based on a ‘basic living costs’ approach which seeks to estimate a ‘low
cost but acceptable’ (LCA) budget for 14 different household types. This LCA budget is
made up of housing, council tax, transport, childcare and all other costs in ‘a regular
shopping basket’. An average wage is then calculated that would meet the costs of
this budget for different family types, with the average weighted to reflect the
composition of families in London (estimated to be £7.10 an hour in 2012). The GLA
then calculates the wage that would be required to lift a worker and their family above
the capital’s relative poverty threshold of 60 per cent of median household income
(estimated to be £7.80 in 2012). An average is then taken of the ‘basic living costs’
wage and the ‘income distribution’ wage to calculate a ‘poverty threshold wage’ (giving
a figure of £7.45). A 15 per cent margin is then added to account for any unforeseen
events that would otherwise take a family below the minimum standard of living. This
took the 2012 rate to £8.55 per hour.13
The UK Living Wage is calculated using a similar approach to the LCA budget
calculation, but draws instead on the Minimum Income Standards (MIS) project based
at the University of Loughborough and supported by the Joseph Rowntree
Foundation.14 The MIS uses focus groups to agree a minimum acceptable family
budget for nine different household types.15

3

Who would benefit from a Living Wage?
Research recently carried out by Markit, on behalf of KPMG, found that one in five
earners were earning less than the Living Wage and Northern Ireland is the region with
the highest proportion of people (24%) earning below the Living Wage (Table 1).16
Table 1. Earners below Living Wage by Region (from KPMG Report)

13

Institute for Public Policy Research Report ‘Beyond the Bottom Line: The Challenges and Opportunities of a Living Wage’,
January 2013 - http://www.resolutionfoundation.org/media/media/downloads/Beyond_the_Bottom_Line_-_FINAL.pdf .
14
See Joseph Rowntree Foundation Report ‘A Minimum Income Standard for the UK in 2012’, July 2012.
15
Institute for Public Policy Research Report ‘Beyond the Bottom Line: The Challenges and Opportunities of a Living Wage’,
January 2013 - http://www.resolutionfoundation.org/media/media/downloads/Beyond_the_Bottom_Line_-_FINAL.pdf .
16
The KPMG Report was published in October 2012, so estimates were based on the Living Wage at that time, which was
£8.30 an hour in London and £7.20 outside London http://www.kpmg.com/UK/en/IssuesAndInsights/ArticlesPublications/NewsReleases/Pages/One-in-five-UK-workers-paidless-than-the-Living-Wage.aspx .
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In terms of occupation, bar staff, waiting and other catering staff are more likely than
other occupations to be earning less than the Living Wage (Table 2).
Table 2. Earners below Living Wage by Occupation (from KPMG Report)
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Arguments for and against the Living Wage
While there are many who argue the case for a Living Wage on ethical and economic
grounds, one of the major barriers for employers is the cost of adopting the Living
Wage. An Institute for Public Policy Research (IPPR) report on the subject makes this
point as follows:17
“Many of the high-profile financial and legal firms which have made the
decision to implement a living wage require relatively small numbers of
subcontracted staff and the cost of implementation for them is often
minimal, especially weighed against the reputational benefits that living
wage accreditation delivers. In contrast, aside from a handful of notable
exceptions, relatively few companies in retail, food service or the travel and
tourism sectors – accounting for the bulk of low-wage jobs – have become
living wage employers. For employers in these sectors, appeals to ethical
business best practice and the ostensible and much publicised benefits of
paying employees a living wage are seemingly outweighed by ongoing
concerns about their capacity to absorb the additional costs that a living
wage entails.”
A more recent IPPR report has attempted to estimate the impact of replacing the
National Minimum Wage with the Living Wage for all UK employees. 18 The report
concludes that households around the middle of the income distribution would gain
more than the poorest households and that the biggest beneficiary would be the
Treasury:
“…modelling an extreme scenario in which the living wage is guaranteed to
all UK employees we find that the workforce would see their gross earnings
rise by £6.5 billion. These gains would not all flow down to the poorest
working households. In fact, households around the middle of the income
distribution would gain disproportionately from the living wage as lots of low
earners live with others who are not necessarily low paid. But the biggest
beneficiary of the living wage would be HM Treasury, which would see
income tax receipts and national insurance contributions rise, while
spending on tax credits and in-work benefits would fall. We estimate that
the Treasury would achieve gross savings of around £3.6 billion if the living
wage was universally applied.”
The fact that the Treasury (and therefore the tax-paying public) would benefit is, of
course, also an argument in favour of the Living Wage. Other arguments in favour of a
Living Wage include the economic benefits of increased productivity, reduced staff

17

Institute for Public Policy Research Report ‘What Price a Living Wage? Understanding the impact of a living wage on firmlevel wage bills’, May 2012 http://www.resolutionfoundation.org/media/media/downloads/Final_What_Price_a_Living_Wage_1.pdf (page 6).
18
Institute for Public Policy Research Report ‘Beyond the Bottom Line: The Challenges and Opportunities of a Living Wage’,
January 2013 - http://www.resolutionfoundation.org/media/media/downloads/Beyond_the_Bottom_Line_-_FINAL.pdf
(page 5).
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turnover, reduced absenteeism, and a reduced reliance on welfare benefits. It is also
argued that adopting the Living Wage enhances the reputation of the employer and
improves the psychological well-being of the workers.19
Unison also makes the economic and ethical case for employers adopting a Living
Wage. They argue that in addition to the benefits for employers in terms of reputation,
recruitment, reduced staff turnover, reduced absenteeism, improved morale and
increased productivity, there is widespread acceptance of the principle that people
should not be expected to work for anything less than a basic standard of living.20

19

See, for example, research carried out on behalf of the Trust for London ‘The costs and benefits of the London living wage’,
September 2012 - http://www.geog.qmul.ac.uk/livingwage/pdf/Livingwagecostsandbenefits.pdf .
20
Unison Factsheet: The Living Wage - http://www.unison.org.uk/file/Living%20Wage%20Factsheet%202012.pdf .
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