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Cost of living in the UK

The UK population is expected to grow to 70
million by 2027. This will affect the spending

pattern of the Government and households alike.

Currently, the UK is considered to be a relatively
expensive country to live in; very few European
states have a higher cost of living.

While expenditure differs across the nation,
most UK households spend the majority of their
income on housing, transport and recreation.
Serious challenges related to population growth
could increase these expenses dramatically.

In this briefing, the cost of living in the UK will be
explored. It will be argued that prices have
increased over time and that it is probable that
they will grow further due to increased demand
and impending scarcity. While many problems
may be temporarily overcome with extra
funding, UK residents will have to foot that bill.

To minimise the harm that could cause, the
government should see population-related crises
in some local authorities as an indication of what
will happen in other areas if population growth
continues unabated. It must realise that policies
to stabilise population growth are urgently
needed to prevent this from happening.

UK versus the world

Numbeo — an online database that ranks the
living costs of cities and countries around the
world relative to the prices in New York City (NYC)
— uses various indices to determine the ranking
of every location. It assigns NYC a score of 100 on
every index. If a location is assigned a higher score
than that, it is assumed that it is a more expensive
place to live than NYC, but if it scores lower it is
considered to be cheaper. In its 2016 cost of living
index, Numbeo judges the UK, on average, as
follows:!

e Inthe cost of living index that excludes rent
from the calculations, the UK is ranked as the
12" most expensive country to live in, with a
score of 81.03. Only Switzerland, Norway,
Iceland, Denmark and Luxembourg hold a
higher ranking. The UK can thus be considered
a pricy European country.

e If only rents are considered, the UK moves to
the 16" overall position. Switzerland,
Luxembourg, Ireland and Norway are the only
European nations that reportedly have higher
average rental costs than the UK.

e When both cost of living and rent prices are
taken into account, the UK ranks in 13t
position, with a score of 59.53. Only
Switzerland, Norway, Iceland and Luxembourg
are more expensive places to live in Europe.

e The UK is ranked 18™ in the index of grocery
prices. For example, groceries are, on average,
cheaper in the UK than in France.

e The local purchasing power index shows
relative purchasing power in buying services
and goods in a given city or country, for the
average wage earned in that location. The UK
scores 120 on this index, meaning that UK
citizens earning the average UK salary can
afford to buy 20 per cent more goods and
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services than a NYC resident can with an
average NYC salary. With this score, the UK
ranks in the 22" position globally.?

The Numbeo database concludes that the cost of
living in the UK is on average 6.21 per cent higher
than it is in the United States, but that rent in the
UK is on average 8.67 per cent lower.® While these
data do not clearly differentiate between areas in
the UK, they illustrate that the UK is relatively
expensive compared to other developed nations.

Lowest Cost of Living

Chart: Business Insider UK

UK cost of living

In 2014, average household expenditure in the UK
was £531 per week. This was an increase from
£507 in 2012 and £524 in 2013.% Expenditure in
London, the South East, the East and the South
West exceeded the average.

This development follows a trend of growing
household expenditure. Between 2011 and 2013,
households spent an average of £496.70 per
week.®> The South East, London, the East and the
South West were considerably more expensive,
with average expenditures between £518.20 and
£585.40 per week. The North East, Wales and
Yorkshire and the Humber were cheaper, with
average expenditure being between £424.60 and

£438.80. Scottish households spent a weekly
average of £449.00.°
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The graph above displays how the spending
pattern of the average UK household has changed
in the last decade. While transport costs exceeded
all other costs initially, the costs of housing,
transport and recreation lie much closer to one
another today.” Food and non-alcoholic drinks
also account for a significant part of total
expenditure, but public services such as
healthcare and education are comparatively
cheap.®

UK, 2014

COICOP category £ per week % of total expenditure
Transport 74.80 14
Housing (net)!, fuel and power 7270 14
Recreation and culture 68.80 13
Food and non-alcoholic drinks 58.80 "
Restaurants and hotels 42,50 8
Miscellaneous goods and services 40.00 8
Household goods and services 3540 7
Clothing and footwear 2370 4
Communication 15.50 3
Alcoholic drinks, tobacco and narcotics 12.30 2
Education 9.80 2
Health 7.10 1
Total COICOP expenditure 461.20 a7
Other expenditure items 70.10 13
Total expenditure 531.30 100

Graph adapted from: ONS

In 2011 it was calculated that the government
would have to spend £165,000 on housing,
infrastructure, equipment and training per
additional person to ensure that they all
experience the same living standard as UK
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residents currently enjoy.® Existing UK residents
bear these costs, resulting in an increasing cost of
living. While it is often assumed that additional
people ‘pay for themselves’ by contributing to the
economy, it is also accepted that a population
increase of one per cent requires an additional
per cent of everyone’s assets to maintain a
constant quality of life. ' Hence, population
growth will evidently cause living costs to rise.

Housing costs

Housing accounts for 14 per cent of household
expenses. On top of this, the percentage of UK
households renting properties has increased from
29 per cent in 2006 to 35 per cent in 2013.1

The UK is facing a housing crisis. While there is a
demand for 240,000 new houses per year, only
120,000 properties are built annually.'? Housing
supply is at its lowest level since the 1970s, due to
scarcity of available land and shortages of
materials, such as bricks.*'% > Between 2014 and
2015, building costs increased by 1.4 per cent, and
it is expected that building costs will increase by
3.4 per cent solely due to material and labour
price inflation.®

The main reason for the growth in housing
demand is population growth. Statistics show that
the UK’s population size has risen from 52.3
million in 1960, to 64.4 million in 2014.Y7 Current
projections indicate that it will reach 70 million by

2027.%8 Naturally, a growing population will
increase the demand for housing still further, and
given that scarcity will become more common,
the UK faces a serious problem that will cause
housing prices to increase further in the future.

Council tax

It was announced in 2016 that nine in ten local
authorities are planning to increase council tax
levels. On average, households could see their
bills rise by £60.1° Local authorities have faced
serious cuts in funding from central government;
consequently, many councils have been unable to
meet all their responsibilities. Funding cuts,
combined with an ageing and growing population,
place a heavy demand on councils’ resources.
Hence, it is inevitable that they conclude there is a
need to increase council tax revenue. Such
increases, however, will have a substantial impact
on household spending patterns.

Utilities
Table 2.3.2 Average annual domestic gas bills for GB countries based on
consumption of 15,000kWhivear"

Pounds

Standard Credit Direct debit Prepayment
England & England & England &
Wales Scotland Wales Scotland Wales Scotland
2014-2015 -45 -4.6 -5,5 -4.8 -4,2 -4,0
Real terms®!
1998% 361 359 7 314 379 379
1999 344 348 303 303 360 360
2000 327 329 292 289 344 343
2001 321 323 291 287 338 337
2002 33 333 300 297 349 349
2003 333 333 303 302 350 348
2004 336 336 an 307 358 355
2005 379 378 346 340 394 393
______ 2006 | 453 M8 404 388 Al M8
2007" 498 491 450 436 531 533
2008 564 556 523 500 586 589
2009 626 615 575 558 656 657
2010 586 576 547 535 584 582
2011 631 625 586 576 625 621
2012 694 [it:14] 638 629 685 677
2013 726 717 664 652 717 710
2014 739 732 669 664 737 726
2015 704 697 630 630 704 695
% Change
2014-2015 47 43 53 51 45 43
Graph: GOV

The table above shows that the average domestic
gas bill has increased dramatically between 1998
and 2015 in all countries of Great Britain. While a
slight price fall was witnessed between 2014 and
2015, the average price of that year still exceeds

the 1998 tariff greatly.?° It is likely that prices will
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grow further, because gas is a natural, non-
renewable resource. Natural gas reserves are
expected to last for only another 54.1 years,?! yet
it is projected that the global demand for gas will
almost double by 2040.22 It is probable that
impending scarcity will drive gas prices up.

Table 2.2.2 Average annual domestic standard electricity bills for UK countries

based on consumption of 3,800kWhiyear'"

Pounds

Standard credit Direct debit Prepayment
England Morthern  England Northern  England Morthern
&Wales Scofland Ireland  &Wales Scofland Ireland & Wales Scolland  Ireland
Real terms®)
1996 464 467 569 456 461 571 496 493 613
1997 435 435 541 424 429 543 462 456 577
1998 402 416 493 389 410 481 429 436 523
1999 389 408 438 a7 396 476 418 427 517
2000 aro 393 450 357 380 439 398 410 460
2001 356 386 459 343 370 445 381 400 477
2002 344 a7 459 3 363 445 369 392 454
2003 337 368 446 324 357 434 359 385 440
2004 335 382 439 a1 365 428 357 398 435
2005 364 405 439 246 381 423 30 41 429
(_._2006 | 422 456 453 | 392 423 437 449 482 a42
2007 461 485 461 426 441 445 452 504 450
2008 515 532 542 477 481 524 539 557 530
2009 517 546 610 476 494 587 528 550 595
2010 488 516 571 449 470 549 499 520 557
201 518 540 590 480 494 568 526 537 576
2012 541 559 625 500 511 592 543 545 603
2013 566 582 599 524 533 567 571 575 575
2014 572 578 636 527 530 598 576 572 615
2015 568 572 593 515 521 567 572 568 571
% Change
2014-2015 -07 -1,0 68 23 17 52 07 -07 72
Graph: GOV

For now, the price of electricity has not fluctuated
as much as that of gas. The UK mainly uses gas
and coal to generate electricity; gas-powered
generators produce 30 per cent of the electricity
used in the UK.2® Yet, both coal and gas are finite
resources. Consequently, it is reasonable to
expect a price-increase for electricity, too, if the
UK fails to start generating more electricity in a
sustainable fashion. Population growth will create
greater demand for electricity and force the UK to
speed up the development of sustainable
methods, which will be a more expensive route
than a more gradual transformation towards a
sustainable society.

Transport

In 2014, UK households spent on average £74.80
on transport, approximately 14 per cent of their
weekly expenditure.?* While this is an increase
compared to the average of £64.80 per week
spent in 2012, it is much lower than the costs of

transport in the early 2000s.?° The growth in
expenditure can be attributed to increased vehicle
purchases and increasing petrol and diesel

prices.2&%”

On average, Londoners spend less on transport
than other UK residents. This is mostly due to the
extensive public transport system. Only 61 per
cent of London households owned a car between
2011 and 2013, compared to a national average of
75 per cent.?®

Currently, many means of public transport are
overcrowded, and roads are congested across the
UK. The London Underground transports up to
4,725 million passengers every day.?® Buses carry
6.25 million passengers per day and there are
24,500 active taxis in the city.3° In 2010, UK
drivers travelled 261 billion miles, and in terms of
journey time they lost on average 19.2 seconds
per mile due to traffic-congestion.3! It is expected
that all these numbers will increase dramatically
in the future due to population growth.

Figure 1.1: Transport expenditure by selected items

UK, 2014

Repairs and Transpott services,
servicing, £590 ___ mainly travel fares,
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costs, including
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Purchase of second
hand cars orvans,
£14 B0 (20%)

Graph: ONS

Population growth could make infrastructure
much more expensive for the average household.
It is likely that petrol and diesel prices will
increase further, because both are finite fossil
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matters

fuels. Higher demand for ever-scarcer fuels will
drive prices up.

. . Useful lifespan Annual
Expenditure items of assets retirement rate
Dwellings, buildings and structures 50 years 1.85%
Tertiary education 35 years 2.78%
Fum‘lshlmgs ar?d household equlpmer]t, 20 years 4.87%

building maintenance and renovation
TransEJort equlpmenttother machinery 15 years 6.53%
equipment and cultivated assets
Other items of household consumption
listed as durable goods 10years 9.85%
Items listed as semi-durable goods 5 years 19.83 %

Table: Population Matters

Moreover, population growth would shorten the
lifespan of transport assets. Overuse of existing
assets would cause these to deteriorate more
quickly.3 It is assumed that a population increase
of one per cent means that an additional per cent
of all assets is needed to maintain a constant
quality of life.3® This means that the replacement
rate of transport assets is not 6.53 per cent, as the
table shows, but at least 7.53 per cent when the
population grows: 6.75 per cent to replace, and
one per cent to expand in order to meet the
demands of an expanding population.3* Itis
inevitable that UK households will pay the price
for a higher demand on infrastructure — either
directly, or through taxes.

Recreation and culture

Around 13 per cent of household expenditure in
2014 was spent on recreation and culture. This is
an increase of approximately £5 per week
compared to the previous year.®

The extra spending on non-essential services has
been attributed to economic growth.3® Since 2002
there has been an upward trend in spending on
recreation and culture.? The growth in spending
on recreation and culture suggests that, while
these services are often seen as non-essential,
many value them enough to prioritise them in
times of economic fluctuation. It may be that

people have become so accustomed to certain
services that they have ceased to be luxury goods
and are instead perceived as essential to well-
being. At the same time, certain non-essential
goods such as tobacco have become less desirable
over time; hence spending on tobacco has fallen.®

Figure 1.2: Recreation and culture expenditure by selected items
UK, 2014
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Population growth will affect people’s
recreational experiences. Parks and playing fields
are threatened by the increasing demand for new
properties. Over 20,000 playing fields for children
have been lost since 1990 in London, for
example.® Beaches are polluted with debris and
sewage, both side-effects of human activity.* It
has been estimated that polluted beaches could
cost Blackpool alone £1 billion over 15 years.*
Pollution is a threat to human health, and makes a
seaside visit a less attractive leisure time activity.*?
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Finally, the more people there are, the more
people will use recreational services. This means
that queuing will be an increasingly common part
of leisure time activities. Theme parks such as
Alton Towers have already made a business out of
selling ‘jump the queue’ tickets.*® This implies that
people are already sick of the long queuing times.

Public services

For many years, the UK has guaranteed quality
education and healthcare, predominantly free of
charge, for all its residents. Population growth has
put a big strain on these two major public
services. Schools cannot keep up with pupil
numbers, and face difficulties when recruiting
teachers.*** The National Health Service (NHS)
faces an increasingly large funding gap and, due to
this growing demand, has been forced to increase
its waiting times.4®47

It is likely that the government will not be able to
continue providing these services free of charge
without comprising quality as the population
grows. Consequently, UK households could be
forced to spend far more than three per cent of
their expenditure on public services. Alternatively,
the government might have to increase its taxes
in order to continue providing services. Either
way, tax-payers would foot the significant bill.

Building new schools is very expensive. For
example, London boroughs had £576 million to

spend on building projects between 2013 and
2015, yet still faced a shortfall of £1.04 billion.*®
The NHS has also seen its expenditure grow: in
2003 — 04 it spent £64 billion, but by 2014 — 15
this had almost doubled to £113 billion.* The
share of the Gross Domestic Product (GDP) spent
on the NHS grew from approximately three per
cent in the 1950s to around eight per cent in
2009.%° |n spite of this, it has been estimated that
the NHS could face a funding gap of £30 billion by
20215t

Conclusion

The UK is ranked 13™ in the world for high living
costs; very few European states are more
expensive. While average household expenditure
differs across the nation, most is spent on
housing, transport and recreation. For now, UK
public services are provided mostly free of charge.
However, the UK faces serious challenges related
to population growth that could change that.

Population growth will drive up housing prices,
create increasing demand for energy and cause
additional congestion in the transport system. The
government may have to start charging for
services that are now freely available for all — or
it may have to increase its taxes, as local
authorities already have. In the short term, it may
be possible to cope with these problems through
extra government support, but with population
levels expected to grow significantly and
consistently in most UK regions, the problems that
are already faced in many areas will spread.

The government should see population-related
crises that are already present in some of its local
authorities as an indication of what will happen in
other areas if population growth continues
unabated. It must realise that policies to stabilise
population growth are urgently needed, to
prevent this from happening.
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