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Welcome to the special austerity issue  
of CAGE’s Advantage magazine ...

“When we started this project, our aim was to consider the effect of 
austerity both on the economy and wellbeing over the last 10 years. 
With a new government in place in 2019, and Brexit negotiations 
ahead of us, it seemed a good moment to encourage new measured 
policy choices by reflecting on past decisions.

But as we worked, a new economic crisis emerged — the coviD-19 
pandemic. as i write this editorial, in lockdown, there is still much 
uncertainty about where this crisis will take us. But the content of this 
magazine is more relevant than ever. even before we can take stock 
of the full economic situation, the virus has already thrown up new 
(as well as old) questions about government borrowing and spending 
policy; funding the nhs, social care and welfare; inequality in income 
and education; and wellbeing. this issue tackles all these concerns.

Gemma tetlow begins by considering how, as we emerge from 
austerity, the uk government might respond to the economic 
shock of coronavirus. nick crafts, meanwhile, looks back in history to 
compare our most recent austerity period with those from the 1930s 
and 1980s.

next, we consider the effect of austerity on public services and 
welfare. mirko Draca and monica langella analyse crime and policing; 
claire crawford takes a look at education funding; and thiemo fetzer 
studies the effect of changes to housing benefits.

a well-used (perhaps over-used) saying of austerity was ‘we are all 
in it together’. our next articles suggest otherwise. arun advani and 
andy summers demonstrate that by excluding capital gains from the 
statistics, we have been given the wrong impression about inequality. 
thiemo fetzer highlights how austerity exacerbated divisions across 
the country, and tipped the balance of opinion in favour of Brexit.

But it isn’t all bad news. andrew oswald and nattavudh powdthavee 
show that despite the divisions and difficulties of austerity, we are 
happier now than we were in 2011. 

to know the best path to take next, we need to know where we have 
been. We hope this issue will help policymakers make their next 
choices the right ones.”

Stephanie Seavers 
editor 
s.seavers@warwick.ac.uk
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Austerity: 
where next?
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Just as the uk was emerging from 
a decade of austerity following 

the global financial crisis, it 
was hit by a health crisis that 

became an economic one. the 
coronavirus pandemic has required 

unprecedented government 
intervention to shut down normal 
life and prop up businesses and 
households while the disease is 

brought under control. for 10 years 
public services have been told to 
cut the fat and achieve more with 

less to bring public borrowing 
down from a post-war high. But 
almost overnight fiscal caution 

was — justifiably — thrown to the 
wind, as chancellor rishi sunak put 

together a support package that 
would keep uk businesses and 

workers going while the economy 
was temporarily mothballed to 
curb the spread of covid-19. 

By Gemma Tetlow
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exactly how and when the uk will emerge from the 
shadow of coronavirus is still unclear. But it already seems 
likely that, on the other side, there will be questions about 
the future size and scope of government and how it is to 
be paid for. 

public borrowing in 2020–21 is very likely to exceed the 
peacetime record of 10.2% of GDp reached in 2009–10. 
much of that borrowing a 
decade ago was judged to 
be permanent, rather than 
merely temporary, leading — 
as nick crafts describes — to 
a longer and deeper period 
of austerity for public services 
than witnessed in either the 
1930s or the 1980s. Benefits 
for those of working age 
were also cut sharply, while 
those for pensioners were 
protected. public spending 
has borne the brunt of the 
fiscal tightening over the 
past 10 years because that is 
the choice governments — 
supported by the electorate 
— made, rather than opting for larger tax rises. But the 
covid-19 crisis is likely to reopen this settlement. 

Coronavirus will increase borrowing
the best-case scenario for the government is that the uk 
economy can emerge from the covid-19 crisis without 
permanent scarring. that has been the core focus of the 
treasury’s wide-ranging economic support measures. if 
that can be achieved, the high level of public borrowing 
expected in the short-term will be purely temporary – a 
one-off increase in the stock of debt but not a permanent 
increase in its rate of growth. 

if instead the current crisis causes the sort of 
permanent damage to the uk’s economic potential that 
the financial crisis did, annual public borrowing would be 
left at an elevated level indefinitely.

in the best-case scenario, the government would 
face a choice between allowing debt to remain elevated 
(giving the government less flexibility in the face of 
future increases in borrowing costs or future economic 
downturns), or raising taxes or cutting spending further 
to bring it down. if instead there is permanent damage to 
the economy and public finances, the need for tax rises or 
further spending cuts is likely to be unavoidable.

Growing appetite for more — not less — public spending
if a fiscal reckoning is coming, it seems unlikely that public 
spending will bear the brunt in the way it has for the past 
ten years. at the 2019 general election, it was already clear 

that the public were growing tired of austerity. the ruling 
conservative party promised austerity was at an end and 
ultimately were elected on promises of more money for 
the nhs, the police and schools.

the response to coronavirus has further expanded the 
role of the state. it is too early to know yet whether the 
crisis has shifted public opinion sufficiently that the British 

public would like to see 
these changes made 
permanent, but it might. 
some of the measures — 
such as the unconditional 
payments to the self-
employed — cannot 
be maintained in their 
current form. But others, 
such as the increase in 
entitlements for those 
on universal credit 
and the local housing 
allowance, will be very 
hard to reverse, since that 
would entail cutting cash 
payments to low income 
households. these are 

also areas in which there have been long-standing calls for 
the government to reverse earlier cuts (including for the 
reasons set out by fetzer).

the crisis has also highlighted the important role 
played by the nhs and those who work in social care. the 
debate on how to fund these essential services is likely to 
gain even more prominence than before. 

Had public services been cut too far?
the crisis has raised questions about whether some public 
services had been cut back too far during the period of 
austerity, leaving them unable to cope with such a shock. 
for example, controversy around the lack of personal 
protective equipment for health workers highlighted 
decisions, made by the Department of health in 2017, 
not to stockpile visors or safety glasses because this was 
deemed too expensive — even though the medical advice 
suggested these would be needed in the event of a flu 
pandemic (Davies, 2020).

the focus over the past decade has been on ensuring 
public services are run as efficiently as possible. the 
main means for achieving this has been through 
imposing tight spending settlements. for services that 
are partially funded and delivered locally, the cuts to 
central government spending resulted in unequal cuts 
to services across different parts of the country. as Draca 
and langella demonstrate, police officer numbers were 
cut more sharply in areas with initially high levels of crime. 
local authority spending has also been cut more sharply in 

“The crisis has raised 
questions about whether 

some public services 
had been cut back too 

far during the period of 
austerity, leaving them 

unable to cope with 
such a shock.”



7the university of WarWick

warwick.ac.uk/cage

more deprived areas than less deprived ones (harris  
et al. 2019).

But the experience of covid-19 may alter perceptions 
among those in government and among the public 
about the need for building into services resilience to low 
probability but high impact events. But such resilience 
would come at a cost.

Who will pay?
if debt or borrowing are to be reduced, or if the size of the 
state is to be expanded, the country will face a question 
that has not yet reared its head – who should pay? 

the answer may depend on who is seen to have 
benefitted from the state’s largesse. for example, sunak 
hinted that his emergency support for the self-employed 
would be followed by changes to their tax treatment, 
which is more generous than that faced by employees 
(marshall, 2020). there has also been much public debate 
already about the trade-off between limiting the number 
of deaths from coronavirus (which predominantly affect 
the old) and the economic costs (which impact the young 
more heavily).

alternatively, the public might expect those with the 
broadest shoulders to bear the lion’s share of the cost. 
advani and summers’ evidence on capital gains (which are 
excluded from official income and inequality measures) 
received by those at the very top are likely to add fuel 
to such arguments. there has long been a disconnect 
between a public perception that the incomes of the very 
richest have pulled away from everyone else’s over the 
past decade and the hard statistics. the official statistics 
show that the vast majority have fared poorly but they 
show that the rich have too. advani and summers’ new 
work suggests the reality may be closer to the public’s 
perception than the official statistics suggest.

Whether or not the uk state takes on a permanently 
larger role after the coronavirus pandemic has passed will 
depend in no small part on the uk public’s willingness 
to pay more for it. that willingness will depend in turn 
on who is asked to pay. as my own work has highlighted 
(tetlow et al., 2020), previous governments have usually 
struggled to impose higher taxes on anyone. But the 
experience of covid-19 — which, after 10 years of public 
spending austerity, has highlighted the unique power of 
the state in such a situation, as well as the lack of safety 
nets in some areas and the importance of resilience in 
public services — could provide the conditions needed for 
a reassessment of the shape and size of government and 
who should pay for it.

The future of UK government
the uk state has temporarily taken on wide-ranging 
responsibility for paying employees and the self-employed, 
guaranteeing loans to businesses, providing generous 

support to some of the worst affected industries and 
offering health and social care services whatever they 
need. in the coming months, the government will face 
difficult decisions about how and when to withdraw 
those extraordinary measures. But we may well not 
return to exactly where we started from: government in 
the uk may be reshaped forever — both what it does and 
how it does it. 

About the author
Gemma tetlow is chief economist at the institute  
for Government.

Further reading
Davies, h., (27 march 2020) ‘advice on protective gear for 
nhs staff was rejected owing to cost’, the guardian.

harris, t., hodge, l., phillips, D., (2019) english local 
government funding: trends and challenges in 2019 and 
beyond, institute for fiscal studies

marshall, J., (31 march 2020) ‘the coronavirus crisis 
could open the window for long overdue tax reform’, 
blogpost, institute for Government.

tetlow, G., marshall, J., pope, t., rutter, J., sodhi, s., 
(2020), Overcoming the barriers to tax reform, institute 
for Government
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By Nicholas Crafts

Austerity: this time 
was different 

to judge from the 2019 general 
election campaign, the country has 
grown weary of austerity. With an 
historical perspective, this is not surprising, 
once we recognise the exceptional 
dimensions of the 2010s’ fiscal squeeze. 
Dealing with the fiscal aftermath of a major 
banking crisis was a new and painful  
experience for the uk.

advantage  /  austerity special  /  summer 2020

T 
he idea of this article is simply to provide some historical 
perspective on the austerity policies of the 2010s. i make no 
attempt to evaluate macroeconomic policy. rather, i make 
comparisons with two previous episodes of austerity, namely the 

early 1930s, when the government struggled to cope with the budgetary 
implications of the external shock of a world economic crisis, and the early 
1980s, when the government sought to conquer domestic inflation pressures 
with its medium-term financial strategy. 

the austerity measures of 2010 were different to those of previous decades, 
and centred on how to deal with the fiscal consequences of a banking crisis the 
like of which had not happened in Britain for well over a hundred years. cuts to 
government expenditure were deeper, the period of austerity longer, and the  
impact on public spending and services more keenly felt than ever before. 
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“This time was different.  
Fiscal tightening was 
protracted and the reduction 
in the structural budget 
deficit was unusually big.”
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The context for austerity in 2010
it was widely accepted in 2010 
that the aftermath of the banking 
crisis entailed a serious structural 
budget deficit, i.e. one that would 
persist even after recovery from the 
initial shock to aggregate demand. 
the crisis had reduced the level of 
potential output compared with the 
counterfactual of no crisis implicit 
in previous fiscal plans, and thus 
would raise government outlays and 
lower government receipts relative 
to GDp. Both the outgoing labour 
and incoming coalition governments 
thought that the structural budget 
deficit had risen by around 6% of 
GDp to somewhere near 8%. the ifs 
Green Budget in 2010 pointed out 
that this implied a threat to future 
fiscal sustainability, with the public 
debt to GDp ratio rising to 120% by 
the mid-2020s and 160% by 2040 
on unchanged policies. Both the 
outgoing and incoming governments 
accepted the case for serious fiscal 
consolidation to maintain fiscal 
sustainability, although the parties 
differed on its composition, size and 
timing. so, to a considerable extent, 
austerity was a bi-partisan policy, 
although there certainly was enough 
fiscal space to allow some flexibility as 
to how to implement it.

Some fiscal facts
table 1 shows that by 2018/19, total 
government spending had been 
reduced to 39.9% of GDp compared 
with 46.6% in 2009/10. the level in 
2018/19 was about the same as the 
pre-crisis years in the mid-2000s or 
the early 1970s, but much larger than 
in the interwar years. Government 
receipts (predominantly tax revenues) 
in 2018/19 as a share of GDp at 38% 
were modestly larger than in 2009/10 
but not since 1985/86 had this ratio 
been exceeded, although a total 
tax take of this magnitude was fairly 
typical of the 20 years prior to that.

The length of austerity
the cyclically-adjusted budget surplus, 
which is monitored by the office for 
Budget responsibility, is equivalent 

to the structural budget deficit. When 
the economic environment is not 
subject to major shocks, changes 
in this ratio (reported in table 2) 
reflect discretionary changes in the 
government’s fiscal stance — an 
increase in the surplus (decrease 
in the deficit) would reflect greater 
austerity. on this measure, fiscal 
tightening continued for the whole 
of the 9-year period from 2009/10 to 
2018/19 by which point it amounted 
to 6.2% of GDp, i.e. about the same 
amount required to repair the initial 
estimate of the increase in the 
structural budget deficit from the 
banking crisis. By comparison, in the 
thatcher years, austerity only prevailed 
for three years before fiscal policy was 
relaxed somewhat and in the 1930s 
the reversal of austerity started in 1933 
after four years. in both cases the full 
extent of fiscal tightening was smaller 
than in the 2010s; 5.3% and 3.8% of 
GDp respectively.

Public spending and services
so, the austerity of the 2010s lasted 
much longer and amounted to 
a bigger fiscal squeeze than was 
imposed either in the 1930s or 
the 1980s. this resulted in a much 
colder climate for public spending 
in the recent past, as can be seen in 
table 3. comparisons can be made 
for the periods of fiscal tightening 
or over nine years from the start of 
austerity in each case. either way, 
the point that stands out is that 
2009/10 to 2018/19 is the only period 
in which there were decreases in 
total managed expenditure per 
person and a key component of 
this, spending on public services per 
person, by 5% and 3.7% respectively. 
in 1933 and in 1981/2 these items 
showed small increases since the 
period of austerity began. By 1938, 
total managed expenditure per 
person was 30.7% above the 1929 

level and by 1987/8 it was 10.1% above 
the 1978/9 level. 

the reductions in public 
spending per person in the 2010s 
reflect a decision to impose fiscal 
consolidation very largely (>80%) 
through expenditure cuts rather than 
tax increases. they comprise some 
big cuts to parts of the public sector 
especially since health has been 
protected — each of the government 
departments culture, Defence, 
environment, food and rural affairs 
(Defra), education, home office, 
Justice, and transport has had a real-
terms cut of at least 10%. they are 
also the context for spending cuts of 
more than 40% in some localities by 
the time of the eu referendum.

Household income inequality
even so, after this long period of 
expenditure-focused austerity in 2018, 
the redistributive function of fiscal 
policy working through expenditure 
rather than taxation was still very 
clear if less pronounced than pre-
crisis. as is reported in table 4, this 
reduced the Gini coefficient for 
household income inequality from 
46% for original income to 28% for 
final income compared with 51% 
to 29% in 2005. inequality in final 
income was the same as in 2010. 
redistribution was still on a much 
more ambitious scale than with the 
smaller state of the 1930s.

this time was different. fiscal 
tightening was protracted and the 
reduction in the structural budget 
deficit was unusually big. the austerity 
programme was implemented at a 
time of unprecedented productivity 
slowdown and this entailed cuts in 
real public spending per person. 
re-balancing the public finances 
in the aftermath of a banking crisis 
proved an order of magnitude more 
demanding than a common-or-
garden fiscal consolidation. 

advantage  /  austerity special  /  summer 2020

“The austerity of the 2010s lasted 
much longer and amounted to 
a bigger fiscal squeeze than was 
imposed in the 1930s or the 1980s.”
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About the author
Nicholas Crafts is professor of 
economic history at the university 
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Further reading
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‘trade-offs for the forthcoming 
spending review’, IFS green Budget, 
118-152.

Glennerster, h. (1996) ‘tibor Barna: 
the redistributive impact of taxes 
and social policies in the uk’, centre 
for analysis of social inclusion (case) 
papers, lse.

middleton, r. (1996), government 
versus the Market: the growth 
of the Public Sector, economic 
Management and British economic 
Performance, c.1890-1979, 
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Table 1. Some fiscal facts (%GDP)

 Government Spending Government Receipts Public Debt

2018/19 39.9 38.0 81.7
2009/10 46.6 36.4 63.4
1987/88 37.2 36.3 31.0
1981/82 43.0 41.0 40.1
1978/79 41.5 37.0 42.2
1938 28.1 24.4 143.8
1933 26.5 26.9 179.2
1929 24.5 23.8 158.4

Sources: Middleton (2010); OBR, Public Sector Finances aggregates databank (September 2019). 

Table 2. Cyclically-adjusted budget surplus (%GDP)

2009/10 -8.2 1978/79 -5.2 1929  0.4
  1981/82  0.1 1933  4.2
2018/19 -2.0 1987/88 -2.1 1938 -1.5

Sources: Middleton (2010); OBR, PSF aggregates databank (September 2019).

Table 3.  Index numbers for real public expenditure per person

 Total Managed Public Social Net 
 Expenditure Services Security Investment

2009/10 100.0 100.0 100.0 100.0
2018/19 95.0 96.3   98.2 60.1
1978/79 100.0 100.0 100.0 100.0
1981/82 104.3 105.7 112.5 51.3
1987/88 110.1 110.4 133.7 42.1
1929 100.0 100.0 100.0 100.0
1933 103.3 104.9 138.1 81.4
1938 130.7 166.6 129.7 155.6
note: 1929-38 data are for total public expenditure and gross investment.
Sources: Crawford and Zaranko (2018); Middleton (1996).

Table 4. Gini coefficients for household income inequality

 Original Gross Disposable Post-Tax Final

2018 46 36 33 36 28
2010 49 36 33 36 28
2005 51 36 32 36 29
1988 51 37 35 38 31
1979 44 30 27 29 23
1937 37 33 29 29 28
Note: Original = market income before any benefits or taxes, Gross adds cash benefits, 
Disposable adds cash benefits and takes away direct taxes, Post-tax adds cash benefits and 
takes away all taxes; Final adds all benefits including in-kind and takes away all taxes.
Source: glennerster (2006); OnS.
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Law, order  
and austerity: 
Police numbers and 
crime in the 2010s
By Mirko Draca and Monica Langella

as the conservatives hailed the end of austerity in  
late 2019, they also pledged £750 million to fund 
20,000 more police officers, effectively reversing the 
cuts to police numbers implemented during austerity. 
the pledge has been described as a move to ‘make 
our streets safer’ in response to rising crime levels.  
But what has happened to police numbers across  
the uk since 2010 and to what extent did policing 
cuts affect crime rates?

T 
he cuts to police numbers 
were indeed large by 
historical standards (14.3%), 
and have been more severe 

in existing high crime areas. crime 
rates actually fell for a long period in 
the late 2000s and early 2010s but 
since 2013 there has been a sharp 
increase in violent crime that is hard 
to explain. it could be that the cuts 
to police numbers reached a ‘critical 
point’ such that violent crime was 
able to surge. But, as we will show, 
this is hard to establish conclusively 
with the available data. the cuts in 
police numbers may indeed have 
played a role in the violent crime 
surge but it’s also plausible that other 
dimensions of austerity policies — 
such as cuts to benefits and local 
services — may have contributed.
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How big was the fall in police 
numbers?
figure 1 shows the trends in police 
officer numbers since 2006 using 
home office data. this shows that 
overall police officer numbers fell by 
14.3% between 2010 and 2019, from 
approximately 143,700 to 123,200 
officers. estimates based on freedom 
of information (foi) requests indicate 
that over 600 police stations closed 
during this period (ungoed-thomas 
et al., 2018).

the regional picture of police cuts 
is perhaps best conveyed in figure 2 
which uses the change in officers per 
head of population as the measure 
of police numbers. this shows some 
very large reductions (over 25%) in 
staffing levels for police force areas 
(pfas) in the east and West midlands 
in particular. as an example, this kind 
of fall translates in the West midlands 
as a reduction in officers from 3.1 to 
2.3 per 1000 people. 

Figure 1: Number of police officers (England & Wales), 2006-2019
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an important aspect of these 
regional cuts is how they relate to 
pre-existing levels of crime. in figure 
3 we plot the relationship between 
the change in officers per capita and 
the initial level of violent and property 
crimes in a pfa at the beginning of 
our data in 2006. this shows a clear 
negative correlation — police cuts 
were actually higher in per capita 
terms for existing high crime areas. 

a background issue to note here 
is that police per capita and crime are 
still positively correlated with crime 
when we look at the cross-section of 
pfas. that is, there are more police 
per capita in high crime areas to start 
with. this follows the simple logic 
that policy-makers have historically 
tended to distribute more police 
officers to high crime areas in order to 
better defend against crime.

however, the pattern of cuts after 
2010 weakened this relationship. 
for example, the raw correlation 
between police per capita and violent 
crime fell from 0.64 to 0.47 between 
2006 and 2017. in short, austerity 
has stripped away some of the extra 
layers of police resources that were 
allocated to crime-prone areas. 

How have crime patterns evolved?
the fact that the cuts in police 
numbers were more severe in already 
high crime areas raises the question 
of whether austerity affected crime 
trends as a result. this question is 
complicated by the fact that there 
are many contributing economic and 
social factors that help determine 
crime rates. some will have helped to 
lower crime during the 2010s while 
others will have pushed it up.

We plot total violent and property 
crimes for england and Wales in 
figure 4. the first panel (a) plots 
crime levels per capita and shows 
a steady fall in property crime rates 
from 2006-2017 and a fall in violent 
crime up until 2013 followed by an 
increase. the second panel (b) gives 
an idea of the magnitude of these 
changes compared to base levels in 
2006. property crime per capita fell 

by nearly 40% over the period while 
violent crime actually rose by 9.8%. 
a remarkable feature of the violent 
crime trends is that a 35% fall in 
crime rates up to 2013 was followed 
by a complete reversal and then 
an increase relative to 2006 levels. 
violent crime is up nearly 10% across 
england and Wales relative to 2006. 

Did police cuts trigger the post-2013 
violent crime wave?
While the changes we trace out 
above are dramatic, it is hard to 
directly attribute the upsurge in 
violent crime to the cuts in police 
numbers. We illustrate what has been 
happening across pfas in figure 5. 
this plot records a zero correlation 
between the change in violent crime 
and the change in police per capita 
between 2010-2017. We divide this 
plot into four quadrants based on 
‘above mean’ and ‘below mean’ 
values. the pfas in quadrants i and iv 
fit the story of fewer police leading  
to more crime, but there are still a 
range of areas in quadrants ii and iii 
where the relationship went in the 
opposite direction.

the academic literature on 
police and crime (e.g. Draca et al., 
2011, chaflin and mcrary, 2018) has 
long told us that the relationship is 
complicated by ‘reverse causality’ 
issues, in particular the fact noted 
above that policy-makers tend to 
allocate police to high crime areas. 
this makes it hard to establish a 
causal link. this type of ‘endogeneity’ 
problem is in play in the pfa data 
we consider here, but there are also 
additional austerity-related factors  
to consider. 

austerity policies cut police 
resources but they also led to some 
dramatic reductions in welfare 
benefits and local services. this in 
turn would have affected crime. 
indeed caGe-supported research by 
fetzer, sen and souza (2019) indicates 
that housing benefit cuts are 
associated with increased property 
crime at least during the early stages 
of austerity. 

While the government is now 
moving to increase police numbers 
and moderate austerity policies in 
general, we can expect the impacts 
to be asymmetric. that is, it’s harder 
to reduce crime with more police and 
better services and benefits than it 
is to increase crime by cutting these 
public resources. in particular, a big 
challenge for research on these issues 
is understanding the extent to which 
the effects of austerity — especially 
the effects on household incomes — 
are likely to persist. 
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Figure 5: Changes in police numbers and violent crime by PFA, 2010-2017

I II

III
IV

notes: Police per capita and violent crimes per capita 
normalised to their baseline values in 2010.
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Figure 3: Change in police per capita and initial PFA violent crime levels (2006)

Source: ‘Police Workforce, england & Wales’ — 
Home Office Statsitical Bulletin (2019)
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Education in a time 
of austerity
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T 
he potential for positive 
spillovers from education 
is just one of the reasons 
why governments invest in 

education, often significantly.  
the uk government, for example, 
spends over £90bn per year, 
equivalent to about 4.2% of national 
income. this makes it the second 
largest element of public service 
spending in the uk behind health 
(about 7% of national income).

Given the importance of 
education to the government’s 
objectives, including its commitment 
to investing in skills as part of the 
industrial strategy, one might expect 
spending on these areas to have been 
relatively protected from austerity 
since 2010. that does indeed seem to 
have been the case. But the overall 
picture of relatively little change in 
education spending over the last 
decade masks the very different 
patterns experienced by different 
areas of education. 

By Claire Crawford

it also provides a misleading 
impression of what has happened 
to investment in education over 
the last 30 years. resources have 
increased across the board, from 
pre-school through to higher 
education, with austerity doing little 
to reverse this trend. each phase of 
education has more resources to 
spend per child now than they did 
30 years ago. But the biggest rises 
have been on children under the 
age of 11, at the expense of those 
in further and higher education. 
there has also been an increasing 
concentration of resources on poorer 
pupils in compulsory education. 
taken together, these two changes 
have resulted in far greater equality 
of public spending on education 
by socio-economic background — 
although there is still a long way to 
go for this equality of spending to 
translate into equality of outcomes or 
opportunities. 

Education spending during  
the austerity years
if we take account of the 
government’s expected spending 
on unpaid loans to higher education 
students, as the office for national 
statistics recommends, day-to-day 
education spending fell by about 
3% in real terms between 2010-
11 and 2018-19. this is a small fall 
compared to many other government 
departments, including the home 
office and the ministry of Justice, 
which saw a reduction of more 
than 20% over the same period. But 
education was less well protected 
than health, which saw a rise of 14%.

this overall change in day-to-
day education spending masks 
substantial differences between 
phases of education, however, as 
figure 1 shows. the figure shows the 
percentage change in upfront real 
terms public spending per pupil 
or student for different phases of 
education relative to 2010-11.  

education benefits individuals and economies. a wealth of 
research suggests that acquiring additional years of education 
or qualifications leads to higher earnings, as well as a host of 
non-pecuniary benefits, including being healthier and happier.  
there is also a strong correlation between the education or 
skill level of a workforce and economic growth or productivity, 
although a causal relationship is harder to prove. 

advantage  /  austerity special  /  summer 2020
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it makes clear that further education 
(here shown for 16-18 year olds) has 
borne the brunt of the cuts, seeing 
funding cut by 12% in real terms over 
this period, with sixth form colleges 
particularly badly affected. 

the early (pre-school) years, 
by contrast, has seen dramatic 
increases in public spending, albeit 
from a much lower base. the figure 
focuses on 3 and 4 year olds. the 
largest component of early years 
spending for this age group is the 
‘free entitlement’. since 2010, this has 
offered all 3 and 4 year olds 15 hours 
of free care in a formal childcare 
setting during term-time (38 weeks 
per year). much of the rise in public 
spending we see over this period 
has been driven by an increase in 
the generosity of this entitlement. 
since 2017-18, for example, 3 and 4 
year olds with working parents have 
been eligible for up to 30 hours of 
free care per week during term-time. 
the total resources, both public and 
private, being spent on childcare 
have not risen as fast as these figures 
would suggest, however, because the 
increase in public spending has to 
some extent ‘crowded out’ (replaced) 
money that parents would otherwise 
have spent on childcare themselves. 

the beneficiaries of public 
spending on childcare have also 
changed over time. in addition to the 
free entitlement, support for childcare 
is offered via the tax system, for 
working families, and via the benefit 
system, for lower income families. 
in 2010-11, less than 10% of childcare 
support was targeted explicitly on 
working families and about 45% 
on lower income families. By 2017-
18, they each accounted for about 
25% of spending. (the remaining 
45-50% relates to the universal free 
entitlement.) this is in marked contrast 
to the composition of school spending, 
which was already skewed heavily 
in favour of students from poorer 
backgrounds in 2010, and has become 
even more so since the introduction of 
the pupil premium in april 2011 (a fund 
designed to improve the attainment of 
disadvantaged pupils).

substantive policy change has 
also been the key driver of the 
pattern in upfront spending on higher 
education shown in figure 1. the 
large jump in average real resources 
for undergraduate students between 
2011-12 and 2012-13 coincided with 
the near trebling of the cap on tuition 
fees, from just over £3,000 per year 
to £9,000 per year, after which it 
remained fixed in nominal terms. 

average resources per student 
did not treble, however, because the 
government simultaneously removed 
(for most subjects) the grants it gave 
universities to help cover the cost of 
teaching. thus, while the last decade 
has not seen a substantial fall in the 
average real resources going into 
higher education, the balance of 
funding has continued to move away 
from the public purse and towards 
private contributions from graduates 
and their families, with the current 
system split about 50-50. 

the replacement of a tiered 
system of teaching grants with a flat 
tuition fee for all subjects also means 

that some subjects — those that are 
cheaper to teach — are now much 
more generously funded than others: 
for example, in 2016-17, funding for 
medicine/dentistry and courses 
including lab or field work was 6% 
and 19% higher respectively than it 
would have been under the 2011-12 
system, while funding for the lowest 
cost courses was 45% higher. this 
has brought the debate about value-
for-money and the justification of 
different levels of government subsidy 
for different subjects very much to 
the fore, as seen in the discussion 
surrounding the augar review of post 
18 education and funding (2019). 

The longer view
so far we have focused exclusively on 
what has happened since austerity 
began in 2010. Doing so, however, 
misses the extent to which these 
patterns continue or depart from 
what came before. figure 2 extends 
figure 1, showing average upfront 
public spending per pupil or per 
student in 2019-20 prices from the 

Figure 1: Percentage change in average real-terms public spending per pupil 
or student per year on different stages of education since 2010-11
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early 1990s onwards. it shows that 
while the real resources available for 
primary and secondary education 
have stagnated or fallen slightly over 
the last decade, spending per pupil 
remains substantially higher than it 
was 30 years earlier. With real funding 
per pupil in secondary schools 83% 
higher in 2018-19 than in 1990-91, and 
in primary schools a whopping 145% 
higher, austerity has clearly not come 
close to reversing the substantial 
increases in funding overseen by 
the labour government in power 
between 1997 and 2010. 

By contrast, real spending per 
student on further and higher 
education has increased by less 
than 20% over the same period. 
together with the substantial rise 
in spending on the early years, this 
represents a significant shift of 
resources towards younger children 
— particularly in the compulsory 
elements of the education system, 
as opposed to those for which young 
people can opt in. alongside the 
increasing concentration of spending 
within the compulsory education 
system on poorer children, this has 
ensured that — when looking at the 
resources spent on young people 

from different backgrounds across 
their entire education lifecycle – the 
socio-economic differences that were 
previously apparent have now been 
almost entirely eliminated.

one interpretation of these 
patterns might be that successive 
uk governments have been 
trying to level the playing field 
between children from different 
backgrounds by following the 
conclusions of research by professor 
James heckman, amongst others, 
suggesting that the earlier you 
invest in children’s development, the 
greater the potential return. But the 
disjointed and often contradictory 
nature of the underlying policy 
reforms arguably belie this apparent 
clarity of vision. in the early years, 
for example, the direction of travel 
suggests that the government is now 
less interested in supporting early 
education as a means of reducing 
child inequalities and more as a way 
of helping working parents with the 
cost of childcare. that is not to say 
the latter is not a reasonable goal, but 
rather that it does not fit with a vision 
of the education system working 
towards equality. there is also a 
big difference between equalising 

resources and equalising outcomes 
or even opportunities. austerity has 
not decimated the resources going 
into our education system – at least 
not in all areas. But it is possible that 
taking a more holistic view across the 
entire sector might help to ensure 
that education is truly the engine of 
equality and productivity that the 
government hopes. 

About the author
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“Education is 
the passport 
to the future, 
for tomorrow 
belongs to 
those who 
prepare for  
it today.”
Malcolm X

Figure 2: Public spending per pupil or student per year on different stages of 
education (2019-20 prices)

Source: Figure 6.1a of Britton, Farquharson and Sibieta (2019).
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The impact  
of the 2011 housing 
benefit reform

21
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I 
n 2008, the local housing allowance (lha) was 
introduced as a way to calculate housing benefit. the 
aim was to ensure that private sector tenants could 
afford the median level of rents for a property of 

specified sizes in a local housing market (Broad rental 
market areas or Brma). this model meant that any 
increase in private sector rents had a direct impact on 
public spending. 

in 2011, after the implementation of austerity, lha was 
cut to cover only the 30th percentile of rents within a 
Brma. in addition to this, claimants who lived in slightly 
cheaper accommodation and had previously been 
allowed to keep the difference between their rent and the 
lha applicable (the so-called ‘excess payment’ of up to £15 
a week) had this privilege cut.

By Thiemo Fetzer

Government reforms to housing benefit introduced in 2011 
were intended to save the public purse hundreds of millions 
of pounds. But far from saving money, the change in policy 
simply shifted burdens to local councils: for every pound 
central government saved in housing benefit, local authority 
spending on temporary housing costs went up by 53p.

While the measures were intended to provide fiscal 
savings to the Department for Work and pensions (DWp), 
we find that the reform was largely self-defeating. the 
cuts brought about a significant increase in evictions 
and a persistent increase in households living in insecure 
temporary accommodation, statutory homelessness and 
actual rough sleeping. the money spent by local councils 
to deal with these problems eroded most of the fiscal 
savings made by the reform.

Overall impact of the reforms
in late 2010, the DWp estimated the economic impact  
of the benefit cuts. figure 1 shows the number of 
households affected by the cut, and the loss per  
affected household.  
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Percentile & excess
 0.000 – 0.024   
 0.024 – 0.034   
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Percentile & excess
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 411 – 452 
 452 – 477  
 477 – 504  
 504 – 533 
 533 – 563 
 563 – 597
 597 – 641
 641 – 731
 > 731

there is a significant variation in the intensity of 
the cut across the uk, with households in london 
being particularly affected. on average, households 
claiming housing benefit lost £600 a year. in some 
areas of london, this rose to £2000. around 0.9 million 
households were affected across the uk (about 5% of 
all households, and 25% of households in the private 
rented sector). our research analyses a range of official 
and individual level survey data sources to further 
understand the fiscal, economic and social impact of 
the cuts.

Evictions, temporary accommodation  
and homelessness
We find a 22.1% increase in evictions of private sector 
tenants compared to the pre-reform period. there is 
no discernible impact on evictions issued to the social 
rented sector. this strongly suggests that the increase in 
evictions were due to housing benefit claimants in the 
private sector being directly affected by the lha cuts.

local authorities are statutorily obliged to find 
temporary accommodation for vulnerable households 
who do not have a right to occupy a property or are 

at imminent risk of becoming homeless (statutory 
homelessness). the data indicates a 10-13% increase 
in statutory homelessness and an almost 50% rise 
in rough sleeping rates. the number of housesholds 
being placed in temporary accommodation rose  
by 18.8%. 

since 2011, the structure of statutory homelessness 
has also dramatically shifted. rapid rises in 
homelessness are concentrated among working-age 
adults and particularly households with children. 
eviction from rented accommodation is the main 
reason why households in districts most exposed to 
the housing benefit cut become homeless.

Electoral Registration and EU referendum vote
We also link exposure to the housing benefit cut to 
measures of democratic participation. in the 2016 
eu referendum vote, turnout was significantly lower 
in districts more affected by the cut: a 1 standard 
Deviation (sD) increase in exposure to the housing 
benefit cut decreased turnout by 1.3 to 1.8 percentage 
points. it also increased support for leave by 2.2 
percentage points.

Figure 1: Ex-ante estimated impact of LHA cut from 
median to 30th percentile and the removal of the 
excess — Panel A highlights the share of resident 
households affected while Panel B presents the loss  
per affected household across deciles

Panel A: % of households affected Panel B: Loss per affected household
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DWP HB savings
 < -17.9  
 -17.9 – -10.7 
 -10.7 – -6.7   
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Council spending increase
 0.8 – 4.0    
 4.0 – 5.7  
 5.7 – 7.8 
 7.8 – 10.8  
 > 10.8 

Panel A: DWP housing benefit savings Panel B: Council homelessness 
prevention cost increase

“Eviction from rented 
accommodation is 
the main reason why 
households in districts 
most exposed to the 
housing benefit cut 
become homeless.”

Figure 2: Cost-Benefit Analysis: Implied fiscal savings 
to central government from housing benefit cut versus 
higher council spending on homelessness 

The cost of the reforms
even though the cut to housing benefits was originally 
intended to provide fiscal savings to the DWp, we show 
that a large portion of the fiscal savings were offset 
by the local councils spending on anti-homelessness 
measures. figure 2 shows the money saved by the 
DWp through the reform and the increase in local 
council spending on anti-homelessness measures in 
£’s per resident households. for every pound central 
government saved in housing benefit, local authority 
spending on temporary housing costs went up by 53p.

our research indicates that cutting housing subsidies, 
while appearing fiscally attractive, may  
end up producing new and significant economic and 
social costs. the housing benefit reforms were intended 
to save the government money during the period of 
austerity, but the long-lasting effect of these reforms 
have put pressure on local councils, increased the 
number of households in insecure housing and even 
affected democratic participation. in the long-term, 
increases in housing insecurity across the uk also has 
the potential to negatively affect health, childhood 
attainment and employment. 
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T 
he ten years since austerity began have not 
been easy ones. productivity, wage growth, 
housing and crime all worsened, with very 
real consequences for people’s lives. income 

inequality, however, seemed to buck the trend. Whether 
measured by the Gini coefficient or by top income shares, 
inequality apparently did not get any worse. But as aaron 
levenstein put it, ‘statistics are like [swimsuits]. What they 
reveal is suggestive, but what they conceal is vital.’

in this case, the key concealment is that official 
income inequality statistics have excluded so-called 
‘irregular receipts’, particularly, capital gains (profits 
received on the sale of assets). When capital gains are 
included, the picture changes considerably. capital gains 
significantly supplement the highest incomes, and this 
form of remuneration has steadily increased since 2010, 
allowing those at the top to weather austerity relatively 
comfortably. far from being constant, over the past ten 
years inequality has been rising.

the tax system heavily favours capital gains, which 
are taxed between 10 and 28%, compared with income, 
which at the top is typically taxed at 47% but can be as 
high as 62%. such favourable tax treatment has spurred 
growth in capital gains of almost 300% over the last 
decade, returning aggregate gains to a level last seen just 
before the financial crisis (figure 1).

Capital gains and 
hidden inequality
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By Arun Advani & Andy Summers

looking at official inequality statistics, the past decade was bad, but it was  
bad for everyone. as income growth flat-lined, so too — it is often said — did 
income inequality. We were ‘all in it together’, to use the famous phrase.  
But official inequality statistics exclude ‘irregular receipts’, in particular capital gains. 
once these are added to incomes, the share of resources going to those at the  
top actually grew substantially, while average incomes stagnated.

Whether this remarkable rise in aggregate gains 
matters for inequality depends on how these gains are 
distributed. if they are distributed in exactly the same 
way as income, then inequality would be the same when 
measured with total remuneration (income plus capital 
gains). But they are not. 

using confidential administrative data from hm 
revenue and customs (hmrc) covering all tax filers 
between 1997 and 2018, our research shows that taxable 
capital gains are extremely concentrated. 

Figure 1. Aggregate capital gains each year 1997-2018
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“Statistics are like [swimsuits].  
What they reveal is suggestive,  
but what they conceal is vital.” 
Aaron Levenstein



in 2017, the top 5000 individuals ranked by capital gains 
(0.01% of uk adults) received 54% of all taxable gains; by 
contrast, the comparable figure for taxable income is just 
2%. figure 2 shows the distribution of capital gains among 
those with more than £100,000 in gains. even within this 
(very rich) group, the concentration at the very top stands 
out. the top 1,000 received at least £6.9 million each in 
capital gains, averaging £14 million. inequality in capital 
gains is substantially higher than in income.

Figure 2. Distribution of capital gains in 2017 among 
those receiving more than £100k in gains

But we should also think about the persistence of 
capital gains. if capital gains are concentrated but go to 
a different set of people each year, then from a lifetime 
perspective their impact may average out. indeed, the 
idea that receiving capital gains is a rare event is part 
of what has motivated its exclusion from usual income 
statistics—they are treated as an ‘irregular receipt’.

our research shows that for a substantial minority 
of the uk’s richest individuals, capital gains are not a 
rare event, but a regular part of how they receive their 
remuneration. figure 3 illustrates that one third of those 
who received gains over £20,000 in 2017, also received at 
least this much, on average, over each of the preceding 
four years. amongst those with gains over £100,000, one 
in six had received over £500,000 in total, in the five-year 
period since 2013.

Figure 3. Persistence of gains: average past gains  
for those with gains in 2017  

 
 

 

having seen that capital gains have grown over time, 
are highly concentrated, and are also persistent for some, 
it is natural to ask what this means for our understanding 
of inequality. figure 4 shows how shares of total income 
and total remuneration (income plus gains) have changed 
over the past twenty years. the top panel shows the share 
for the top 1% of uk adults (roughly half a million people); 
lower panels repeat this for the top 0.1 and 0.01%.

looking only at incomes between 1997 and 2018 
we see a familiar story: the top 1% share has hovered 
consistently at around 14% for the past decade, rising 
slightly between 1997 and the 2008 financial crisis, 
but hardly increasing since. But when we look at 
total remuneration including capital gains, we see 
a very different story. not only is the top 1% share of 
remuneration much higher than the income share, but 
since 2011 it has been increasing. Between 2011 and 2018 
the top 1% share of total remuneration rose by more than 
three percentage points from 14 to 17%; the top 0.1% share 
grew at an even faster rate, from 6 to 8%.

including capital gains, the top 1% of uk adults had an 
average total remuneration of £392,000 in 2018, compared 
with an average income of ‘only’ £307,000, a 28% 
difference. in 2011, that difference was only 17%.  
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“... for a substantial 
minority of the UK’s 
richest individuals, 
capital gains are not a 
rare event, but a regular 
part of how they receive 
their remuneration.”
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looking at even smaller and better-off groups, the effects 
are even larger: for the top 0.01% (around 5000 people), 
including capital gains adds (on average) 62% on top of 
incomes in 2018, compared with 32% in 2011.

austerity was socially and economically painful for 
most people, but not for everyone. although conventional 
wisdom is that everyone suffered with stagnating incomes 
during austerity, this masks a big shift in the way that the 
richest received their remuneration. By ignoring capital 
gains and focusing exclusively on taxable income, official 
statistics have missed this major trend in inequality over 
the past decade, delaying debate about the appropriate 
policy response. 

About the authors
Arun Advani is assistant professor of economics at  
the university of Warwick and impact Director of caGe.  
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studies, and visiting fellow of the lse international 
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“Official statistics have 
missed this major 
trend in inequality 
over the past decade, 
delaying debate about 
the appropriate policy 
response.”
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people at the top   
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Did austerity  
cause Brexit?

By Thiemo Fetzer
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I 
gathered data from uk electoral contests since 2000 
and assembled a detailed individual-level panel dataset 
covering almost 40,000 households since 2009. my 
analysis reveals that cuts to the welfare system from 

2010 sparked a protest vote that tipped the balance of 
the 2016 european union (eu) membership referendum 
towards leaving the eu.

The effects of austerity
the 2010 austerity programme focussed on cutting public 
spending rather than increasing taxation. there were three 
core components to these measures — welfare reforms 
and welfare cuts; cuts to ministries; and freezes to public 
sector salaries, freezes to benefits, or caps on uprating to 
erode the real value of salaries or benefits. these cuts were 
felt most keenly by working age adults who lived in more 
deprived areas of the uk.

“The austerity measures implemented 
by the coalition government from 2010 
brought about significant spending 
cuts and a significant demographic 
realignment of public spending.  
Public spending per person fell by 
about 23% in real terms between 2010 
and 2015. But how did these cuts affect 
UK citizens, and did they change the 
political preferences of UK voters?”

figure 1 shows the effect of austerity on Government 
spending per capita. Between 2010 and 2015, public 
spending on welfare and protection (e.g. unemployment 
benefits, housing tax credits and disability benefits) fell 
by 16%, and education spending fell by 19%. healthcare 
spending flatlined, but increasing demand on services 
owing to an ageing population, and a pay cap on staff 
salaries, put pressure on the nhs. 

public spending cuts were disproportionately borne 
by the current working age population (who are most 
likely to benefit from social security payments) and the 
future generation (who benefit from publicly funded 
education). even in nominal terms, welfare spending per 
capita dropped sharply, while fiscally expensive spending 
on pensions steadily rose due to the triple lock, which 
guaranteed that the basic state pension would rise by a 
minimum amount each year (figure 2). 



help cover the cost of training for nurses) made working in 
healthcare a less attractive prospect.

Wealthier communities and districts, on average, 
were better able to cope with austerity cuts as they could 
mobilise other sources of funding. as such, the local impact 
of budget cuts is likely to have further exacerbated the 
already vast regional economic inequalities within the uk. 
austerity cuts to local services were not widely supported:

The correlation between austerity measures  
and the rise in the UKIP vote share  
it is evident that austerity exacerbated existing social and 
economic cleavages across the uk. the cuts were felt 
most keenly by working age adults reliant on the welfare 
state and living in deprived areas. as a reaction to austerity, 
2010 saw a change in voter preference towards supporting 
anti-establishment parties that promised a break with the 
political status quo. the uk independence party (ukip) 
in particular saw a marked rise in popularity in local, 
Westminster and european elections (figure 4). 

the rise in the ukip vote share from 2010 coincides 
with a notable strengthening of the correlation between 
support for ukip and areas where there was a large 
proportion of individuals with no qualifications, or in 
routine, retail or manufacturing jobs. significantly, these 
areas of the uk were more reliant on the welfare state and 
tended to be harder hit by austerity measures. the timing 
and geographical distribution of the sudden increase in 
support for ukip suggests that austerity had an important 
role to play in shaping the political preferences of uk 
citizens (figure 5).
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the impact of the welfare reforms was felt the hardest 
in parts of the uk that were already most deprived prior 
to 2010. for every pound lost in transfer income, local 
economies contracted by around 2-2.5 pounds. the overall 
projected financial loss per working adult as a result of 
welfare reforms was £914 in Blackpool but £177 in the city 
of london.

Budget cuts to ministries put strain on local councils. 
funding for the ministry of housing, communities and 
local Government, which provides local governments with 
a significant part of their funding, was cut in real terms 
by 30-40%, putting pressure on local councils to provide 
services. in 2017-18, english councils’ core budgets totalled 
about 44 billion pounds, 35% of which was absorbed by 
the rising cost of adult social care. councils had to cut 
spending on items deemed non-essential — the parts of 
spending that most elastically responded were planning 
and development (a nominal contraction of 43%), housing 
(nominal contraction of 35%) and culture (nominal 
contraction of 25%) (figure 3). 

Government measures to save money on policing, 
the civil service and housing also had a local impact. 
police funding from central Government fell by 19% 
between 2010/11 and 2018/19 whilst local funding rose. 
police staff numbers dropped by 17.4% between 2009 
and 2016. the civil service shrank from 519,000 in 2010 to 
411,370 in 2016- a decline of around 20%. these staffing 
cuts were experienced most deeply by regions outside 
of london. cuts to local housing allowance after 2011 are 
causally associated with an increase in evictions, statutory 
homelessness and rough sleeping. 

in addition to a squeeze on welfare and ministry 
funding, the government also sought to save money on 
public sector salaries. Between 2010 and 2013, salaries 
over £21,000 were frozen and after 2014, salary rises 
were capped at 1%. the public sector experienced 
staff retention issues, particularly in the nhs. the wage 
squeeze, and cuts (for example to maintenance grants that 

“In addition to a squeeze 
on welfare and ministry 
funding, the government 
also sought to save 
money on public sector 
salaries.”

£914
in  

Blackpool

£177
in the 
city of  

london

Overall projected financial loss per working adult as a 
result of welfare reforms

60%
of people thought 

that the cuts to 
local services had 

gone too far

(British election study, 2014)

6%
of people thought 

that the cuts to 
local services 

had not gone far 
enough

(British election study, 2014)
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The UKIP vote share and the Brexit vote
a study of the ukip vote share is informative for 
understanding voter motivations to choose ‘leave’ in the 
2016 eu referendum. ukip was the only party before the 
referendum with leaving the eu in its manifesto. During 
the referendum campaign, the ukip leader nigel farage, 
was the only party leader to publicly endorse the leave 
movement. ukip policies also spoke to the dissatisfaction 
of protest voters squeezed by austerity. in 2015 they 
pledged more money for the nhs, significant cuts to 
immigration, and tax breaks for lower earners. the leave 
campaign in 2016 mirrored many of ukips policies. the 
pledge to reroute £350 million a week supposedly given to 
the eu directly to the nhs implied that eu membership 
was expensive, and the money could be put to better 
use in the uk to improve public services (which were 
under strain owing to austerity). posters of syrian migrants 
implied that the uk was under undue pressure from 
migrants using its public services. 

Geographically, the support for ukip in the 2014 
european elections largely replicated support for leave 
in the 2016 eu referendum (figure 6). the geographical 
connection between voters for Brexit in 2016 and voters 
for ukip in 2014, alongside the data showing a strong 
correlation between votes for ukip after 2010 in areas hard 
hit by austerity, strongly indicates that austerity influenced 
some uk citizens to vote to leave the eu.

“UKIP was the only party 
before the referendum 
with leaving the EU in its 
manifesto.”

“UKIP’s policies in 
2015 spoke to the 
dissatisfaction of protest 
voters. They pledged 
more money for the 
NHS, significant cuts to 
immigration, and tax 
breaks for lower earners.”

But did austerity cause Brexit? the data shows that 
individuals in some areas chose to vote for ukip in protest 
of the government’s austerity measures. But were these 
gains for ukip enough to tip the balance of the 2016 
referendum in favour of leaving the eu? the data indicates 
that ukip vote share increased by between 3.5 to 11.9 
percentage points due to austerity. the leave campaign 
won the referendum by a margin of 3.8 percentage points. 
Dissatisfaction over austerity measures was significant 
enough to give the leave campaign its majority. if austerity 
had not happened, or if it had played out differently, the 
uk might have remained in the eu. 

About the author
Thiemo Fetzer is associate professor of economics at the 
university of Warwick and a caGe theme leader.

Further reading
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indeed, in the 2014 eu election, the ukip vote was 
for many a way to protest and was not only about eu 
membership grievances:

43%
of ukip 
voters 

supported 
ukip 

because they 
wanted to 

leave the eu

26%
of ukip 
voters 

supported 
ukip 

because they 
wanted to 

voice protest

3.5- 
11.9%
ukip gains 
attributable 
to austerity 
after 2010

3.8%
margin by 

which leave 
won the 

referendum
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notes: Figure plots nominal spending across major local council 
spending priority areas. the figures have been indexed relative to 
2007. The underlying data is from the local; government financial 
statistics for england provided by the MHCLg.

figure 3: council spending across major local authority 
districts in the uK
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notes: Figure plots nominal spending across major local council 
spending priority areas. the figures have been indexed relative to 
2007. The underlying data is from the local; government financial 
statistics for england provided by the MHCLg.
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Figure 4: UKIP support across elections over time

“2010 saw a change in voter preference towards 
supporting anti-establishment parties that 
promised a break with the political status quo. 
UKIP, the only political party at that time with 
leaving the EU explicitly on their agenda, saw a 
marked rise in popularity in local, Westminster 
and European elections.”
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Figure 5: Effect of education qualification, socioeconomic status and sectoral employment of the resident 
population as of 2001 on support for UKIP over time

Figure 6:  
Support for UKIP  
in the 2014 European 
election and the 
Leave share in the 
2016 EU referendum

Percentage UKIP in 2014
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Non parametric effect of educational qualification, socioeconomic status, and sectoral employment of the resident population as of 2001 on 
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What has been happening to uk wellbeing since the austerity period began 
after the financial crisis of 2007-8? using data from the office for national 
statistics (ons), we examine trends in wellbeing in the united kingdom over 
the last 10 years. Despite what some newspaper commentators may believe, 
the uk’s citizens have become markedly happier, more satisfied with life, less 
anxious, and believe more strongly that life is worthwhile. strikingly, and to our 
own surprise, the happiness gap between highly educated people and other 
groups has narrowed substantially.

By Andrew Oswald & Nattavudh Powdthavee

W 
e use ons data from the annual 
population survey — a survey of 1.1 
million randomly sampled citizens of the 
united kingdom — which includes the 

measurement of data on ‘feelings’ and personal wellbeing. 
these measures have recently become a significant 
part of the information-collection efforts of government 
economists and statisticians. 

it is not possible with this source to track every year 
from the financial crisis in 2007-8. consistent data begins 
only from the year 2011. hence it is these numbers — over 
the recovery but still ‘austerity’ years — that we examine.

the background to this kind of empirical enquiry, 
and also partly the reason for the inclusion of personal 
wellbeing questions in the annual population survey, is a 
research literature that sprang up in economics and social 

Happiness trends  
in the UK over the 
last decade 
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science in the 1990s. a precursor had been the eventually 
influential, and for a long time the lone, contribution of 
richard easterlin, who in 1974 (now famously) pointed 
out that over long periods of time the level of recorded 
happiness in the usa had not been rising despite the 
rising GDp of that country. the scientific literature began to 
blossom slowly in the 1990s, with early work by researchers 
such as easterlin, Diener and oswald, and is now an 
enormous one, as described, for example, in frey and 
stutzer (2002), powdthavee (2010) and clark (2018). some 
of the early articles include Diener and Biswas-Diener 
(2002), easterlin (2003), and oswald (1997). 

We draw upon answers to the four wellbeing questions 
now asked regularly of uk citizens by the office for 
national statistics. they are given overleaf. 
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table 1: four measures of personal well-being 
‘i would like to ask you four questions about your feelings on aspects of your life. there are no right or wrong answers. 

for each of these questions i’d like you to give an answer on a scale of 0 to 10, where 0 is “not at all” and 10 is “completely”’.

2.  
overall, how satisfied 
are you with your life 

nowadays?

Life 
satisfaction

3.  
overall, to what extent do 

you feel that the things 
you do in your life are 

worthwhile?

Worthwhile

1.  
overall, how happy  

did you feel yesterday?

Happiness

4. 
on a scale where 0 is  

“not at all anxious” and 10  
is “completely anxious”, 
overall, how anxious did  

you feel yesterday?

Anxiety

Sample size 1.1 million randomly sampled citizens.  
Source: Office for National Statistics

Year

Having a university degree
Without university degree

figure 1: happiness  
in the uK since 2011
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in the uK since 2011
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figure 3: worthwhileness 
in the uK since 2011
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“We have shown in this 
brief article that four 
kinds of wellbeing 
measures all show 
improved levels since 
2011, which is when 
consistent data began  
to be collected.”

warwick.ac.uk/cage

randomly selected people are asked to give a 
wellbeing score (from zero to ten, where ten is the highest 
possible) to describe their feelings about their life.

this kind of analytical approach is broadly familiar 
to many kinds of behavioural scientists, including 
psychologists and psychiatrists. for some traditional 
economists, however, it can still seem unusual. 
economists, a critic might assert, have not been 
particularly open to the possible role of human feelings.

Our findings
figure 1 gives the mean level of happiness in the united 
kingdom from 2011 to 2019 inclusive. We have divided 
the data series into two segments of the population. the 
upper pink bars show the average recorded happiness 
of citizens who have a university degree. the lower red 
bars show the average happiness of all others, namely, 
those with lower levels of education. it should be borne 
in mind here that these simple averages might mask the 
fact that some other characteristics of the people in the 
two samples will differ. for example, the highly-educated 
group will tend to be slightly younger on average (because 
having a degree has become more common through the 
years), will tend to be richer and slightly healthier, and will 
tend more often to live in the south east of england.

the first thing to note about figure 1 is that the uk 
has become happier since 2011. the rise — about one 
quarter (0.25) of a happiness point on a cardinal scale 
— might sound small. however, that conclusion would 
be misleading, because we know that major life events 
like divorce and unemployment induce changes in a 
person’s happiness of about 0.3 to 0.5 points. hence an 
improvement in the whole country’s happiness of slightly 
over 0.2 seems substantial. one possibility for this is that 
the nation has been going through a kind of psychological 
recovery from the 2007-8 financial crisis. it is certainly 
known, for example, that unemployment has dropped 
strongly since those crisis years.

What seems significant about figure 1 is that in the 
last few years there has been a marked narrowing of the 
happiness ‘premium’ enjoyed by university-degree holders. 
We believe we are the first to show this statistical fact. 
the explanation at the time of writing is unknown. as the 
narrowing seems to have started around 2016, it may be 
that it is the decision by the country to leave the eu that 
has reduced the wellbeing of the highly educated in a 
disproportionate way.

a narrowing, although one that is milder in form, 
can be seen in figures 2 and 3 for life satisfaction and 
worthwhileness of life. in figure 4, the ‘anxiety gap’ between 
the educational groups has widened very noticeably (it has 
been known for a while that, perhaps paradoxically, the 
highly educated always report more anxiety than other 
citizens). in that sense, the highly educated have, over the 
last few years, suffered more than others.

Conclusions
it is now possible, thanks to modern ons data, to look at 
time trends in ‘feelings’ in this country. We have shown in 
this brief article that four kinds of wellbeing measures all 
show improved levels since 2011, which is when consistent 
data began to be collected. our article has also pointed 
to a vanishing ‘happiness premium’ between the highly 
educated and other groups. this narrowing gap deserves 
greater attention from social scientists and policymakers. 
there is much yet to be understood. 
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R 
eviewing the evolution of economic policy over 
the last decade, i’m struck by the stunning 
retreat from austerity that occurred in the wake 
of the 2017 election. a programme that was 

‘conventional wisdom’ amongst a big section of the policy-
making class suddenly became anathema, with few strong 
defenders existing now outside of the former osborne-
cameron circle.

i’m further struck by the fact that the may and now 
Johnson governments have not articulated a clear direction 
for post-austerity tax and spending policy. the initiatives 
and changes announced so far seem to be remedial (for 
example, restoring police spending) rather than being 
elements of a systematic agenda. But as i write (late march 
2020), the coviD-19 virus is also doing its best to subvert 
any expectations we might have about what a systematic 
policy agenda might look like.

Given this, rather than being one of those pundits who 
announces what policy-makers should do before the dust 
has settled, i want to instead highlight what trends are likely 
to be important for a post-austerity economy and society. 

The second coming of the ‘Productivity Paradox’
robots, drones, talking tvs, and phones that first got really 
tiny but are now big mobile computers. technology is all 
around us, but it is not improving productivity according 
to the statistics. this previously happened in the 1980s as 
part of a ‘productivity paradox’ that was resolved by the 
information and communications technology (ict)-driven 
productivity surge of the mid-1990s.

so, following recent work by Brynjolfsson, rock and 
syverson (2018), if the pattern of the 1980s and 90s holds, 
we are in the midst of a productivity downturn and waiting 
for a wave of new technology (in short, artificial intelligence 
(ai) and robotics) to pull us out. this would change the 
game, giving us more output per head to work with. the 
questions are how big this surge might end up being and 
importantly, how it will be distributed?

“The wolf is beyond  
the door. The wolf is  
in the living room.  
This is the anthropocenic 
condition. This is how  
we live. This is force 
majeure. It’s here.  
It’s very obvious.”

Parting  
shot
By Mirko Draca 
Director, CAGE
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Reinventing government… again
ai and robotics are set to automate a range of tasks and 
processes that have traditionally required human judgment, 
organisation and discretion. this could change the nature 
of government services in significant ways. in particular, 
service delivery could be streamlined using tools such 
as chatbots, linked databases, expert systems, predictive 
analytics, and behavioural ‘nudges’ tested at scale. a useful 
way to think about this development is that these tools 
will allow us to chip away at the fundamental economic 
problems of asymmetric information and moral hazard 
that have bedeviled both government and anything that 
involves building a bureaucracy. new ideas are great, 
but the 1970s’ wave of economic theory in the area of 
‘information economics’ — how lack of information can 
effect economic decision making — is due for a revival of 
interest and (crucially) a popularisation, as we see these new 
technologies develop.

Everything’s gone grey
the covid-19 virus has acutely exposed us to the fact that 
a big segment of our society is ageing or vulnerable in 
other ways. the office for national statistics’ (ons) figures 
indicate that the current population share of those aged 
65+ is around 18.4%. furthermore, the 65+ group is the 
fastest growing part of our population — it’s projected that 
nearly a quarter of the population (24.2%) will be 65+ by 
2038. as a benchmark, this compares to an 11.8% share in 
the 1960s. the biggest implication will be health: illness 
rates haven’t necessarily been going up too much, but the 
volume of illness in the population is increasing as society 
ages. this has obvious fiscal costs along with effects on well-
being. in short, a bigger fraction of the population will be 
experiencing regular pain and limitations in their lifestyles 
due to acute or chronic illness.

This will be the ‘Thundering Twenties’
finally — you must have known this was coming —  
climate change. the 2020s are going to give us more 
storms, fires, floods, droughts (and yes, pandemic threats). 
We will have to build these regular climate threats into the 
management of society and some geographic areas might 
become uninhabitable. Get ready to talk about the weather 
a lot more. 

one of my favourite writers is a guy called Bruce sterling 
(look him up). he summarised the situation well in a speech 
back in 2011:

“I will pass the rest of my lifetime in the shadow  
of climate change. It’s not about warning people 
in 2011, or trying to avert or defuse a misfortune. 
the wolf is beyond the door. the wolf is in the 
living room. this is the anthropocenic condition. 
this is how we live. this is force majeure. It’s here. 
It’s very obvious.” 

Further reading
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Johnson, Brad, ‘Bruce sterling: climate change is now 
a ‘melancholy and tiresome reality’’, thinkprogress.org, 
accessed 25.03.2020.

Brynjolfsson, e., rock, D., and syverson, c., (2019) 
“artificial intelligence and the modern productivity paradox: 
a clash of expectations and statistics”, agrawal, a., Gans, 
J., and Goldfarb, a., (eds.), The Economics of Artificial 
Intelligence: an agenda, nBer, university of chicago press.

“AI and robotics are set 
to automate a range 
of tasks and processes 
that have traditionally 
required human 
judgment, organisation 
and discretion.”
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