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Income is not the only direct measure of material resources 
that will be available in the Understanding Society dataset. 
Analysts may be interested in individual elements of income, 
for example in the receipt of particular types of benefi ts. In 
Wave 2 (already in the fi eld), there is a set of questions on 
savings and credit commitments. A sequence of questions 
about capital fi nancial assets is planned for Wave 4.

Money – whether income or capital – provides direct access 
to consumption and material living standards. These are 
captured by three sets of questions which collectively 
measure material deprivation, analysed and discussed later 
in this chapter.

The income data were collected in 2009. The fi gures 
are obviously affected by the fact that a recession was in 
progress at the time of the interviews, but without a time 
series we have no direct way of knowing what difference 
the downturn in the economy has made. 

The purpose of this chapter is to give an overview of 
measures of income and material well-being which are 
available in Understanding Society. It provides illustrative 
results so that analysts can get a sense of measures 
available for their own research. While this chapter focuses 
on income as an outcome, it is also of major importance 
as a predictor or explanatory variable.

The chapter discusses the measurement and distribution 
of gross household income in Understanding Society and 
in comparison with the Family Resources Survey (FRS) 
(Department for Work and Pensions, 2010a). It also 
presents the distribution of gross, net and equivalent 
incomes, which have varying meaning for how socio-
economic resources are experienced by households. 
The next section focuses on the upper and lower ends 
of the income distribution, labelled prosperity and poverty. 

It presents the rate of poverty for households with different 
characteristics. The following section summarises several 
measures related to material deprivation in terms of 
lifestyles, fi nancial stress and ownership of consumer 
durables. The chapter concludes with an assessment of 
opportunities for research when longitudinal data will 
be available. 

INCOME MEASURES AND INCOME 
DISTRIBUTIONS

THE DISTRIBUTION OF GROSS INCOME

The Understanding Society questionnaire collects very 
detailed information about the incomes of each member 
of every household – covering earnings, self-employment 
profi ts (or losses), social security benefi ts, interest and 
dividends, and so on. The questions, with a couple of 
exceptions, aim to collect information on income in the most 
recent month. 

The fi rst task is to add together all the income received by 
each person; and then to sum the incomes of all the people, 
to calculate a total for the household. Checks have to be 
made that all the relevant amounts have been reported – 
and because the total is based on so many questions, each 
concerned with a separate component of income, it turns 
out that there is some information missing from nearly half 
of all cases. Rather than understate income where it has not 
been fully reported, the next step is to fi ll in best estimates 
of the missing values by imputation – a routine which works 
out the most likely correct answer to each question. This 
can be very straightforward (e.g. calculating the amount of 
Child Benefi t based on the number of children in the family) 
or more complex (e.g. working out the average earnings of 

The need to understand how incomes change over time was the primary 
motivation for the fi rst household panel survey – the Panel Study of Income 

Dynamics (PSID) – launched in the USA in 1968 and still going strong (Bane & Ellwood, 1994). Now that the data spans 
more than a generation, the PSID provides social scientists with unparalleled insights into income mobility in America, both 
across the adult life course, and between parents and children. The British Household Panel Survey (BHPS) has provided 
equivalent data for Britain since 1991, and has remained the primary source of data on changes in individuals’ material 
well-being over time. Understanding Society has been designed to continue that sequence, using a much larger sample of 
households across the UK.

Trends in the growth – or decline – in the national average income are among the key indicators on which governments 
are judged, and by which countries are compared. Surveys measuring the incomes of households provide important data 
about the distribution of income across the population, from rich to poor. Income is not the only component of material 
well-being, but it provides access to a very wide range of goods and services, can be measured in clearly calibrated units, 
and is often seen as representing a badge of social status. But when commentators say that living standards have been 
rising or falling (and infer that people are contented or disgruntled as a result) their analysis of the average conceals the 
fact that many individuals see increases or decreases in their income from year to year which far outstrip national trends. 
These dynamics, and an analysis of their causes and consequences, are the province of household panel surveys (Bradbury, 
Jenkins & Micklewright, 2001; Jenkins & Micklewright, 2007).

INTRODUCTION
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men and women in a particular occupation, and assigning 
that average to individuals in that occupation whose 
earnings were not given). The interim data analysed here is 
provisionally based on a fairly simple imputation formula. It 
will be developed further as the Wave 1 dataset is fi nalised, 
and developed again when the Wave 2 results become 
available to help us work out what the Wave 1 answers 
might have been. Thus, the eventual income and material 
well-being distributions will vary from this preliminary 
examination. 

Table 1 summarises the whole of the reported distribution. 
The household with the lowest income reported a net loss 
of nearly £150,000 per year, having had a bad year in self-
employment. The household with the highest income made 
nearly £5 million per year. 

The shape of this 
income distribution 
is very similar to the 
patterns reported by 
other surveys in this 
country and across 
the world, with a large 
number of not-very-
well-off households 
slightly below average, 
balanced by a small 
number of very 
prosperous households 

well above average (illustrated in Figure 1). The most 
common single household income was only £1,000 per 
month (see the peak in the graph at Figure 1). The income 
achieved by the top 5 per cent of households is substantially 
greater than the sum of the amounts received by the 
bottom 50 per cent of households. 

Readers can gain a normative perspective by working out 
where their own household income would have been placed 
if they had been respondents to the survey. For example 
a civil-servant couple with two children, with his full-time 
earnings of £40K plus her half-time earnings of £20K, 
would reach the 90th percentile once their Child Benefi t was 
added in. They would be on the margins of the richest 10 
percent of households in Britain. 

It is a feature of income distributions that it is more diffi cult 
to observe and interpret the very highest and lowest 
reported incomes. Small samples with high variances are 
subject to substantial sampling error. There is evidence to 
suggest that very high or low incomes are often temporary, 
and therefore an unreliable guide to the family’s underlying 
resources. For these reasons, most of the following analysis 
focuses on a slightly truncated income distribution, from 
which the top and bottom of the range have been excluded.1 

Figure 1 illustrates the distribution of income, comparing 
the Understanding Society distribution of gross income with 
the distribution reported by the DWP’s specialist income 
enquiry, the Family Resources Survey (Department for 
Work and Pensions, 2010a), which provides the basis for 
offi cial income statistics.2 Of course the FRS is also a survey, 
and faces exactly the same issues about sampling error, 
non-response bias, measurement error and imputation 
routines as Understanding Society.3 The left hand panel 
plots the distribution in standard arithmetic; the right hand 
panel plots the X-axis on a logarithmic scale, as this gives 
a clearer view of the lower values. Both surveys have the 
expected ‘skewed normal’ distribution. In detail, the FRS 
has a sharper and higher peak. By comparison, the current 
Understanding Society data reports more households 
below £1,000 per month, fewer at about £1,000, more 
in the range £3,000-£4000 and fewer between £6,000 
and £8,000. We will keep an eye on these apparent 
discrepancies as we further develop and fi nalise the 
Understanding Society income variables. 

Table 1 Percentiles of the full distribution of gross household 
income, expressed as weekly, monthly and annual amounts

 

 Lowest

 1st percentile

 10th

 25th

 50th

 75th

 90th

 99th

 Highest

Weekly

-£2,838

£0

£145

£278

£522

£832

£1,215

£3,162

£93,905

Monthly

-£12,298

£0

£628

£1,206

£2,264

£3,603

£5,263

£13,703

£406,920

Yearly

-£147,573

£0

£7,540

£14,472

£27,162

£43,240

£63,160

£164,441

£4,883,039

1  The excluded households are those with zero or negative reported incomes, plus the top and bottom 1 per cent of the positive reported incomes. Exclusions totalled 4.3 per 
cent of the households in the sample. 

2  The Family Resources Survey, made available by the UK Data Archive, provides a comparison with Understanding Society based on a well-established specialist income survey. 
Figures labelled in this chapter as derived from the FRS are based on direct analysis of the 2008/09 Households Below Average Income (HBAI) dataset, not the results reported 
in the offi cial HBAI publication (Department for Work and Pensions, 2010b). All FRS money fi gures are adjusted to make them more directly comparable with Understanding 
Society, fi rst to convert weekly to monthly amounts, and second to take account of the different averages for surveys taking place 9 months apart. The adjustment consisted of 
multiplying all FRS amounts by the ratio of the medians of the (truncated) distributions.

 3  The FRS distribution has been truncated using the same rules as have been applied to the Understanding Society data (see note 1).

A civil servant couple, 
with two children, 
with his full-time 

earnings of £40k plus 
her half-time earnings 

of £20k and Child 
Benefi ts would be on 

the margins of the 
richest 10 percent of 
households in Britain
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5  The equivalence scale used in this chapter is the modifi ed OECD scale.

4  The algorithm for converting reported gross income to an estimate of net income 
is derived empirically from analysis of the FRS dataset (see note 2), in which both 
gross and net income are known. It takes the form: 
net income = gross income up to a threshold
   + 63% of gross income above that threshold.

The threshold varies according to the size of the household and the age of its members, 
as follows:
 Containing no-one Containing anyone of 
 of pensionable age pensionable age
One adult £1,127pm £1,180pm
Two adults £1,576pm £1,809pm
Three or more adults £2,022pm £2,096pm

NET EQUIVALENT INCOME 

A household’s gross income is of interest in its own right, but 
not necessarily the best estimate of the resources available 
to its members. Income analysts prefer to work with net 
income, the amount available for spending after direct 
taxation has been taken into account.

The Understanding Society team is developing a procedure 
for calculating the net income of each household, using a 
tax/benefi t model to calculate how much tax would be levied 
on each individual’s income. This precise estimate of net 
income will be available in the full Wave 1 data release. For 
the present, we illustrate the differences between gross and 
net income using a simple estimate derived from the Family 
Resources Survey (Department for Work and Pensions, 
2010a).4 There is no pretence that this formula offers highly 
accurate data for specifi c sample households, but it can 
be used to illustrate the overall pattern of net incomes. It 
is in the nature of the taxation system, as refl ected in the 
formula, that the distribution of net incomes is less unequal 
than that of gross incomes – as will be illustrated below. 

A second adjustment to reported income needs to be made 
before it can be analysed as the primary indicator of living 
standards. It is assumed that a large household needs more 
income to maintain a given standard of living than a small 
one. So it is usual to divide net income by a measure of 
household size, to yield an estimate of income which can 
be thought of as akin to income ‘per head’. The measure of 
household size is known as an equivalence scale,5 and the 
income concept as ‘equivalent income’. The latter is usually 
used as the primary base for comparing household incomes. 

Because larger households tend to have higher gross 
incomes than small households, the effect of equivalisation 
is to narrow the range of the distribution even further.

Figure 2 illustrates the differences between the three 
measures of (truncated) income. There is very little 
difference between them at the lower end of the distribution 
– up to about £700 per month. Above that level, net income 
is less unequal than gross income – with more households in 
the range £1,000 to £3,000, and fewer in the range above 
£3,000 per month. Equivalent income is less unequal again.

  Figure 2 Distributions of gross, net and equivalent incomes in Understanding Society

■ GROSS  ■ NET  ■ EQUIVALENT

Note: The horizontal scale is cut off at £8,000 per month. 
Small numbers of actual values ranged up to nearly £14,000
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These differences can be summarised by reporting the 
ratio of the 90th to the 10th percentile of each of the three 
measures:

For gross income 7.0:1
For net income 5.2:1
For equivalent income 3.9:1

It is the distribution of equivalent net income that actually 
matters for families’ living standards, and for social policy. 
In a representative group of 100 households, the tenth 
from the top of the list enjoys an income nearly four times 
the income of the tenth from the bottom. The method 
of calculation clearly affects the position of particular 
households. For example our civil-servant couple whose 
£60K combined earnings plus Child Benefi t placed them 
near the 90th percentile of the distribution of gross income, 
and just below the 80th percentile of equivalent income.

‘PROSPEROUS’ AND ‘POOR’
Analysis of the overall distribution of income may often 
seem an abstract exercise, because most households are 
bunched fairly close together, and because there is no 
obvious basis for deciding whether the range (e.g. the 
3.9:1 ratio between the 90th and 10th percentiles) is ‘too 
wide’ or ‘too narrow’. Analytical attention would be focused 
more appropriately on the tails of the distribution – the 
‘prosperous’ and the ‘poor’.

In practice, surprisingly little attention is paid to the upper 
end of the distribution. Having a very large income is hardly 
a problem for the people concerned, but those people 
exercise an obviously substantial purchasing power, and 
a less obvious but massive political power. It is they who 
largely determine public opinion through the media and 
in parliament. Moreover, it has often been argued that the 
problem of poverty is a direct consequence of the problem 
of wealth. So there is a strong case for much more detailed 
analysis of the ‘prosperous’ end of the income spectrum.

Much more attention has been paid to the ‘poor’ end of 
the spectrum, because it clearly is a problem for the people 
concerned. The welfare state, established in 1948 in the 
light of the Beveridge report, was at fi rst assumed to have 
abolished poverty, but by the 1960s and ‘70s it became 
clear that relative poverty persisted in spite of generally 
rising living standards (Townsend, 1979). Using 60 per cent 
of the median income as a conventional benchmark, offi cial 
fi gures from the HBAI (Department for Work and Pensions, 
2010b) series have shown that the overall relative poverty 
rate increased rapidly over the course of the Thatcher 
administration, stabilised during the Major years, and 
declined under Blair. 

In 1998 the then government declared its commitment 
to end child poverty within 20 years, with an intermediate 
objective of halving it within 10 years. Offi cial estimates 
(Department for Work and Pensions, 2010b) show that 
there was a substantial reduction in child poverty between 
1996 and 2004. The decline was especially marked between 
1998 and 2001, largely as a result of improvements in 
Child Benefi t rates and tax credits for families with children. 
But there has been no improvement since 2004. The 
intermediate aim of halving child poverty by 2010 seems 
a long way off.

The present coalition government is obliged by law to 
monitor progress towards the child poverty targets set by 
the outgoing administration. Its own independent Review 
of Poverty and Life Chances has concluded that parenting 
skills, rather than income in its own right, are largely 
responsible for the transmission of poverty from generation 
to generation (Field, 2010).

It has to be acknowledged that household surveys are not 
especially effective at measuring the situation of the very 
richest and the very poorest members of society. First, 
very wealthy people are unlikely to take part, and if they 
did they might well under-report their resources. The very 
poorest people, living rough or in hostels, would never 
be selected into a sample based on households in private 
accommodation. Second, there is evidence (Berthoud & 
Bryan, 2011) that the households who report the highest 
and lowest incomes do not report correspondingly extreme 
living standards, either very high or low. 

Hence the decision, explained earlier in this chapter, to 
exclude the extremes of the income distribution from much 
of the analysis. Of course, this truncation automatically 
reduces the number of families observed to be prosperous 
or poor, but it may nevertheless offer more reliable evidence 
about the extent of inequality. In what follows, we have 
defi ned the ‘poor’ as households whose net equivalent 
income is below 60 per cent of the median of the truncated 
distribution. Conversely a group of ‘prosperous’ households 
has been identifi ed as consisting of those whose net 
equivalent income is above 167 per cent of the median.6  
Table 2 records the poverty and prosperity rates derived 
from Understanding Society, and compares them with 
estimates calculated in the same way from the FRS. About 
one household in six is in poverty according to both surveys. 
Poverty rates are higher than average for pensioners,7 and 
for families with children. In all cases the Understanding 
Society poverty rate is slightly higher than the FRS rate. In 
contrast, the Understanding Society prosperity rate of 13 per 
cent is markedly lower than that derived from the FRS, and 
this is especially true for households with children. 

6 This is the converse of the poverty line, because 1/0.6 = 1.67.
7  Note that the poverty rate derived here from the FRS is not the same as the offi cial HBAI fi gure. It is based on the truncated distribution of predicted net incomes, to maintain 
comparability with the Understanding Society estimates.
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No doubt researchers 
will spend many months 
analysing these income 
fi gures and poverty 
rates in much more 
detail – especially when 
the panel data become 
available to show how 
people switch into and 
out of ‘poverty’ and 
‘prosperity’ from year to 
year. Just to give a fl avour 

of some potential lines of enquiry, Table 3 shows some of 
the household characteristics which are associated with 
poverty. Households with exceptional poverty rates include 
large families and lone parents, non-pensioners without 
a job, those without qualifi cations, and Pakistanis and 
Bangladeshis. Poverty is also well above average for older 
pensioners, tenants, severely disabled people,9 Africans and 
households in Wales and Northern Ireland.

The right hand column of Table 3 reports the number of 
households interviewed in each of the categories identifi ed 
in the dataset so far available, as an indication of the 
analytical opportunities. This is a substantial understatement 
of the samples that will eventually be available:
•  The existing dataset covers only the fi rst half of Wave 1, 

and we can assume that the general population sample 
will eventually be twice as large;

•  Households will be added from the old BHPS from 
Wave 2 onwards (and will add especially to the number 
of households covered in Wales, Scotland and Northern 
Ireland);

•  The ethnic minority boost will add about 4,000 
households to the sample of target minority groups, and 
will also contribute to coverage of other disadvantaged 
categories (e.g. large families, lone parents).

*Note: Pensioner households are defi ned as containing any member 
above pensionable age

Table 2 Rates of ‘poverty’ and ‘prosperity’ derived from the 
truncated distribution of predicted net equivalent income 
(row percentages)

 Understanding 
 Society

 All

  Pensioner 
households8 

  Households with 
children

  Family Resources 
Survey

 All

  Pensioner 
households

  Households with 
children

Poor %

18

23

20

16

17

19

Middle %

69

70

72

65

74

66

Prosperous %

13

7

8

19

9

15

8  All the analysis in this chapter is based on income before housing costs. When discussing pensioner poverty, it is common to use an after-housing-costs measure as most
pensioners own their homes outright.

9  Severely disabled people are those reporting three or more types of impairment. This is not a direct measure of severity, though the number of impairments is known to be 
strongly correlated with severity. Poverty rates are typically under-estimated for severely disabled people, because the Disability Living Allowance and Attendance Allowance 
are counted as contributing to their income, but equivalence scales do not take account of the additional needs associated with disability (for which DLA and AA are intended to 
compensate).

Table 3 Estimated poverty rates derived from Understanding 
Society Wave 1 Year 1 

 

All households

Households including 
someone over pension age

 ...someone over 75

Among non-pensioner households

Households with children

Households with four or more 
children

Lone parent households

Households with no worker

Households whose members have 
no qualifi cations

Households renting their 
accommodation

Households including a disabled 
person

 ...a severely disabled person

Households containing any Indian

 ...Pakistani or Bangladeshi

 ...Caribbean

 ...African

Households in England

 ...in Wales

 ...in Scotland

 ...in Northern Ireland

Poverty rate
%

18

23

30

20

64

47

64

41

31

22

31

14

40

22

30

15

20

17

20

Sample size 
(General 

Population 
Sample Wave 

1 Year 1)

13,505

4362

1,652

4,521

187

770

1,708

934

3,563

2,061

755

250

184

233

244

7,585

442

823

891

Households 
with high poverty 

rates include 
large families and 
lone parents, non-

pensioners without 
a job, those without 
qualifi cations, and 

Pakistanis and 
Bangladeshis
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MATERIAL DEPRIVATION
An obvious assumption is that households with high 
incomes will enjoy high living standards, while those 
with low income will be deprived. This section uses three 
sets of Understanding Society questions to show, fi rst, 
that deprivation indicators broadly confi rm the expected 
relationship between income and living standards; but 
second, that other household characteristics appear to 
infl uence the standard of living that can be achieved from 
a given income.

The three deprivation indicators are as follows:10 

•  A set of nine questions indicating lifestyles.11 The questions 
ask about whether the respondent or family have items 
on the show card or not. Sample items include ‘having 
a holiday away from home for at least one week a year, 
whilst not staying with relatives at their home’ and ‘enough 
money to keep your house in a decent state of repair.’ 

•  A set of four questions indicating fi nancial stress: 
diffi culties paying housing costs, council tax or credit 
commitments, plus an overarching question on whether 
people felt they were making ends meet. 

•  A set of 13 questions about the possession or use 
of consumer durables, ranging from a colour TV to 
a mobile phone.

Three measures 
of deprivation were 
constructed to average 
zero across all households. 
Cross analysis between 
the three measures shows 
that there was a strong 
tendency for households 
reporting lifestyle 
deprivation also to report 
fi nancial stress (r=0.57). 
But the measure of lack 

of consumer durables was less closely associated with the 
other two measures of derivation (the correlation between 
durables and lifestyle deprivation = 0.25; between durables 
and fi nancial stress = 0.20). 

Of course, the main reason for enquiring about living 
standards is to show how far lack of resources (especially 
income) leads to deprivation. This relationship is clearly 
crucial to an analysis of the broader concept of poverty. 
Figure 3 provides a simple illustration of the fact that ‘poor’ 
households experience above-average levels of deprivation, 
while ‘prosperous’ households are well below average in this 
respect. Of the three measures of deprivation, the difference 
between poor and prosperous households is most marked 
for the measure of lifestyle deprivation, less marked for 
fi nancial stress and least for consumer durables.

The relationship between income and deprivation is not as 
simple as might at fi rst appear, and deserves more detailed 
exploration. Table 4 offers four views, each based on a 
different formulation of a regression equation using income 
(and other characteristics) to predict the extent of ‘lifestyle’ 
deprivation experienced by a particular household.

•  Considering households of all ages, there is a strong 
tendency for those with high (log) incomes to report 
low lifestyle deprivation scores (-0.493). But pensioner 
households have much lower deprivation scores than their 
level of income would have led us to expect.12 

•  If attention is confi ned to non-pensioner households, the 
effect of (log) income appears stronger (-0.58).

•  Among non-pensioner households, deprivation scores are
–  higher than income might have led us to expect among 

families with children (especially lone parents); 
 –  lower among households containing workers, households 

containing well qualifi ed people, and owner occupiers;
 –  higher among households containing (severely) disabled 

people, and ethnic minorities (apart from Indians);
 –  The direct effect of income is much lower (-0.30) once 

these other household characteristics have been taken 
into account.

But note that all the types of household with exceptionally 
high or low deprivation scores also tend to have low or 
high household incomes. The fourth view presented in 
Table 4 substitutes a measure of the (log) income that 
each household would be expected to have, based on 
the characteristics listed as contributing to view 3.13 This 
latter measure of predicted income might be interpreted 
as a stable indicator of underlying income. It is more than 

10   For each of the three indices, each of the component questions was scored between 0 and 1. They were then standardised (Z scores) before being added together in an index which in 
principle assigned equal weights to each item. Cronbach’s alpha (a measure of how closely related a set of items is) was 0.81 for the lifestyle index, 0.64 for the fi nancial stress index and 0.68 
for the consumer durables index. 

11   The lifestyle question sequence is copied from the Family Resources Survey, but the analysis here derives indices that differ from those used in the DWP’s former Opportunity for All 
indicators, or in recent HBAI reports. The FRS sequence of questions about the living standards of children is included in Understanding Society, but has not been analysed in this chapter.

12   The low apparent rate of deprivation reported by pensioner households (in spite of their low incomes) has been much discussed and researched, and may be attributable to variations in the 
way older people perceive subjective issues such as ‘cannot afford’. A new set of deprivation questions, especially for pensioners, has now been added to the FRS (McKay, 2008).

13   Predicted log income is derived from a regression equation in which the log of equivalent income was estimated as a function of the variables listed in Table 4, from ‘household contains any 
children’ to ‘household contains any African’. R2 for this equation was 0.40.

  Figure 3 Average deprivation scores for households defi ned as ‘poor’ and ‘prosperous’ 
on the basis of their net equivalent income 
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twice as powerful as current income at predicting lifestyle 
deprivation, and explains almost as much of the variance 
(R2) as the full equation containing many more predictors 
(View 3).

LOOKING FORWARD TO A DYNAMIC 
ANALYSIS OF MATERIAL LIVING 
STANDARDS
This chapter has illustrated some of the conclusions about 
the distribution of income, and about poverty, that can be 
reached from a cross-sectional analysis of income and of 
deprivation indicators in Understanding Society. The content 
of the chapter could just as easily have been derived from a 
specialist income survey, such as the FRS — and comparison 
with the FRS has helped to put into context the measures 
available from Understanding Society. 

We also examined the two ends of the income distribution: 
poverty and prosperity. Researchers from many disciplines 
and perspectives will take up analyses related to them, 
particularly poverty. 

Measures of material living standards in the fi rst wave of 
Understanding Society have much to offer, even viewed as 
a cross-section of households at one point in time. Think 
of the opportunities to examine the relationships between 
material living standards and all the other wide range of 
topics covered by the survey: obesity, sleep patterns, political 
attitudes, ethnicity, disability, education, neighbourhood 
characteristics and others. 

But the survey will come into its own when a series 
of measures of living standards becomes available for 
members of the same households over a sequence of years. 
Understanding Society will offer on a large scale what the 
BHPS has so far provided on a smaller scale — a picture of 
how families’ living standards evolve from year to year over 
the life course.

The BHPS provides evidence about these dynamics. It has 
been used, for example, for the DWP’s annual Households 
Below Average Income analysis (Department for Work and 
Pensions, 2010b), to show how many people have been 
‘persistently’ or ‘occasionally’ below the low income threshold 
over four-year periods. But it is becoming increasingly clear 
that single measures of ‘this year’s’ income do not provide 
the most reliable measure of underlying living standards. 

Table 4 Four views on the relationship between current income and ‘lifestyle’ deprivation

Log equivalent net income

Household contains anyone of pensionable age

Household contains any children

Lone parent household

Household contains anyone in work

Household contains anyone with further 
or higher education

Owner occupier

Households contains any disabled person

 ...person with three or more impairments

Household contains any Indian

 ...Pakistani or Bangladeshi

 ...Caribbean

 ...African

Predicted log income (see text)

Constant

Sample size*

R2

View 1

-0.49

-0.31

3.78

13,310

21%

View 2

-0.58

4.46

9,304

23%

All households

View 3

-0.30

0.10

0.09

-0.218

-0.158

-0.35

0.10

0.11

-0.04ns

0.11

0.17

0.13

2.68

8,717

33%

View 4

-0.30

-0.61

7.52

8,717

29%

Among non-pensioner households

*Samples for views are composed as follows

1 All households with income within the truncated range
2 Non-pensioner households within the truncated range
3 Non-pensioner households within the truncated range with a complete set of interviews with adults
4 Non-pensioner households within the truncated range with a complete set of interviews with adults
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Several sources suggest that some families whose reported 
income increases from below to above the poverty line 
between one year and the next may hardly notice the 
difference (e.g. Jenkins & Rigg, 2001, Berthoud & Bryan, 
2011). Such research has found that:
•  Many such transitions appear to occur independently 

of the shifts in family structure, or employment status, 
which might have been expected to cause a meaningful 
change in socio-economic position. 

•  Apparent transitions out of low income are only weakly 
followed by reductions in deprivation.

•  And the most powerful predictor of who will fall below 
the poverty line in the next year is who rose above it in 
the last year. 

These fi ndings suggest that short-term transitions in 
reported income are not reliable measures of social 
dynamics (Berthoud & Bryan, 2011). The point can be 
illustrated by comparing the observed relationship between 
income and deprivation scores in the BHPS using four 
different time frames:

These fi ndings from the BHPS clearly show that it is 
underlying income (measured over several years) which 
affects underlying living standards (also measured over 
several years), and that single measures do not clearly 
indicate either the relationship between income and 
deprivation, or the dynamics of that relationship. The 
point is reinforced in the Understanding Society data by 
the fact (reported in Table 4) that material deprivation is 
more closely associated with the level of income predicted 
from household characteristics than with actually observed 
income. These considerations indicate the importance 
of measures of underlying living standards, rather than 
point estimates of current income. There are two potential 
approaches:
•  Taking an average of household income over a period 

of three, four or fi ve years. This provides estimates of 
‘chronic’ poverty (Hill & Jenkins, 2001). The advantage of 
such a measure is that it irons out short-term fl uctuations 
in living standards. The disadvantage is that a long series 
of survey waves is required to observe and interpret 
changes in people’s ‘underlying’ position over time. 

On the other hand, it can be argued that it is long-term 
changes, rather than short-term fl uctuations, that matter 
for families.

•  Using a wide range of variables – such as household 
characteristics, income, deprivation scores and others – 
to summarise or to ‘predict’ households’ underlying living 
standards. The advantage of such a measure is that it can 
reveal changes in prosperity or poverty from year to year. 
The disadvantage is that a measure derived from a wide 
range of input variables is not so easy to interpret, and has 
no very direct implications for income maintenance policy.

The research agenda for Understanding Society will include 
how underlying living standards change over the years, as 
people move into and out of work, up and down the career 
ladder, into and out of relationships and parenthood, into 
disability, into retirement and so on. And, in the longer 
term, how far poverty in childhood is predictive of continued 
poverty among adults; and how far disadvantage in working 
life is predictive of poverty among pensioners.

Another main research objective will be a clearer view of 
the extent to which high and low material living standards 
are associated with advantage or disadvantage in other 
domains of social and economic life: with political infl uence, 
educational attainment, social participation, healthy lifestyles 
and so on. The Understanding Society dataset will offer 
unique opportunities to explore these relationships over time.

It is sometimes argued that ‘poverty’ is a multidimensional 
concept, and that lack of political infl uence, poor educational 
attainment, absence of social participation, unhealthy 
lifestyles and so on should all be included in an overarching 
measure of ‘social exclusion’. Understanding Society has 
data that would permit such measures to be constructed. 
By contrast, our own view is that these relationships should 
be studied, rather than assumed. The word ‘poverty’ is 
unequivocally associated with a lack of material resources. 
There are probably better measures of a household’s 
underlying material resources than current net income, 
but it would not be helpful to confuse the causes and the 
potential outcomes in a single measure of exclusion. 

This chapter has been designed to whet the appetite of 
analysts and policy makers for the new conclusions about 
material resources that can be derived from Understanding 
Society. The chapter has said little that is new, largely 
confi rming that the new dataset is consistent both with 
the specialist FRS and the earlier, smaller-scale, BHPS.  
Analysis of the dynamics of income and of deprivation, and 
of variations between social groups, is one of the primary 
objectives of the new study, with its very large sample and 
very wide topic coverage. Like fi ne wine or good cheese, 
Understanding Society will get better and better as the years 
elapse. The prospect is mouth-watering.

Comparing this year’s income with this year’s 
deprivation score, in a single year

Comparing average incomes with average 
deprivation scores, over a nine year period 
(‘between effects’)

Comparing increases and decreases in income, 
with increases and decreases in deprivation, 
over a nine year period (‘within effects’)

Comparing changes in ‘this year’s’ income 
and deprivation, with ‘last year’s’, over two 
consecutive years 

R2 = 14%

R2 = 22%

R2 = 4%

R2 = 2%
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Sample Size
Much of the analysis was conducted on a sample which 
excluded households with extreme values of household 
income for a sample size of 13,505 households. The 
excluded households are those with zero or negative 
reported incomes, plus the top and bottom 1 per cent of 
the positive reported incomes. Exclusions totalled 4.3 per 
cent of the households in the sample. 

Findings
The distribution of several income measures from 
Understanding Society is broadly similar to those derived 
from an analysis of the Family Resources Survey (FRS) for 
2008-2009. In each survey about one in six households 
are classifi ed as poor. The percentage in poverty from 
Understanding Society is higher than that found in the 
FRS for pensioners and households with children.

Estimated poverty rates are higher for households with 
persons of pension age, lone parents, those with four or 
more children, or with a disability. In addition, households 
whose members do not have educational qualifi cation 
or an employed person or who rent their home are more 
likely to be poor. 

Examining three measures of material deprivation, the 
difference between segments denoted as prosperous and 
poor is larger for lifestudy deprivation (for example, having 
a holiday away from home) than for fi nancial stress or 
having a set of consumer durables. The gap is smallest for 
owning and having the use of consumer durables.
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