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IN LATE 2011, a range of commentators ques-
tioned how it could be justified for benefits to
be raised by over 5 per cent (the September

2011 inflation rate) in 2012, when most hard-
pressed working people, who would be taxed to
pay for those benefits, were seeing much small-
er pay increases. 

These arguments were flawed at several levels
(see Box 1). But what was most striking was the
inconsistency in political approaches to benefit
levels in good times and in bad times. Poverty
campaigners have spent decades struggling to
demonstrate the injustice of failing to improve
the incomes of the worst off while the rest of
Britain prospers. While the importance of rela-
tive poverty is now widely accepted in social
discourse, we continue to have a political sys-
tem that considers it acceptable to uprate most
benefits and tax credits only in line with prices
rather than earnings. This system accepts that

human decency requires that families with the
least should not become worse off in absolute
terms. However, it also dictates that as others
become better off, families relying on benefits
should only share in this good fortune at the
discretion of our politicians and the taxpayers to
whom they answer. 

Yet today, when for the first time since the
Depression earnings are rising more slowly than
prices over a sustained period, the formula is
suddenly reversed. People are arguing that
benefits should be referenced to earnings not
prices; that the worst off should share in the
bad fortune of others; and that the previous
decency principle, preventing the worst off from
becoming worse off still in absolute terms,
should go out of the window. 

A small mercy in the unfolding of this debate
late last year was that the government did pre-
serve a prices link for basic safety-net benefits
in 2012, although it announced other retrench-
ments in the uprating of tax credits. At present,
both working tax credit and child benefit are
frozen, and hence declining in real terms, while
the switch to the Consumer Prices Index (CPI)
as a basis for inflation-uprating has made the
system significantly less generous to all
claimants. This raises serious issues about the
future adequacy of benefits and the system
used to uprate them.

Benefit uprating 1981–2010
Since 1981, the default system of uprating most
benefits and tax credits has been to link them
with inflation. In most cases, this default rate
has been the one applied to annual increases. 

However, the Labour government of 1997–2010
superimposed selective real-terms increases for
two favoured groups – children and pensioners
– in an effort to reduce relative poverty for these
groups. In the case of pensioners, the safety-
net benefit (income support, then minimum
income guarantee, then pension credit) was first
raised substantially and then linked to average
earnings. This fixed the safety net for pension-
ers at a level close to 60 per cent of median
income, and hence ensured that, in general,
pensioners who claim do not have to live in 
relative poverty.
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many benefits and tax credits are linked to infla-
tion, different indices are used in different cases
and, in a number of cases, no uprating has been
applied. In particular, the persistent failure to
uprate the family element of child tax credit or
the income threshold above which working tax
credit is withdrawn have eroded the value of the
tax credit package for families with children,
especially those in work. 

For families with children, the increases have
been more hit and miss. In the late 1990s, in
2003 and in the late 2000s, substantial increas-
es in funding for tax credits helped lift the over-
all value of transfers to low-income families. In
addition, the default increase in the child ele-
ment of child tax credit has been pegged to
earnings rather than prices. However, unlike for
pensioners on safety-net benefits, this earnings
link applies only to part of the income of low-
income families with children, which also
includes elements that rise more slowly (income
support or working tax credit, child benefit and
the family element of child tax credit). As a con-
sequence, transfer incomes for families with
children have been more subject to the year-to-
year generosity of the Chancellor. 

Figure 1 shows how the value of various types
of transfer income has evolved relative to aver-
age household income since 1981. In each case
this compares disposable incomes attributed to
a single individual – on the one hand, actual
median household income after housing costs
adjusted (equivalised) for a single person; on the
other, the ‘safety-net’ income paid for a single
unemployed adult, a single pensioner and a
young child.

The most striking feature of Figure 1 is that,
over three decades, while median incomes
have increased by nearly 70 per cent in real
terms, basic income support rates for adults
have not changed. As a consequence, adult
income support now covers only 32 per cent of
a single person’s median disposable income,
rather than the 52 per cent  in 1979 (producing
income 40 per cent lower than it would have
been had benefits kept up with median house-
hold income growth). Support for children fol-
lowed this pattern until the late 1990s, since
when it has grown proportionately faster than
average incomes – doubling in real terms.
However, while this change has made an impor-
tant contribution to the fall in child poverty over
this period, its effect has been modified by the
fact that families with children also contain
adults, and hence have incomes that include
income support, which continues to be frozen in
real terms. The combined benefits of an adult
and a child did rise faster than median income
in this period, rising from 60 per cent to 68 per
cent of a single person’s median income
between 1998 and 2009. However, this was still
far below 1981, when it was 82 per cent.

In 2008, a thorough analysis for the Joseph
Rowntree Foundation of the present uprating
system and its future consequences produced
two main striking conclusions.5 The first is that
the present system is highly arbitrary. While

Box 1: What five things are wrong with this statement?

It is unfair for a worker on a low wage who has had a tiny or no pay rise to be pay-
ing taxes to fund a 5.2 per cent increase in benefits in April, when it is forecast that
inflation will have fallen to around 3 per cent.

1 The increase will be needed to cover inflation. The system of fixing April benefit
increases to the inflation rate the previous September produces increases that are
sometimes higher and sometimes lower than the actual inflation rate at time of the
uprating. But cumulatively, it keeps benefits in touch with prices, albeit with a slight
lag. The important thing to remember is that none of the 5.2 per cent rise in prices
between September 2010 and September 2011 has yet been reflected in benefit
increases, so if one were only to base the uprating on a smaller rate of change
between April 2011 and April 2012, the cumulative value of benefit rates would fall
behind the cumulative rise in prices.

2 ‘Inflation linking’ of this kind actually falls short of covering the growing cost of
essentials. In recent years, prices have risen fastest for items such as domestic fuel
and food, which, as essentials, form a greater proportion of the budget of people who
depend on benefits than of average spending, on which headline inflation rates are
based. Moreover, by switching to upratings based on the CPI, benefits are being
uprated more slowly than would otherwise be the case. Research on a minimum
income standard for the UK shows that, over the past decade, the cost of a minimum
basket of goods and services has risen by 43 per cent, while the CPI rose only by 27
per cent.1

3 If we think that benefits should be raised not according to inflation but accord-
ing to what can be afforded based on people’s pay rises, we should arguably
increase income support not by 3 per cent or 5 per cent but by 9 per cent. This
is how much income support would have to go up in 2012 to reach the level it would
be at if it had been linked to average earnings over the past ten years – reflecting both
an initial increase in average earnings and their more recent fall. And this takes
account only of the tail end of the period of rapid growth in real earnings in the 1990s
and early 2000s.2 The increase would have to be much greater to take account of ear-
lier periods of earnings growth on which benefit recipients have missed out.

4 Workers on the lowest earnings receive significant income from the state, and
lose out when this is inadequately uprated. It is a false dichotomy to compare the
interests of people in work with people receiving support from the state. For exam-
ple, five million children live in working families receiving the child element of child tax
credit3 – around twice as many as live in out-of-work families.

5 A decision to ensure that out-of-work families avoid a fall in their standard of liv-
ing need not involve higher tax for the poorest in-work families. Most income tax
revenue comes from the better off. The worst off 50 per cent of taxpayers contribute
only 10 per cent of all income tax, while the best off 10 per cent pay 58 per cent.4 The
government’s helpful policy of raising personal tax allowances but lowering the
threshold for higher rate tax, to avoid higher rate taxpayers benefiting, helps ensure
that any increase in the income tax burden is concentrated on those with the broad-
est shoulders. In 2011, the government demonstrated directly how people on low
incomes can be protected from the impact of a direct tax rise, by preserving Labour’s
plan for a 1 per cent hike in national insurance contributions but increasing thresh-
olds for paying it, so that those on low wages and their employers do not lose out.



8 Poverty 141 

feature Benefit uprating

and the Rossi index to the CPI. This will have a
huge long-term effect, since CPI rises system-
atically more slowly than these other indices.

Box 2 below sets out the present situation. This
shows a significant retrenchment in benefits
spending through uprating. While the freezing of
various benefits is not unprecedented, what is
new is that the basis for uprating is not being
guided by any serious attempt to preserve the
living standards of people on very low incomes.
‘Inflation uprating’ remains part of the system,
but the selective way in which this is applied
means that families are becoming worse off in
real terms. To understand the extent to which
this is so, we need to look further at the nature
of inflation and how it is measured.

Benefit uprating and inflation
For many years it was taken for granted that
pegging a benefit to an inflation index would be
a reasonable means of maintaining its real value
as prices rise. Today, attention has focused on
which index is used, as it has become evident
that this can have a huge effect on the level of
benefits in the long term.

A central issue is whether it is fair to switch
upratings to the CPI, rather than a combination
of the RPI and the Rossi index. The RPI and the
Rossi index use a different technique for index-
ing prices than the CPI. Essentially, the CPI
takes greater account of people switching their
consumption away from things that get relatively
more expensive, thus modifying the effect of
inflation overall. A crucial difficulty with applying
such an index to benefits and tax credits is that
people on low incomes have relatively little dis-
cretion over many of the essential items that
they buy, partly because they are less mobile as
shoppers and partly because when an essential

The second overall conclusion of the Rowntree
report was that the system creates a continuing
phenomenon of ‘benefit erosion’, by which the
contribution of taxpayers to the incomes of
people on benefits falls greatly in proportion to
taxable incomes, because benefits do not rise
systematically with earnings. As a conse-
quence, the report estimated that applying the
default upratings only over the next 20 years
would almost double child poverty. (This was
based on the assumption that real earnings
would rise continuously by 2 per cent a year –
in dramatic contrast to the reality that ensued.)

Benefit uprating now
Changes to the ways benefits are uprated are
being used as a tool for containing public
expenditure. This is happening in two ways. Ad
hoc adjustments to upratings are being used to
help reduce spending in the recession. For the
longer term, the basis of inflation uprating has
been changed from the Retail Prices Index (RPI)

Box 2: Recent and current uprating of benefits for families with children

Income support was uprated by the Rossi inflation index until 2010, and is now being
uprated by the CPI.

Child benefit has usually been uprated by the RPI (although sometimes faster and
sometimes slower), but is not being uprated at all from 2011 to 2013.

The child element of child tax credit was uprated at least in line with earnings by the
last government. The present government is uprating it at least in line with the CPI (which
is presently rising faster than earnings), but recently cancelled the above-indexation
increase that it had previously announced for 2012/13

The family element of child tax credit has remained unchanged in cash terms since it
was introduced in 2003.

Working tax credit has usually been uprated by the RPI, but is being frozen in 2012/13.
Its actual value to claimants has been eroded by the frequent failure to uprate the income
threshold, meaning that someone whose earnings rise only by inflation has a greater pro-
portion of these earnings subject to the ‘taper’, lowering their entitlement.

Figure 1: Basic benefits compared with median disposable income, 1979–2009 (2009 prices)
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item becomes more expensive, there may not
be a ready substitute that gives equivalent value. 

Furthermore, none of the general indices accu-
rately reflect the actual changes in the cost of
budgets for low-income families, because they
are weighted according to overall household
spending. People on low incomes tend to
spend proportionately more on certain items
such as food, domestic fuel and public trans-
port. While these items do not always rise faster
than general prices, in the past decade they
have tended to do so. As shown in Figure 2, the
cost of a ‘minimum’ basket of goods and serv-
ices rose much faster than the CPI between
2001 and 2011, and someone whose benefits
had only been uprated by the CPI in that period
would have a shortfall of about 11 per cent as
opposed to if they had been uprated by the cost
of the minimum basket. This has been influ-
enced partly by increasing global pressures on
energy and other raw materials, pushing up the
price of food and domestic power, and partly by
declining subsidies for such items as public
transport. Both types of pressure are likely to
continue into the future.6

In this context, the index used to uprate bene-
fits has become a highly imperfect mechanism
for preserving their real value. It has become a
rather arbitrary means of raising benefits by an
amount that politicians feel that the country
can afford, rather than of protecting living 
standards. 

Benefit uprating and the future 
The future is looking very different from how it
did just four years ago, when a Joseph
Rowntree Foundation report could warn of the
consequences for relative poverty of uprating
benefits only in line with prices, while earnings
rose steadily in real terms. Today, as earnings
fall in real terms, even adequate protection
against rising prices has been seriously under-
mined, and poverty measured in absolute terms
is forecast to rise. While growth will no doubt
return eventually, it will do so in a context in
which the system for uprating benefits and tax
credits will have changed markedly.

In confronting this future, there is a need to re-
establish principles linking benefit uprating to
some stable concept of what is fair, rather than
just ad hoc decisions about what can be afford-
ed. As a start, this might involve reasserting
what is referred to here as the principle of
human decency: that whatever other economic
and political pressures are at play, society does
not accept that the living standards of the least
well off families in the country should be low-
ered in absolute terms. This requires first that

the government does not take uprating ‘holi-
days’, in which the benefits on which these
families rely are frozen, and hence allowed to
deteriorate in value with rising prices. Second, it
depends on a system of inflation uprating that
in some way reflects the actual increase in living
costs faced by claimants, rather than an index
chosen principally to limit the cost of benefits to
the exchequer. While governments might in
practice insist on such an index to be used,
they should not be allowed to pretend that this
affords social protection by maintaining the
‘real’ value of benefits. 

If Britain’s prosperity starts to grow again, there
will also be renewed, legitimate arguments for
benefits to be increased in real terms in order for
those in greatest need to share in such growth.
But such improvements need to build on a new
foundation that at least maintains the real value
of benefits. Without such a foundation, the abil-
ity of benefits to provide even the most basic of
safety nets will be further undermined. ■

Dr Donald Hirsch is Head of Income Studies at the Centre
for Research in Social Policy, Loughborough University
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Figure 2: The cost of a minimum basket compared to general inflation
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