The cost of
living under
Labour

Introduction and summary
Gordon Brown claims that official inflation is running at 2.5%, but anyone who has
done their weekly household shopping, paid energy bills, or received a council tax bill
has questioned whether this is actually the real cost of living.
As this publication shows, the real cost of living is rising much faster than Labour
claims. According to research commissioned by the Conservative Party from the House
of Commons library, the prices of goods and services which are bought frequently have
tended to increase more rapidly than the official inflation rate.
The prices of many basic household items – bread, butter and eggs – have seen double
digit rises in recent months. Petrol prices have been rising rapidly for many years now.
Gas and electricity prices have jumped by 10% in the last month alone.
New analysis by the Conservative party shows that since Gordon became Prime
Minister nine months ago:
•
•
•
•
•
•
•
•
•

The price of butter increased by 37%
The price of a dozen eggs increased by 34%
The price of a loaf of bread increased by 28%
The price of flour increased by 22%
The price of a pint of milk increased by 17%
The price of cheese increased by 17%
The price of a sack of potatoes increased by 11%
Gas and fuel prices have increased by 10%
Petrol prices have increased by 8%1

Labour’s tax rises are adding to the burden.
•

The latest Labour Budget will add £110 a year to every family’s tax bill. As a result
of the Budget changes, the tax take will be £2.8bn a year higher by 2010.

•

Council tax is also due to go up by 5% this year.

•

According to the British Beer and Pub Association, Labour’s across the board
alcohol tax rise will mean that a pint of beer will cost £6.50 by the time of the 2012
London Olympics.

As a result of high inflation and high taxes, real earnings have fallen for the past two
years. New analysis by the Conservative Party shows that:
•

Rising inflation and housing costs mean single men and women in work are
now £10 a week worse off compared with 2001.

•

Average earnings have fallen by £215 over the last two years.

•

Since 2000, interest rates in the UK have been the highest in the developed
world.
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ONS July 2007 to February 2008 – data series CZMK, CZNK. CZNT, CZNV, CZNW, CZOB, CZOC,
CZOH, D7DT, D7DU
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Other new analysis by the Conservative Party also reveals that:
•

The doubling of council tax bills under Labour has significantly added to the
burden on Britain’s families. It now takes three weeks worth of wages – a week
longer than in 1997 – to pay off an average council tax bill.

•

High inflation means that students have interest charges which are double the
average loan repayment for a typical new graduate, even though student loans
are meant to be interest free.

•

If inflation remains high, a family day out at the London Olympics in 2012 will
cost over £1200.

•

Energy bill increases mean that 440,000 families have fallen into fuel poverty in
the last month alone, on top of the 4.4 million who are already in fuel poverty.2

The Labour Government is completely out of touch with reality. Instead of taking steps
to lighten the load, Alistair Darling used this month’s Budget to put up taxes by the
equivalent of £110 a year for each family. Alcohol saw the largest tax increase in a
generation. And owning a car has just got much more expensive.
New analysis by the Conservative Party shows that the cost of running an average
car has leapt from £1,400 in 1997 to £2197 today. Alistair Darling’s tax on motorists
will hit half of all motorists, including anyone driving ordinary family cars such as the
Ford Mondeo or Nissan Micra.

Conservative Party cost of living policies
Labour has overspent and overborrowed, and as a result the public finances are in a
mess. For example, we have the largest budget deficit of any major economy. That is
why Labour is putting up taxes in a downturn, and kicking people when they are down.
This also means there is now no room for maneouvre. We cannot credibly commit to
upfront unfunded tax cuts to reduce the cost of living. However, we do have specific
proposals to help hard-working families. Some of them can only be delivered over the
long term. Above all, and unlike Labour, we would not kick families when they are
down.
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DBERR analysis - http://www.berr.gov.uk/files/file16807.pdf
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Our key policies on the cost of living:
Giving 1.8 million couples an extra £2,000 a year
We will end Labour’s couple penalty in the tax credits system. We will increase the
Working Tax Credit that couples currently receive from £3,430 to £5,385 – an increase
of up to £38 per week. This will cost £3 billion. 1.8 million of the poorest couples with
children will gain, on average, £32 a week. The direct effect will be to lift 300,000
children in two-parent families out of poverty. This tax change will be implemented as
savings are generated through our radical programme of welfare reform.
Council tax
The Conservative Party will use direct democracy to control council tax bills, through
council tax referendums. We will give power to the people to stop high council tax
rises.
Any proposed excessive council tax rise above a set rate would require the approval of a
local referendum. This will ensure there is a greater connection between the spending
decisions of town halls and the wishes of local residents.
Shifting the burden of taxation away from families
We will create a new Family Fund, which will use all revenues generated from new
green taxes to cut taxes on families.
This is central to our commitment to increase the proportion of taxation raised through
green taxes by rebalancing taxation away from taxing ‘good’ things, like jobs and
investment, towards taxing ‘bad’ things, like pollution and carbon emissions.
Making it easier to get on the housing ladder
We will abolish Stamp Duty for first-time buyers, for home purchases of up to
£250,000. 200,000 first-time buyers will benefit each year – saving an average of
£2,000 each. Nine out of ten first-time buyers will pay no Stamp Duty at all. This tax
change will be paid for in full from a fixed levy on foreign non-doms.
Sharing the proceeds of growth
We want to deliver lower taxes, but they have to be sustainable - which means we will
not take risks with economic stability or the public finances. Clearly the public finances
are in a mess and we have the largest budget deficit in western Europe. To tackle that
mess our approach, which we first set out over two years ago, is to share the proceeds of
growth over the economic cycle between public spending, reducing government debt
and lower taxes. Over a cycle the economy will grow faster than government will. That
is the only sustainable way to achieve lower taxes for the long-term.
Tackling personal debt
We will ensure that there is much clearer information for credit card users. Credit card
adverts, application forms and statements should all include ‘illustrative scenarios’ that
explain exactly how much credit will cost if only minimum repayments are made every
month. We will prevent the unethical marketing of Individual Voluntary Agreements
(IVAs), and tackle financial exclusion.
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A fairer deal for gas customers
18 months ago, David Cameron called on the Office for Fair Trading to ensure that
customers are not being ripped off and that costs are being passed through fairly.
When energy companies buy gas, the price they pay is kept secret. Only the small
proportion (approximately 10%) of gas needed to serve peaks in demand is traded
openly. So there is no way to find out what price gas companies paid for the gas they
supply, and no way of knowing if customers are getting a fair deal. This is simply
unacceptable.

The cost of living is rising
According to the official measures, inflation is rising
The UK's official inflation rate rose to a nine-month high in February 2008 – the most
recent figures available.
After a decade of ever-cheaper imports, import prices are now rising.3 As the following
chart from the Bank of England’s November Inflation Report shows, import prices for
all goods – represented by the green line – are now rising.

Chart 4.4 Annual UK goods import prices(a)

(a) These data have not been adjusted for missing trader intra
(b) Bank estimate. Defined as food, beverages and tobacco, basi
(c) Data for 2006 are only available up to September. The full

3

-community (MTIC) fraud.
c materials, fuels, semi -manufactures and other miscellaneous goods.
calendar year estimate has been calculated by applying the annua
l growth rate over this period to the 2005 level.

Bank of England Inflation Report November 2007

4

Official inflation figures
In Budget 2003 Gordon Brown changed the official inflation measure in 2003 to the
CPI (Consumer Price Index) from the RPI (Retail Price Index), and RPIX for the
inflation target.
Unlike the RPI, the new CPI does not include many of the most significant – and fastest
rising – costs of living, like the cost of housing or council tax. So for many households,
the inflation they face is far higher than the ‘official’ figure. Economists recently found
that some pensioners, for example, faced an inflation rate of 9%, more than treble the
official rate.4

But the real cost of living is significantly higher
The official consumer price index does not tell the full story on inflation. According to
the House of Commons library, the prices of goods and services which are bought
frequently have tended to increase more rapidly than the average inflation rate.
Analysis by the Office for National Statistics (ONS) has shown that the inflation rate for
goods bought at least monthly was at least one percentage point higher than the overall
rate of inflation between January 2003 and September 2006. In some months the
difference was more than two percentage points. With falling earnings growth under
Labour, this means that many households are now feeling the pinch.
•

Disaggregating essential items from the headline inflation figures bears this out.5

•

Electricity price inflation has run at twice the official rate of inflation since 1997.

•

Petrol price inflation has run at three times the official rate of inflation since 1997.

•

Household gas price inflation has run at four times the official rate of inflation since
1997.

•

Council tax bills have increased by six times as fast as the official rate of inflation
since 1997.

4
5

Capital Economics What’s your inflation rate?
ONS, CPI and RPI price data
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Inflation of selected goods, annual change to January 2008
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The rise in inflation has accelerated significantly in recent
months
Recent months have seen dramatic increases in the price of basic goods (like bread) and
necessities (like electricity).6
In the last month:
•
•

Gas bills went up 12.6% in February alone
Electricity prices went up 10.6% in February alone

This inevitably means more families in fuel poverty7. According to official government
figures, for every 1% rise in fuel bills it is estimated that an additional 40,000
households are drawn into fuel poverty8. The most recent inflation figures suggest that
an additional 440,000 families have fallen into fuel poverty in the last month alone, on
top of the 4.4m who are already in fuel poverty.9
Other figures show very high annual rises in the price of basic goods:
•
•
•
•
•
•

Price of bread up 15.1% since February last year
Price of eggs up 30.8% since February last year
Price of butter up 36.3% since February last year
Price of cheese up 15.6% since February last year
Mortgage interest payments were up 11.8% since February last year
Price of petrol up 20.3% since February last year

The rising inflation means that households’ spending on basics rose to £388 per
week in January – a year-on-year rise of 4.9 per cent.
Labour’s tax rises are increasing the cost of living
•

The latest Labour Budget will add £110 a year to every family’s tax bill. As a result
of the Budget changes, the tax take will be £2.8bn a year higher by 2010.

•

Council tax is also due to go up by 5% this year.

•

According to the British Beer and Pub Association, Labour’s across the board
alcohol tax rise will mean that a pint of beer will cost £6.50 by the time of the 2012
London Olympics.

•

Over 111 Tax Rises Since 1997. During his ten years as Chancellor, Gordon
Brown introduced over 111 stealth tax rises, including the abolition of tax credits on
pension funds’ dividends and increases in stamp duty (HM Treasury, annual
Budgets and Pre-Budget Reports).

•

Rising Tax Burden On Families. According to independent experts, taxes have
risen by £5,400 since 1997 for every family in the UK after allowing for inflation
(Institute for Fiscal Studies, Pre-Budget Report Briefing, September 2007).
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ONS, Consumer Price Indices, March 2008
Fuel poverty is defined as needing to spend more than 10 per cent of income, excluding housing benefit,
on fuel to maintain an adequate standard of heating
8
http://www.berr.gov.uk/files/file16807.pdf
9
Energywatch
7
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•

Stamp Duty Rising. Under Labour, revenue from stamp duty has quadrupled to
over £13 billion (HM Treasury, Budget 1998; Budget 2007, table C8). In 1997 the
average homebuyer did not pay any stamp duty on their first home. Now first-time
buyers have to pay the Treasury £1,600 on average (Homemove, Press Release, 2
January 2008).

•

Taxes on Small Businesses Increasing. The corporate tax rate on small business
will rise from 19 per cent to 22 per cent in 2009, bringing the Treasury an extra £1.5
billion (CBI, Press Release, 9 October 2007).

Households are feeling the pinch
According to research from ASDA and the CEBR, while average earnings before tax
went up £22 a week last year, the average family was left £5 a week worse off. This is
because rising taxes and rising inflation on essentials like food, housing and transport
added an extra £27 a week to household bills10.
•

The average UK household family has 3.2% less disposable income to spend on
leisure and entertainment in January 2008 than in January 2007

•

Cost of living (spending on essentials) has risen by 4.9%

The income tracker, which is compiled by the Centre for Economics and Business
Research, reveals that the average household in the UK has 3.2% less to spend
compared to a year ago (January 2007 compared with January 2008).
Average UK household spending power, £ per week, current prices:
Month

Spending power

January 2007

£143

February 2007

£140

March 2007

£133

April 2007

£135

May 2007

£138

June 2007

£139

July 2007

£141

August 2007

£142

September 2007

£142

October 2007

£139

November 2007

£137

December 2007

£136

January 2008

£138
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CEBR analysis for ASDA, published on 3 March 2008
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Poor households hit hardest
Inflation affects all families, but hits the poor hardest of all. Research from the Alliance
Trust shows that the unemployed, students, and those on earnings around £17,000 face
the highest inflation rates.
Inflation Rates

Jan 08 Feb 08

Socio Economic Groups
Unemployed
No persons working
Long term unemployed
Students
Single parent -1 child
Single parent – 2+ children
2 adults – 1 child
2 adults – 2+ children

2.8%
2.7%
2.2%
3.0%
2.1%
2.4%
2.8%
2.7%

3.1%
3.1%
2.6%
3.2%
2.4%
2.7%
3.0%
2.9%

Age Groups
Under 30
30-49 years
50-64 years
65-74 years
75+ years

2.8%
2.7%
2.8%
2.8%
3.0%

3.0%
2.9%
3.1%
3.1%
3.5%

Income Groups
Lowest income (<£7000)
Lower middle (average £17,000)
Upper middle (average £35,000)
Highest (>£64,000)

2.5%
2.8%
2.7%
2.9%

3.1%
3.2%
3.0%
3.0%

Official Rate of Inflation

2.2%

2.5%

Source: Alliance Trust
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Regional variations in inflation
Rising inflation has not impacted Britain’s regions uniformly – some areas are being
hit harder.
•

In the South East, cost of living has increased 5.0 per cent to £434 a week – the
highest proportionate rise out of all regions. This region has a larger share of spend
on transport and food than the average UK household. The cost of living in Wales is
£394 a week and in Scotland it is £339. A main factor behind this variance is higher
transportation spend in Wales (£67 a week compared to £54 a week in Scotland).

•

High inflation in transport prices has meant that over the last year, the cost of living
in Wales has rise faster than Scotland.

The cost of living across Britain
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High inflation is affecting student loan repayments
Rising inflation means that graduates with student loans face interest charges which are
double the average loan repayment for a typical new graduate.
Student loan repayment for a new graduate on median salary with average debt:
Salary
Debt at start
Repayments Interest
Debt at end
Year 1 (07/08)
£18,000.00
£11,659.00
£270.00
£553.75
£11,942.75
Year 2 (08/09)
£18,810.00
£11.942.75
£342.90
£383.06
£11,982.91
Year 3 (09/10)
£19,656.45
£11,982.91
£419.08
£265.31
£11.892.14
Year 4 (10/11)
£20,540.99
£11,892.14
£498.69
£348.06
£11,678.51
Year 5 (11/12)
£21,465.33
£11,678.51
£581.88
£313.86
£11.410.49
Calculations based on a spreadsheet devised by the House of Commons Library. It is assumed that
earnings grow by 4.5% p.a.

Graduates pay their student loans back at a rate of 9% on income above £15,000. The
median salary of new graduates is £18,00011, so a typical graduate pays £270 to the
Student Loans Company in their first year after graduating.
New graduates have debt of £11,659 on average.12 Interest on this debt is calculated
according to the RPI, which is currently 4.8%. (Student loans rates are always based on
the RPI in the preceding March and then fixed for a year. In March 2007, RPI was 4.8%
and this is the interest applied to student loans from 1st September 2007 to 1st September
2008.) The interest they are charged for the year is £553.75. This is more than double
their repayment of £270. At the end of the year, their total debt will have risen to
£11,942.75, and is almost exactly the same in real terms as at the start of the year. This
is despite the fact that, officially, student loans are interest free.
At the end of the second year of employment, the cash value of the debt will have
increased further, to £11,982.91. As shown in the table above, it is not until the end of
the fifth year in employment that the total debt will have fallen below the debt on
graduation in cash terms.
The reason is partly that the inflation measure used when calculating interest on student
loans is much higher than the standard inflation rate. The Government’s common
measure of inflation (e.g. for public sector pay and international comparisons) is the
Consumer Prices Index (CPI), which is currently 2.5%.13 But the interest for student
loans is based on the Retail Prices Index (RPI), which is generally higher. Currently, the
interest on student loans is based on the RPI in March 2007, which was 4.8%.
Ironically, the RPI ignores the cost of university accommodation, but this is included in
the CPI.
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HESA Statistical Release, 1/8/07
http://www.push.co.uk/press/Document.aspx?id=F98650AE-C830-4A0E-965D185A173A0F4D&section=&l2section (figures for third-year students in England).
13
www.statistics.gov.uk/pdfdir/cpi0308.pdf
12
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The 2008 Budget Red Book (Table C3) shows the gap between RPI and CPI will
continue:

CPI
RPI

2008/09
2_
3_

2009/10
2
2_

2010/11
2
3

2011/12
2
2_

In order to start paying off their student loans immediately, graduates need to be on at
least £21,086 a year. This is 17% above median graduate earnings, and substantially
higher than the starting salaries of nurses (£19,683)14 and teachers (£20,133).15 Only the
upper quartile of graduates earn £22,000 or more.16
There are implications for the period over which repayments will need to be made. The
Government says it should take 13 years for students to pay off their student loans.
Given that repayments in the early years no longer cover the interest being accrued, this
seems highly optimistic.17
Illustration of the impact of high inflation:
a day out at the 2012 Olympics
If inflation in various goods and services continues at its present rate, the cost of a day
out for a family of four at the London Olympics could reach £1,200.
This analysis is based on an average family of four (two children), travelling by train
from Birmingham to London, and spending a single night in a London hotel before
returning to Birmngham the next morning.
Cost of a day out at the London 2012 Olympics:
Jan '08 RPI Annual Increase
Rail Fare –
Birmingham to
5.7
London return18
Tube Fare
5.7
Tickets for the
0
Games x 419
Meals20
3.3
Hotel21
3.3
Snacks
6.6
Taxi fares
4.2
Including Labour’s alcohol tax
Beers x 4
increase
TOTAL

Cost in 2008

Cost in 2012

£369.00

£460.60

£13.80

£17.23

£160.00

£160.00

£150.00
£264.38
£25.00
£25.00

£170.80
£301.04
£32.28
£29.47

£14.40

£25.88

£1,021.58

£1,197.30
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Hansard, 16/01/08, col.1367W
http://www.teachernet.gov.uk/_doc/12383/STRB 17th Report Press Notice.doc
16
http://www.hesa.ac.uk/index.php/content/view/613/161/
17
http://www.dfes.gov.uk/hegateway/uploads/Debt%20-%20FINAL.pdf (page 8)
18
Standard return tickets, purchased one week before departure
19
Based on the published average £40 cost of 2012 Olympic Games tickets
20
Breakfast, lunch and dinner (the next morning’s breakfast being included in the hotel costs)
21
Two rooms at Kings Cross Travelodge including VAT
15
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Real incomes are falling
A consequence of the rising inflation under Labour is that inflation is rising faster than
average earnings. High inflation and low earnings growth have meant that the buying
power of people’s salaries has been declining over time. As a result, real take-home pay
is falling and families can buy less with their pay packet.
•
•
•

Average earnings have fallen by £215 over the last two years.
The fall was equivalent to a £15 cut in salary for each passing month.
This is the longest fall in real earnings since records began.

Real earnings have been falling for two years
£26,300
£26,200

£26,100
£26,000

£25,900
£25,800

£25,700

£25,600
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2007 Dec

In 2006, average earnings were £362 per week, or £18,824 per year according to the
Department for Work and Pensions.22
Since January 2006, average earnings have grown by 7.3%.23 RPI Inflation has grown
by 8.5% over the same period.24 The combination of these two trends has mean that
average earnings have fallen from £18,824 to £18,609, or a £215 real cut a year.
Research25 shows that companies are giving smaller pay rises because they have to pay
ever higher business tax, and fill pension deficits. The pension deficits were themselves
in part caused by Gordon Brown’s tax on pension earnings which has raised £100
billion since 1997.
22

Households Below Average Incomes, 2005-06
ONS series JQDW
24
ONS series CHAW
25
Bank of England Inflation Report May 2006 p28: : “Another explanation for the subdued pace of
earnings growth is that other labour costs have increased and companies have pushed down on earnings
growth in an attempt to compensate for this. One source of higher labour costs is companies’ pension
contributions, which have increased substantially over recent years.”
23
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The cost of living is rising faster than incomes
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There are a number of local authorities in which average real incomes (after inflation)
have fallen since 2001. Analysis of the Annual Survey of Hours and Earnings reveals
those authorities whose average real earnings fell by 5% or more since 2002:
Median earnings % change for ASHE 2002-2007
West Oxfordshire
-5.2
Oxfordshire
-5.6
Ashford
-5.6
Ealing
-5.6
Reigate and Banstead
-5.7
East Staffordshire
-5.7
Herefordshire UA
-5.8
Rugby
-5.9
Eden
-6.0
Kennet
-6.2
Waverley
-6.3
Denbighshire
-6.4
Barnet
-6.4
High Peak
-6.5
Guildford
-6.6
South Staffordshire
-7.0
Maldon
-7.1
Buckinghamshire
-7.4
Worthing
-7.5
Portsmouth UA
-7.6
South Lakeland
-7.6
14

Blackpool UA
East Lindsey
Bury
Broadland
Rochford
East Hampshire
Breckland
North Lincolnshire UA
Chichester
Gravesham
Melton
Rother
Babergh
Derby UA
Richmond upon Thames
East Dorset
Luton UA
Great Yarmouth
Derbyshire Dales
Chiltern
Newport
Wear Valley
Wycombe
Cotswold
Durham
Corby
Ellesmere Port and Neston
South Oxfordshire
Mid Bedfordshire
St. Albans
Bridgnorth
Rushcliffe

-7.8
-7.9
-8.0
-8.2
-8.5
-9.1
-9.2
-9.4
-9.5
-9.7
-9.8
-9.8
-9.9
-9.9
-10.3
-10.5
-10.6
-10.7
-10.7
-10.9
-11.4
-11.7
-12.8
-13.2
-13.3
-13.7
-15.6
-17.1
-17.3
-17.4
-18.1
-20.6
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Bad news for Britain’s singles
The rising cost of living affects some households more than others. In particular, single
households without children have seen a particularly dramatic decline. Incomes for
singles without children have fallen by 3% since 2001. Rising inflation and housing
costs mean single men and women in work are now £10 a week worse off compared
with 2001.
For most other households, incomes have effectively flatlined since 2001/2.
After housing costs (£ per week)
Family type
Pensioner couple
Single male pensioner
Single female pensioner
Couple with children
Single with children
Working-age couple no children
Single male working-age no children
Single female working-age no children

2001/02

2002/03

2003/04 2004/05 2005/06 Change

£270
£270
£240
£294
£175
£415
£338
£328

£271
£265
£250
£308
£181
£423
£331
£325

£278
£283
£243
£301
£193
£422
£337
£335

£290
£280
£266
£301
£197
£421
£335
£320

£300
£274
£261
£297
£187
£433
£329
£318

+£30
+£4
+£21
+£3
+12
+18
-£9
-£10

£323
£425
£339
£278
£246
£242
£133
£157

£347
£429
£360
£286
£245
£244
£129
£160

£331
£438
£352
£286
£258
£249
£129
£161

£330
£434
£349
£289
£261
£260
£140
£170

£315
£434
£353
£281
£250
£263
£132
£162

-£8
+£9
+14
+£3
+£4
+21
-£1
+£5

All individuals
£301
£308
£311
£311
£310
Source: Households Before Average Incomes 2005/06, DWP, real median incomes
(deflated by RPIX)

+£9

Single/couple one or more FT selfemployed
Single/couple all in FT work
Couple, one FT, one PT work
Couple, one FT work, one not working
Single/couple no FT, one or more PT work
Workless, head or spouse aged 60 or over
Workless, head or spouse unemployed
Workless, other inactive
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Coucil Tax soars
Council Tax rises force you to work an extra week every year
Today, average employee will have to work an extra week to pay off their council tax
bill, compared with 1997.
In 1997, a worker on an average salary would have to work 13 days to pay off their
council tax bill. Today, the average worker has to work 20 days to pay off their council
tax – a whole week more.
The average council tax for a band D property in 2008 is £1,373, double what it was in
1997.
1997-98
Median gross wage:
After-tax wage:
Daily wage = After-tax wage divided by
number of working days
Average Council Tax for Band D property:
Number of days to pay off council tax bill =
council tax divided by daily wage
Number of days to pay off council tax bill
2008-09
Median gross wage:
After-tax wage:
Daily wage = After-tax wage divided by
number of working days
Average Council Tax for Band D property:
Number of days to pay off council tax bill =
council tax divided by daily wage
Number of days to pay off council tax bill

£13,983 26
£11,713
= £11,713 / 227 = £52 a day
£68927
£689 / £52 = 13 days
13 days
£20,23428
£14,567
£15,213 / 227 = £67 a day
£1,37329
£1,373 / 67 =
20 days

26

ONS, Average Survey of Hours and Earnings 1997, Table 1.1a,
DCLG
28
ONS, Average Survey of Hours and Earnings 2007, Table 1.1a, uprated by this year’s average
earnings index of 3.8%
29
CIPFA Press Release, 28 Feb 2008
27
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£13,000,000,000 hike in council tax on English taxpayers
under Brown
The tax take from council tax bills across England has soared by an estimated 137%
under Labour. This is equivalent to Gordon Brown raking in an extra £13 billion of
council taxes each year since 1997.
The Government is forecasting a £1.2 billion rise in council tax across Britain from
April. New answers to Parliamentary Questions show30, for the first time, how much
extra money is now being raked in from council tax in every part of England.
• South West hardest hit: The official figures show that the South West has been the
hardest hit by council tax rises, with the South East paying the most extra in cash
terms. Based on the Budget forecast figures, the South West will be paying 168%
more under Labour from next month, while the South East will be forking out an
extra £2,600,000,000 a year compared to 1997.
• 4 pence on income tax: Using Budget figures31, the increase in council tax receipts
across Britain under Gordon Brown is the equivalent of levying an extra 4 pence on
the basic rate of income tax. As a whole, council tax now rakes in the equivalent of
7 pence on income tax.
• Leeds’ taxpayers paying more than any other council32: The individual council
where local taxpayers are paying out the most is Leeds (contributing £102 million
more a year in 2006-07, compared to 1997-98), followed by Birmingham, Croydon,
Sheffield and Barnet.
• Council tax bills cost over £110 a month: Although the final figures are not yet
available, surveys suggest that council tax bills will rise by a further £52 a year this
year in England on an average Band D home. By contrast, local taxpayers in
Scotland will benefit from a council tax freeze. The average bill in England will hit
£1,373 on a Band D bill, equivalent to £114 a month.

• Unelected police forces hike bills, but police officers cut: The highest increases in
council tax bills this year come from the unelected police authorities, with doubledigit increases from Lincolnshire, Leicestershire and Warwickshire, and inflationbusting hikes from a series of others. Yet this comes at a time when the number of
police officers is being cut.33

30
31

Hansard, 28 January 2008, col. 112W.
http://www.hm-treasury.gov.uk./media/1/F/pbr_csr07_taxreadyreckoner.pdf
32
Hansard, 5 March 2008, col. 2498W.
33

http://www.timesonline.co.uk/tol/news/politics/article3448837.ece
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Energy bills have rocketed
Annual average energy bills are now over than £1000. According to Energywatch, the
electricity watchdog, Britain’s electricity prices are now the fourth highest in Europe.
Since January 2003 average gas bills have risen 108.6% and electricity bills by 69.6%.34
Government research suggests that every 1% increase in energy costs means an
additional 40,000 homes drawn into fuel poverty.35
Gas
Supplier
British Gas
EDF
npower
E.ON Energy
Scottish Power
SSE
Across GB

Jan-03
£347
£302
£308
£291
£305
£305
£310

Jan-04
£402
£338
£358
£346
£330
£352
£354

Jan-05
£451
£377
£402
£391
£392
£366
£397

Jan-06
£515
£470
£466
£493
£463
£453
£477

Jan-07
£707
£641
£628
£644
£622
£607
£641

Jan-08
£568
£576
£532
£541
£590
£533
£557

Current
£656
£650
£631
£642
£679
£618
£646

NOTE: Source: energywatch price comparison factsheets
Based on an average Gas consumption of 20,500kWh per annum.
Prices include VAT. SSE Prices as of 1st April 2008

Electricity
Supplier
British Gas
EDF
npower
E.ON Energy
Scottish Power
SSE
Across GB

Jan-03
£237
£240
£234
£245
£256
£252
£244

Jan-04
£257
£248
£250
£259
£252
£250
£252

Jan-05
£281
£266
£263
£282
£288
£263
£274

Jan-06
£321
£316
£314
£302
£312
£312
£313

Jan-07
£421
£357
£400
£392
£379
£374
£387

Jan-08
£359
£357
£376
£372
£379
£355
£366

Current
£414
£385
£425
£421
£432
£406
£414

NOTE: Source: energywatch price comparison factsheets
Based on an average Electricity consumption of 3,300kWh per annum.
Prices include VAT. SSE Prices as of 1st April 2008

There are now 4.5m account holders in fuel poverty, and the most recent inflation
figures suggest that 400,000 households were drawn into fuel poverty in the last month
alone.36
A comparison for the same three-month period in 2004 and 2007 shows there has been
a 64% rise in consumers owing more than £600 on their electricity bills and a 19% rise
in consumers owing more than £600 on their gas bills.37

34

Energywatch press release - 20 March 2008
DBERR analysis - http://www.berr.gov.uk/files/file16807.pdf
36
A household that needs to spend at least 10% of its income to maintain an acceptable temperature (21
degrees in living area; 18 degrees in other occupied rooms) is officially recognised as in fuel poverty. By
contrast, the average UK household spends 3.6 per cent of its income on energy.
37
Energywatch - http://www.energywatch.org.uk/media/news/show_release.asp?article_id=1092
35

19

Housing is increasingly unaffordable
House prices have almost trebled since 1997. Figures released by Nationwide on 4
January show that the cost of an average home has trebled since 1997, from £57,406 to
over £173,746 now. 38
As a result, mortgage payments have risen sharply since 1997 – a 78% increase.
Average mortgage payments are now £10,358 per household per year.39 Now rising
interest rates are compounding the burden.
Total housing costs now take up a higher proportion of people’s spending – 22.2% –
than at any time since records began in 1987.40
Given the huge rise in the cost of housing, it is no wonder that the number of first time
buyers has fallen dramatically, from 503,000 per year in 1997, to 315,000 in 2006 – the
lowest number since 1997. The proportion of young home-owners has halved.41
Number of years in work needed to buy average first home:
6
5
4
3
2
1
0
1984
Q1

1986
Q1

1988
Q1

1990
Q1

1992
Q1

1994
Q1

1996
Q1

1998
Q1

2000
Q1

2002
Q1

2004
Q1

2006
Q1

38

Nationwide House Price Index http://www.nationwide.co.uk/hpi/historical.htm
ONS and Bank of England
40
ONS series CZHF
41
“Housing tenure choices by the young” CML Housing Finance Issue 07 2006
39
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Under Labour, the UK has had the highest interest rates in the developed world.
Interest Rates higher in UK than US and EU

7.0
6.0
5.0
4.0

%

United Kingdom
United States
Euro area

3.0
2.0
1.0
0.0
2000

United Kingdom
United States
Euro area

2001

2002

2003

2004

2005

2006

2007

2000

2001

2002

2003

2004

2005

2006

2007

6.1
6.5
4.4

5.0
3.7
4.3

4.0
1.7
3.3

3.7
1.2
2.3

4.6
1.6
2.1

4.7
3.5
2.2

4.8
5.2
3.1

6.0
5.3
4.3

Source: Eurostat

Homeowners feeling the pinch
One in five mortgage holders is worried about meeting their repayments in the next 12
months, according to the Financial Services Authority.42
According to the Council of Mortgage Lenders, repossessions rose by 21% in 2007 to
27,100 homes, the highest figure since 1999. CML statistics also show that the numbers
of mortgages behind on payments rose by 8.6% compared with 2006.43
Figures from Citizens Advice show a 35% rise in mortgage queries in January and
February compared with one year ago. Almost one third of the 5.7 million new
problems dealt with by Citizens Advice staff in 2006/07 concerned debt. 44

42

http://www.fsa.gov.uk/pages/Library/Communication/PR/2008/018.shtml
http://www.cml.org.uk/cml/filegrab/2AP4.xls?ref=2753
44
http://www.citizensadvice.org.uk/press_20080318
43
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Higher transport costs
The cost of rail fares have risen sharply, including new above-inflation price rises of up
to 7.3% on 2 January 2008.
Train Company

Average unregulated
fares rise (%)

Arriva Trains Wales
c2c
Central Trains
Chiltern Railways
First Capital Connect
First Great Western
First ScotRail
First TransPennine Express
Gatwick Express
Great North Eastern Railway
Heathrow Express
Hull Trains
Island Line
Merseyrail
Midland Mainline
Northern Rail
‘one’
Silverlink
Southeastern
Southern
South West Trains
Virgin CrossCountry
Virgin West Coast
(Source: ATOC)

5.5
4.3
5.7
4.5
3.5
4.8
4.3
4.6
7.3
5.5
7.3
3.5
None
3.2
5.9
4.3
5
4.3
4.3
4.3
5.3
4.3
6.6

Bus fares have also risen by 37% since 1997.
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Rising cost of running a car
New Conservative Party analysis shows that the cost of running a family car has leapt
from £1,400 in 1997 to £2197 today.
•

The costs of servicing, maintenance, petrol, car tax and insurance have increased
almost twice the inflation rate, or up to 56%.

•

In the same period, the Government’s preferred CPI inflation measure has gone up
by 17% while RPI has increased by 31%

•

In the last two years alone, the cost of running a car has continued to outstrip
inflation, rising by 8.6% while CPI inflation has gone up by 4.7%

The table below sets out the cost for a person running an average 1.6 litre Ford Focus,
driving 10,000 miles per annum, paying average car servicing and insurance costs.
The figures show that this average car cost £1,409 to run in 1997 and £2,197.67 today.

Car maintenance45
petrol & oil46
vehicle tax &
insurance47
Total
CPI48
RPI49

1997
£381.56
£632.84

2005
£565.5
£891.08

2007
£630.72
£965.71

% increase
1997/07
65.3
52.6

£394.51

£567.68

£601.24

52.4

£1409

£2024.26 £2197.67 56.0
17
31

45

ONS series DOCT
http://www.statistics.gov.uk/downloads/theme_economy/Focus_on_CPI_January_2008.pdf
46
ONS series DOCU
http://www.statistics.gov.uk/downloads/theme_economy/Focus_on_CPI_January_2008.pdf
47
ONS series DOCV
http://www.statistics.gov.uk/downloads/theme_economy/Focus_on_CPI_January_2008.pdf
48
ONS series D7BT
http://www.statistics.gov.uk/downloads/theme_economy/Focus_on_CPI_January_2008.pdf
49
ONS series CHAW
http://www.statistics.gov.uk/downloads/theme_economy/Focus_on_CPI_January_2008.pdf
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Conservative Party cost of living policies
1. Giving 1.8 million families an extra £2,000 a year
2. Council tax
3. Shifting the burden of taxation away from families
4. Making it easier to get on the housing ladder
5. Sharing the proceeds of growth
6. Tackling personal debt
1. Giving 1.8 million families an extra £2,000 a year
The Conservative Party will end the couple penalty in the tax credits system. Over time
we will use the benefit savings from a radical programme of welfare reform that has
worked so well in countries such as the USA and Australia. Instead of keeping people
on benefits and locked in a cycle of deprivation, we will support families.
•

This approach has been recommended as a way of tackling child poverty by a broad
range of groups, including the Social Justice Policy Group, the Joseph Rowntree
Foundation and Frank Field MP.

•

Bringing tax credits fully into line with the rest of the benefit system involves
increasing the £3430 in Working Tax Credit that couples currently receive to £5385,
in other words by up to £38 per week.

•

As calculated by the Institute for Fiscal Studies for the Social Justice Policy Group
this will cost £3 billion, and 1.8 million of the poorest couples with children will
gain on average £32 a week. The direct effect will be to lift 300,000 children in two
parent families out of poverty. The long term effects will be greater still, as our
programme will help to provide a sustainable solution to child poverty by
encouraging work and reducing family breakdown. (Social Justice Policy Group,
Breakthrough Britain, July 2007; Institute for Fiscal Studies, Microsimulating Child
Poverty in 2010 and 2020, IFS, 2006)

• The cost will be funded over time from savings from our radical programme of
welfare reform. This will involve incentivising private and independent providers to
get people back into work, and tightening up the conditions for benefit recipients
that would require them to accept work when offered.
2. Council tax
The Conservative Party will use direct democracy to control council tax bills, through
council tax referendums. We will give power to the people to stop high council tax
rises.
Any proposed excessive council tax rise above a set rate would require the approval of a
local referendum. This will ensure there is a greater connection between the spending
decisions of town halls and the wishes of local residents.
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•

The trigger threshold for an excessive rise would be set by Parliament; it could be
amended by the Secretary of State through secondary legislation in Parliament. In
Wales, it would be set by the National Assembly for Wales. We would consult with
local government and the public over the precise level of this threshold.

•

The yearly council tax bill sent to householders would ask taxpayers whether they
support any excessive increase. If there was a proposed high increase, the bill would
include voting form(s). The electorate would be the same as per local elections.

•

Councils and precepting authorities would be required to prepare a ‘shadow budget’
in case their above-threshold tax plans were rejected. In the event of the referendum
coming down against the increase, the consequential reduction in council tax would
be credited to residents’ bills at the end of the financial year to avoid the cost of rebilling.

•

Councils would still be subject to the regular elections – providing a democratic
check against councils which closed or cut popular frontline services in response to
losing a referendum.

•

Each precept that makes up a bill would be assessed separately. The proposals
would apply to all precepting authorities, including the Greater London Authority,
fire authorities and police authorities, in England & Wales.

•

For example, in London, voters would potentially have the chance to vote for or
against any excessive increase by (a) their London borough and (b) the London
Mayor (Ken Livingstone’s GLA).

•

There would be a de minimis threshold in absolute cash terms. This would prevent a
tiny cash terms change (but large in percentage terms) forcing a referendum – such
as for most parish councils with a tiny precept.

•

We will consult over this proposed mechanism, including whether there should be a
minimum turnout or threshold for the referendum to be valid, and whether there
should be different trigger for different types of authority.

•

•

•

We will also consult over whether the test should consider previous below-threshold
council tax changes. If a council held its council tax to below the threshold, or
frozen the level for a few years, it should not be penalised if it subsequently needs to
increase its rate by a slightly higher level, otherwise, the system might serve to
discourage councils from cutting or freezing council tax.
Spending implications
Where voluntary council tax referendums have been held by local authorities to
date, electors have tended to vote for the lowest tax rise on offer (e.g. Bristol in
2001 and Croydon in 2001 and in 2002). Given council tax is so high (and therefore
a small percentage change in tax means a high cash rise), it should be expected that
the public will not want to vote for high increases. Therefore the policy should have
the practical effect of controlling council tax increases.
There will be some administrative costs for conducting a referendum – but these
would be born by local authorities proposing a large increase, not by central
government. Having to hold and organise a referendum will act as an incentive for
local authorities to keep their council tax down.
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3. Shifting the burden of taxation away from families
The Conservative Party will create a new Family Fund, which will use all revenues
generated from new green taxes to cut taxes on families.
This is central to our commitment to increase the proportion of taxation raised through
green taxes by rebalancing taxation away from taxing ‘good’ things, like jobs and
investment, towards taxing ‘bad’ things, like pollution and carbon emissions.

4. Making it easier to get on the housing ladder
• To help young people get onto the housing ladder, Conservatives will exempt first
time buyers from stamp duty, for purchases of up to £250,000, saving 200,000 firsttime buyers each year an average of £2,000 each.
•

Thanks to this tax change, over 90% of first time buyers will pay no stamp duty at
all (Council of Mortgage Lenders, Table ML7)

•

For someone with a £20,000 deposit on a £200,000 home, this saving of £2,000 will
prevent stamp duty eating up 10% of their total equity.
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Areas where the average house price is over the stamp duty
threshold
Under Gordon Brown (£125k threshold)

Under David Cameron (£250k
threshold for first-time buyers)

Source: Source:
Source:
http://www.hbosplc.com/media/includes/20%2007%2007%20UK%202nd%20Quarter
%20regional%20overview.doc)
•

This policy builds on the work of the Economic Competitiveness Policy Group,
which found that “Gordon Brown has made property stamp duty an increasingly
significant source of revenue during the last decade” and that it “has become
another barrier to young people trying to buy a house”. They recommended that a
Conservative Chancellor should cut stamp duty on property, subject to the
maintenance of sound public finances. (Freeing Britain to Compete, p.82)

•

A Conservative Government will also build more homes, not by top-down targets,
but by giving local communities greater incentives to approve new homes.

Costs and details
•

Stamp duty land tax is charged at 1% of the purchase price for sales between
£125,000 and £250,000.

•

According to the Council of Mortgage Lenders, over the 12 months to July, 196,600
out of the 600,400 property sales between £125,000 and £250,000 were to first time
buyers. This constitutes just over 50% of all first time buyers. 40% paid no stamp
duty, and less than 10% of first time buyers paid more than £250,000. (Council of
Mortgage Lenders, Table ML7)
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•

The Council of Mortgage Lenders estimate that about 1 in 5 buyers classified as first
time buyers in surveys have previously owned property but do not at the time of the
purchase being recorded (Council of Mortgage Lenders, Housing Finance 03/2006,
February 2006). This suggests that 160,000 out of the 196,600 first time buyers
referred to above are real first time buyers. This corresponds to about 26% of the
600,400 purchases between £125,000 and £250,000.

•

Making the conservative assumption that the distribution of purchase prices between
£125,000 and £250,000 is the same for first time buyers and home movers, cutting
the 1% rate to zero for all first time buyers would cost 26% of £1.1bn a year, which
is £290m. Even allowing for a 33% (i.e. one third) increase in the number of first
time buyers as a result of the policy we conservatively estimate that the total cost of
the policy would be £400m a year.

•

The policy would be administered in a similar fashion to the Australian First Home
Buyer Grant (http://www.firsthome.gov.au/). As well as a grant, in some Australian
states such as Queensland people who buy their first home are also eligible for
reduced rates of transfer and mortgage duty.

•

Buyers would be exempt from stamp duty the first time that they bought a property
in their own name for all purchases up to £250,000. For joint purchases all of the
buyers would have to be first time buyers in order to be eligible. Buyers would have
to declare that they had never owned or jointly owned a property before.
Declarations would be checked against records from the land registry and credit
references.

•

The £400m cost of taking first time buyers out of stamp duty will be fully funded, as
this is part of a package of measures being set out at Conference.

Sharing the proceeds of growth
We want to deliver lower taxes, but they have to be sustainable – which means we will
not take risks with economic stability or the public finances. Clearly the public finances
are in a mess and we have the largest budget deficit in western Europe. To tackle that
mess our approach, which we first set out over two years ago, is to share the proceeds of
growth over the economic cycle between public spending, reducing government debt
and lower taxes. Over a cycle the economy will grow faster than government will. That
is the only sustainable way to achieve lower taxes for the long-term.
Tackling personal debt
The Conservative Party will ensure that there is much clearer information for credit card
users. Credit card adverts, application forms and statements should all include ‘illustrative
scenarios’ that explain exactly how much credit will cost if only minimum repayments are
made every month. We will prevent the unethical marketing of Individual Voluntary
Agreements (IVAs), and tackle financial exclusion.
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