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Chair’s Foreword

‘When a man is tired of London,” said Dr. Johnson, ‘he is tired
of life”.

London is a world-class city and it needs world-class services.
Many of the workers who provide these services are thinking of
leaving London because they cannot afford it - but most are
not tired of London, or of life, and would stay if they could.

We have tried to find a fair method of paying London’s public
sector workers the extra they need to work in the capital. All
would agree that, if we are to have a public sector in this
country, we should pay our employees fairly. The disagreement comes in deciding what
is fair.

We propose that London Weighting in the public sector should be calculated by
comparison with the private sector. Whether you work in a bank or as a nurse, you
occupy the same seat on the tube and have the same need for a roof over your head so
it is fair that, in either sector, your London Weighting should bear a similar proportion
to your pay.

We believe that implementation of our proposals would help to keep London’s vital
public services running efficiently.

My thanks are due first to our Panel, Francesca Okosi — Vice Chair, John Chastney,
Professor Robert Elliott, Chris Humphreys and Denise Milani, who all brought skill and
thought to our discussions and gave freely of their time. Geoffrey Roberts, our adviser,
gave us the benefit of his long experience and was of great help to me. | would also
like to thank the consultants who performed their tasks efficiently and well: the
Employers” Organisation for local government, Incomes Data Services, University of
Warwick Institute for Employment Research and National Economic Research
Associates.

My thanks are also due to the London Assembly staff, particularly Danny Myers and
Lisa-Jane Paul, and above all to our scrutiny manager, Carmen Jack, whose grace and
diligence lightened our burden.

%ﬂ Cus L

Bill Knight June 2002



The London Weighting Advisory Panel

The London Weighting Advisory Panel was established by the London Assembly on 12
September 2001 with the following membership:

Bill Knight — Chair

Francesca Okosi — Vice Chair
John Chastney

Professor Robert Elliott
Chris Humphreys

Denise Milani

The Assembly also approved the appointment of Geoffrey Roberts, as External Adviser
to the Panel.

Meg Hillier, Labour Assembly member and Chair of the Affordable Housing Investigative

Committee was noted as the Assembly link to provide support, advice and assistance as
required.

The Panel’s terms of reference are set out in Appendix 2.

Contacts: Carmen Jack, Scrutiny Manager, Tel: 0207 983 6542
Danny Myers, Committee Administrator, Tel: 0207 983 4950
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Summary

We are an independent panel, appointed by the London Assembly to review London
Weighting.

London Weighting is an allowance paid to those who work in London in the public
sector. Traditionally its purpose has been to compensate London workers for the
additional costs of working in the capital. In the private sector, London employees are,
as a rule, paid more than their counterparts elsewhere in the country but this extra pay
may or may not be called London Weighting. We use the expression ‘London Premium’
to describe this extra pay for Londoners in the private and public sectors, however it
may be identified.

Our review comes at a time of increasing concern that the high cost of working in
London, and in particular the high cost of housing, makes it difficult to staff essential
services, because people cannot afford to live within a reasonable distance of their
work.

London Weighting was last reviewed by the Pay Board in 1974. That Board
recommended a flat rate allowance, distinguishing between Inner and Outer London,
but otherwise payable on a uniform basis across the public sector, calculated on an
after-tax basis. London Weighting was calculated by working out the increased costs of
living and working in the capital. We call this “direct cost compensation’.

Our report is about London Weighting, but the evidence we received showed that there
is also much to be done on affordable housing, travel costs and the problems of the
lower paid. We hope that others will take these issues forward urgently.

Our main findings and recommendations are:

I There are increasing difficulties in the recruitment and retention of public sector
workers in London.

I Pay levels recognising the additional expense of working in the capital would
help to solve those problems.

I Pay setting in the public sector has become more decentralised and London
Weighting is no longer paid on a consistent basis. Some uniformed members of
the Metropolitan Police Service, for example, receive double the London
Weighting for teachers, and in some branches of the Civil Service the allowance
has been frozen for some years or absorbed into basic pay.

I Direct cost compensation has not stood the test of time. It is complex and
arbitrary in calculation, and does not take account of all the advantages and
disadvantages of living and working in London. Moreover it attempts to
compensate for the additional costs of those who live in London, while London
Weighting is paid to those who work in London.

I Improvements in the availability of data and in information technology enable us
to approach the problem in a new way. In the private sector, negotiation and



pay-setting at local level produces the premium which is needed to keep
employees of the right quality in their jobs. This tells us what London Premium
ought to be. So we looked at pay levels in the private and the public sectors
and we asked the University of Warwick Institute for Employment Research to
calculate the London Premiums paid to those who work in London. Here is a

summary:

Public Sector Private Sector Private Sector

Excluding City
Central London 26% A1% 37%
Inner London 24% 37% 33%
Outer London 15% 11% 11%
Greater London 20% 25% 22%

Average standardised spatial wage differentials from New Earnings Survey for 1999/2001
rounded to the nearest percentage. ‘Central London” is Camden, City, Islington, Lambeth,
Southwark, Tower Hamlets, and Westminster. ‘Inner London’ is Central London plus Kensington
and Chelsea, Lewisham, Newham, Haringey, Wandsworth, Hackney and Hammersmith.

Source: National Statistics/University of Warwick Institute for Employment Research

We recommend that London Weighting in the public sector should be set by
private sector comparison, and the appropriate percentage of the total pay-bill
in each occupation be made available for London Weighting. In the case of
some occupations this would mean a significant increase.

We would expect employers to argue that the City of London should be
excluded from the calculations. As one of the world’s leading capital markets it
is a workplace like very few others. Salaries there are driven by world
competition and there is very little public sector employment.

Employers and employees in each occupation will have their preferred method
of dividing the amount available for London Weighting. The traditional method
is by flat rate payment, which benefits the lower paid, where it has the greatest
impact. This has advantages for social justice and for the employer faced with
high turnover in the lowest paid jobs. We heard evidence however that senior
staff, vital to the running of London’s public services, are leaving London and
recommend that increased payments of London Weighting at other levels should
be made, to help equalise earnings inside and outside London. So overall, we
would look at flat rate payments, percentage payments, and a combination of
the two.

We recommend that employers and employees should agree their own
definitions of Inner and Outer London for London Weighting purposes. The
Metropolitan Police Service, for example, makes no distinction between the two
zones.

We recommend that London Premium, calculated on the private sector
comparison basis, should be paid to all those working in London in the public
sector. We do not believe that ‘key workers” should be singled out, because we
think that all workers are “key” if there is a need for their services.



' When using private sector comparison there is scope for negotiation of different
rates depending on occupation. Details are given in our report.

' Our recommendations are also relevant to employment in the recently privatised
industries, where pay is administered nationally rather than set by local
negotiation.

I Private sector comparison involves comparison of wages before tax, so our
recommendations are not tax-free.

' We recommend that the private sector comparison studies should be repeated
annually and published.

I Our report should be considered in context. It is not only pay which can attract
and retain staff in London. Our report gives information about other benefits
which employers offer. Because of the high cost of travel, free travel is
particularly attractive.

' We do not pretend that our recommendations will solve the problems of the
first-time homebuyer. The London Assembly report on Affordable Housing
made it clear that other measures, increasing the supply of housing in London,
are required for that.

f Neither do we pretend that our recommendations will solve the problems of the
low paid — London Weighting is only a component of pay, and the poorest do
not receive it. Nevertheless, increased levels of London Weighting will assist
London’s resident population, who often do the lowest paid jobs.

We emphasise that our report is about relative differences in pay inside and outside
London. It is not about comparing total pay package levels in the private and public
sectors. If we were to do that, other factors such as job security and job satisfaction
would have to be taken into account.

We fully appreciate that our proposals represent significant increases in London
allowances in some occupations and they can be opposed on the grounds of cost. But,
like the Pay Board in 1974, we are trying to ensure comparability of real earnings for
working in London and elsewhere. Money spent on implementing our proposals will do
no more than that. London will, in the end, get the workforce of the quality it pays for.

We believe that calculating the London Premium for the public sector by private sector
comparison is understandable and fair, and we think that, if we are to have a public
sector in this country, we should pay our employees fairly.

We have no power to enforce our recommendations. Our ambition is to produce a
report which will assist those who negotiate pay in London. Our report contains a great
deal of information which should do that.

We heard evidence that fair pay will play an important part in keeping London’s workers
in their jobs, where we need them to be. We hope that our report will help.



Key Issues

1l.

This section of our report summarises the key issues surrounding London
Weighting. For convenience, what we say elsewhere in our report is
summarised here.

There are three essential questions about London Weighting - ‘why?” “how
much?” and ‘who gets it?’. Traditionally, the answer to the first question
has informed the answer to the other two.

Reasons for London Weighting

111.

1v.

The two reasons usually given for London Weighting — cost compensation
and worker retention — are not alternatives but inextricably linked. People
will take up jobs, and stay in them, when they believe they are being
adequately rewarded.

Public sector workers look to their employers to pay London Weighting to
ensure that their reward is comparable to those in the same occupation
elsewhere. We believe that, properly calculated, London Weighting will
contribute to the solution of recruitment and retention problems in London.
But to be effective London Weighting must be calculated on a fair and
transparent basis and applied consistently to all public sector workers; not
just to those groups who can count on media interest, public sympathy or
temporary strategic importance.

It has been clear for many years and it is obvious to us from all the evidence
we have received that it is necessary to pay a London allowance to attract
and retain workers in London. So for us the key question is not ‘why?” but
‘how much?”.

Problems with direct cost compensation

V1.

Vil.

Viii.

As we explain in Chapter 4, the calculation of a direct cost compensation
allowance involves establishing how much goods and services cost in
London, compared with the rest of the United Kingdom. If you then find
out what people who work in London and elsewhere spend their money on
it is thought to be possible to arrive at a sum of money which, if paid to the
Londoner, equalises the differential.

The first problem with direct cost compensation as a method of working out
‘how much’... is that it attempts to compensate for the additional costs of
those who live in London, while London Weighting is paid to those who
work here. Of course, people need to live within a reasonable distance of
their work, and this applies particularly to the lower paid, so many of those
who work in London also live in London. Nevertheless, whether or not you
get London Weighting is decided by where you work, not where you live.

Also, we should not forget that London has many advantages. Discussion
of London Weighting, with its talk of high prices and ‘wear and tear” dwells
on the disadvantages of our city. But London is a wonderful place, and



iX.

many people are happy to live and work here for all the advantages that the
capital brings. Direct cost compensation does not take this into account;
neither does it take into account the fact that the availability of amenities
may alter the pattern of expenditure. Londoners may spend more on
entertainment and education because these things are readily available in
the capital, and very attractive. As the economists would say, it is extremely
difficult to separate avoidable costs from unavoidable costs.

In short, it is not possible to sum up all the advantages and disadvantages
of the capital in money terms by direct cost compensation. Any attempt to
do so will be complex and arbitrary in calculation and will be unlikely to be
technically robust or reliable.

Our approach

X.

xi.

Xil.

Our core

Xiil.

Xiv.

We do not approach the problem from the point of view of an employer
wishing to set appropriate pay levels for its staff — we are not employers
and it is the employers themselves who need to set pay levels in order to
recruit and retain the staff they require. Our aim is to help that process by
suggesting principles for London Weighting which can be seen to be fair
and command support.

Having accepted the need to pay London Weighting but acknowledged the
problems with the Pay Board’s approach, which has not stood the test of
time, we are left looking for something to put in its place. We have been
asked why we need a new approach — why not leave the situation as it is,
with London allowances resolved by individual decision and negotiation?

In truth, that is what we are doing. We have no power to impose our ideas;
our work will have value if we are able to help the existing processes. A
rational basis for assessing a London Premium should help to resolve
anomalies and reduce discontent. It will not solve the problems of the low
paid, as it is only a component of pay, neither will it cure all recruitment or
retention problems, or solve the challenges facing the first-time house
buyer, but it might help to answer the question of how the extra pay is
calculated, in so doing provide employers with a reasoned method of
calculating London Weighting and go some way to convince employees in
London and elsewhere that it has been fairly assessed.

proposal

Our core proposal is that London Weighting in the public sector should be
set by comparison with London Premium in the private sector — not as the
same amount, but as a comparable proportion of pay. We call this “private
sector comparison’. Advances in the availability of data and in information
technology enable us to do this using sophisticated modern techniques.

Our principal concern is with the public sector, as the private sector is free
to set pay according to market forces. Private sector employers will set pay
to achieve the maximum levels of profit that they can, consistent with
attracting and retaining the workforce necessary to produce the products or
services which they sell. In other words they will pay the amounts needed



XV.

XVi.

XVil.

Xviil.

X1X.

to keep employees of the right quality in their jobs. Being free to act as
they wish, they can respond quickly to changes in circumstances.

Market forces are not allowed free play in the public sector, where
employers are not constrained to make a profit, nor are they able to move
as quickly or as flexibly. Political considerations, such as the desirable level
of taxation, play their part and questions of whether or not an employer can
‘afford” to pay at any particular level are resolved by political will and the
perceived need for the service being provided in the locality rather than the
necessity of making a profit.

We accept that private and public sector employees will be paid at different
rates, and indeed that pay rates will differ within each sector, often
significantly, but if, as we believe, the private sector sets the London
Premium by market forces the question which we ask is “Why should the
proportionate London Premium be any different in the public sector?”.

We should make it clear that we are not adopting this approach in order to
make the public sector competitive with the private sector for the same
workforce. Many other factors come into play in that context including job
satisfaction, job security and total pay benefits. We are suggesting this
approach because the London Premium meets a common human need. All
would agree that we should pay workers in the public sector fairly — the
disagreement comes in deciding what is fair. We believe that it is fair to pay
London Premium in the public sector in the same proportion paid in the
private sector.

Private sector comparison, based as it is on the actual pay necessary to
recruit the workforce, takes into account all the factors which affect pay,
including the advantages of living in London.

In the end, of course, setting the London Premium in this way is a form of
cost compensation, but not a direct one. The fundamental reason driving
the London Premium in both the private and the public sector is the
additional cost of living and working in London. Whether you work in a
bank or as a nurse, you occupy the same seat on the tube and have the
same need for a roof over your head. But the great advantage of getting
away from the attempt to derive a direct relationship between cost and pay
is that the sums are done for us by the market rather than by some
methodology which, however complex, cannot reliably return the correct
answer.

How much?

XX.

XXl.

We commissioned the Institute for Employment Research at the University
of Warwick to investigate the London Premium in the private and public
sectors and to compare the two. Their report is summarised in Chapter 5
and set out in full in Appendix 7.

As might be expected, the results show a complex position. There are two
available data sets appropriate for our study, the New Earnings Survey and
the Labour Force Survey. The common theme in the Institute’s findings is



Xxii.

XX1il.

XX1V.

that differentials in the private sector are greater than those in the public
sector except, according to the New Earnings Survey, in Outer London.
Here is a summary table, drawn from the New Earnings Survey:

Public Sector Private Sector Private Sector

Excluding City

Central London 26% 1% 37%
Inner London 24% 37% 33%
Outer London 15% 11% 11%
Greater London 20% 25% 22%

Average standardised spatial wage differentials from New Earnings Survey for 1999/01
rounded to the nearest percentage. ‘Central London’ is Camden, City, Islington, Lambeth,
Southwark, Tower Hamlets, and Westminster. ‘Inner London” is Central London plus
Kensington and Chelsea, Lewisham, Newham, Haringey, Wandsworth, Hackney and
Hammersmith.

Source: National Statistics/University of Warwick Institute for Employment Research

Public sector figures from the Labour Force Survey are similar, but there are
differences in the private sector differentials derived from that data set,
which are greater than the corresponding public sector differentials in all

dreas.

Public Sector Private Sector
Central London 26% 44%
Inner London 23% 36%
Outer London 13% 15%
Greater London 19% 27%

Average standardised spatial wage differentials from Labour Force Survey for 1998,/00
rounded to the nearest percentage.

Source: National Statistics/University of Warwick Institute for Employment Research

We would expect employers to argue that the City of London should be
excluded from the calculations. As one of the world’s leading capital
markets it is a workplace like very few others. Salaries there are driven by
world competition and there is very little public sector employment. It is
not possible to exclude the City of London from the Labour Force Survey
data, because sufficient geographical detail is not available, but the New
Earnings Survey figures are shown including and excluding the City.

Each occupation can apply the results of the research to their individual
circumstances. The figures we have given above are the “all occupations’
figures which we think should be the norm but, as our report shows, there
are differences between occupations, and this will give scope for
negotiation. There is also some difference between those of varying grades
of educational attainment but, given the entry and promotion requirements
of most occupations where qualifications are needed, we expect that any



XXV.

XXVI.

differences based on occupation will include differentiation based on
educational attainment.

The report by the Institute for Employment Research in Appendix 7,
contains a commentary on the differences between the Labour Force Survey
and the New Earnings Survey. Part-time workers and the low paid are
under-represented in the New Earnings Survey, which otherwise provides
larger samples.

We recommend that the appropriate percentage of the total pay-bill for
each occupation should be made available for London Weighting. There is
clearly scope for discussion as to what this might be, but within limited
boundaries.

Who gets it?

XXVIiL.

XXVIil.

Our Panel does not believe in distinguishing some workers in the public
sector from others on the grounds that they are ‘key’. Every worker is ‘key’
if you need the service that he or she provides. Supply and demand for
workers fluctuates from time to time and from place to place, and just
because there is a shortage of a type of worker at a particular time does not
make that worker ‘key” - rather it reveals the importance of that worker,
which existed when there was no shortage.

We take the view that London Premium, calculated on the private sector
comparison basis, should be paid to all those who work in London in the
public sector because fairness demands it. If we are to have a public sector,
then we should pay those who work in it fairly. There will be differences of
opinion over what is fair, but for the reasons which we set out above, we
have come to the conclusion that it is fair to pay London Premium in this
way.

Dividing it up

XXiX.

XXX.

XXXI1.

There will be differences of opinion as to how the available amount should
be divided, and we believe that this should be negotiated between
employers and employees in each occupation. We acknowledge that there
will be difficulties in the definition of ‘occupation” for these purposes, but
we doubt that they are insurmountable.

The traditional method is by flat rate payment, which benefits the lower
paid, on whom it has the greatest impact. This has advantages for social
justice and for the employer faced with high turnover in the lowest paid

jobs. It will also benefit London’s resident population, who often do the
lowest paid jobs.

We heard evidence however that senior staff, vital to the running of
London’s public services, are leaving London and we recommend that
increased payments of London Weighting at senior levels should be made,
to help equalise earnings inside and outside London. So overall, we would



XXXIl.

XXX1il.

XXXI1V.

look at flat rate payments, percentage payments, and a combination of the
two. No employee should be worse off than he or she is at present.

We heard evidence to the effect that the differentiation between Inner and
Outer London is becoming increasingly blurred, but the figures show that,
in pay terms at least, the distinction remains clear. This apparent clarity
masks a huge variety of personal circumstances. We recommend that
employers and employees should agree their own definitions of Inner
London and Outer London for these purposes according to their individual
circumstances. The Metropolitan Police Service, for example makes no
distinction between the two zones.

All this should be read subject to the caveat that London Premium is not
necessarily the same as London Weighting, and in any particular case it is
necessary to understand whether the employee is receiving amounts which
fall under the heading of London Premium even though they may not be
labelled as London Weighting. Obvious examples are recruitment and
retention allowances or extra pay resulting from broad-banded pay scales.

We do not wish to be prescriptive, but it may be helpful to summarise how
the calculation could be made for each occupation.

(@) Select the percentage rate applicable for the area. Using the “all
occupations’ rate will give 36-37% for Inner London (33% if the City
is excluded) and 11-15% for Outer London.

(b) Apply the percentage rate to the total pay-bill for the employees in
that area (excluding existing London Premium). Our figures follow
the statistical definitions of Inner and Outer London, and others may
be chosen.

(c) Divide the result among the employees according to the agreed
method - flat rate, percentage payment or a combination of the two
- but no employee should get less London Premium than he or she
receives at present.

Other issues

XXXV.

XXXVI.

We do not pretend that our recommendations will solve the problems of the
first-time homebuyer. The London Assembly report on Affordable Housing
made it clear that other measures, increasing the supply of housing in
London, are required for that.

Our report is largely confined to questions of money and we do not
compare benefits in the public and private sectors. We appreciate that
employers have a wide variety of measures available to make working in
London more attractive. Our survey shows that some employers give
benefits in kind to compensate for the additional costs of living in the
capital, and we are confident that they are appreciated. We are mindful,
however, of the point that benefits such as this tend to alter behaviour and
we think it is best left to individual employers and employees to decide
whether benefits are appropriate in any particular case. The costs of travel



XXXVIL.

XXXVIil.

XXXIX.

x1.

Cost

xli.

xlii.

xliii.

for London employees are particularly onerous and free travel is likely to be
a popular benefit.

We do not pretend that our recommendations will solve the problems of the
low paid — London Weighting is only a component of pay, and the poorest
do not receive it.

We heard evidence that the lowest paid workers in London today are in the
private sector, working in such jobs as cleaning and catering. Our
recommendations will not reach them, but we welcome the Government
review of the treatment of employees in privatised industries announced in
March this year and support the use of ‘fair employment clauses’ through
which organisations using contracted out labour seek to improve the
conditions of those workers.

The East London Communities Association told us in evidence that work
commissioned by them shows that a gross wage of £6.30 per hour is
required for a single earner in a two parent household to reach the London
poverty threshold without recourse to means tested benefit. They are
campaigning for this as a London living wage. This is outside our terms of
reference, and we have not considered the issues in detail, but we are
happy to draw attention to this debate, and to ask organisations in all
sectors who use contracted-out labour whether they are prepared to accept
that people should work in their premises, providing services for them,
earning less than a living wage.

Our report is about London Weighting, but the evidence we received
showed that there is also much to be done on affordable housing, travel
costs and the problems of the lower paid. We hope that others will take
these issues forward urgently.

A number of public sector employers told us that, while they would
welcome a rational method of assessing London Weighting, any increases
could not be funded from existing budgets without detriment to services.
They will be looking to central government for additional funds, and we
recommend a joint approach by employers and employees.

We are not in a position to calculate the costs of implementing our
recommendations although it is clear that for some occupations it could be
expensive. Our proposals may be attacked on the grounds of cost and the
apparent disparity between London and elsewhere. However, if we are right
in our conclusions, then the savings which result from paying London
Weighting at current levels are achieved by requiring London workers to
work for lower real pay than their counterparts elsewhere.

We could have suggested phased implementation or some other methods of

reducing costs, but we think that it is not for us to put that forward. We
have decided that we should say what we believe to be right in principle.

10



xliv.

xlv.

If London’s workers are to be at a disadvantage compared with elsewhere
then, in the end, the quality of the workforce will be lower. So money spent
on fair pay is money well spent.

In 1974 the Pay Board said that the basic justification for London Weighting
was to ensure comparability of real earnings for working in London and
elsewhere. We believe that our recommendations will, if accepted, have
that effect. Money spent on implementing our proposals will do no more
than that.

11



Chapter 1 - Introduction

Background to London Weighting

1.1

1.2

1.3

1.4

1.5

London is the most expensive city in the European Union and the fifth most
expensive in the world. This was the conclusion reached in the World Wide Cost
of Living Survey conducted by the Economist Intelligence Unit in December
2001. For many years employers have recognised the additional cost of living
and working in the capital and have paid more to London workers than to those
working elsewhere. London Weighting - an allowance compensating London
workers for their additional costs - is the traditional approach adopted by many
public and private sector employers.

London Weighting dates back to the 1920s and was pioneered by the Civil
Service. Many public and private sector employers adopted the Civil Service
system and paid London Weighting prior to 1950. In 1967 the National Board
for Prices and Incomes completed an important review of London Weighting;
this was a precursor to the landmark report of the Pay Board in 1974, which
standardised London Weighting in the public sector.

In October 1973 the Pay Board was asked to review the approach to London
Weighting by examining the formula recommended by NBPI, determining
whether any changes were needed and what these should be and assessing the
overall costs of any increase resulting from its recommendations. The request
for the review came amidst increasing dissatisfaction with the operation of
London Weighting and the rising perception that employees were no longer
adequately compensated for their increased living costs, particularly housing.

The Pay Board recommended a London Weighting allowance which aimed to
compensate employees for the additional costs of living and working in London,
and to equalise real earnings for comparable work elsewhere in the UK. The
allowance consisted of four main elements — housing, travel to work, ‘wear and
tear’, and other consumer expenditure, and was applied uniformly across the
public sector.

The Government subsequently published annual indices to monitor changes in
the cost of living in London but publication ceased in 1982 following a change
in government policy. The independent research organisation Incomes Data
Services continued to calculate the index until 1987, but then discontinued the
calculation as they considered that ‘Without a complete overhaul of the 1974
expenditure patterns on which the index was based...it no longer offered a
reliable guide to cost compensation’. The Labour Research Department, an
independent trade union based research organisation, continues to calculate the
index but also draws attention to the inadequacies of the data.

London Assembly involvement

1.6

Many people believe that London Weighting in its present form does not
adequately fulfil its function of attracting and retaining workers in the capital.
For this and other reasons, such as lack of affordable housing, public sector

12



1.7

1.8

1.9

1.10

employers in London have found it increasingly difficult to attract and retain
workers of high quality.

In February 2001 the London Assembly published the results of its investigation
into affordable housing for key public sector workers. The report recognised
that the capital’s impending recruitment and retention crisis could in part be
addressed ‘through improving the quality and availability of affordable housing’.
However, it also concluded that a review of London Weighting practices was
necessary, particularly as evidence suggested that they were inconsistent across
sectors. It recommended that an independent body be commissioned to re-
examine London Weighting, paying particular attention to the high housing
costs experienced by key workers in the early years of their careers.

On 12 September 2001, the London Assembly approved our appointment as an
independent panel with an external adviser to assist and advise on the review.
These appointments, authorised under section 55 (4) of the Greater London
Authority Act 1999, are the first of their kind and represent a new departure for
the Assembly. The terms of reference set by the Assembly give the Panel
freedom to consider all matters we think relevant to the London Weighting
issue, including a re-examination of the principles underlying the 1974 Pay
Board report.

During October and November 2001 the Panel met to establish and develop its
main areas for focus. Then over a period of five months, January to May 2002,
we heard evidence from a variety of employers, employer organisations, trade
unions and employees and received over 100 written submissions.

We were assisted by the Office for National Statistics, the University of Warwick
Institute for Employment Research, Incomes Data Services, National Economic
Research Associates, the Employers” Organisation for Local Government, the
Mayor’s Office and the Greater London Authority’s Data Management &
Analysis Team.

What this report looks at

1.11

1.12

We are acutely aware that our enquiry is the first comprehensive review of
London Weighting since the 1974 Pay Board report, and our ambition is to
produce a well researched report which can be used to assist those who
negotiate pay in London. To achieve our aims, we believe that we need to
review the history and development of London Weighting, examine current
employer practices and explore methods of identifying an appropriate London
Premium.

Here we should make a point of definition. ‘London Weighting” is an allowance
paid to those who work in London and designated as such. It applies with its
greatest force to nationally set pay rates such as in the National Health Service
and the Police. Our work deals with this, but also with what we call the ‘London
Premium’, which is the difference in pay between London and the rest of the
United Kingdom for comparable work, irrespective of what that difference is
called, if it is called anything at all. For example it may be the case that a
particular organisation does not pay London Weighting, but habitually places its
London employees higher up a salary scale — we would call the difference the
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1.13

1.14

1.16

London Premium, but those employees would probably say that they do not
receive London Weighting.

Chapter 2 looks at London today compared with 1974. The chapter examines
the demographics of the working population in London and the public/private
sector employee split, and considers the pay-setting process in the public sector.

Chapter 3 sets out highlights of the written and oral evidence we received.
Chapter 4 examines the cost implications for employees living and working in
London today.

Chapter 5 describes our approach to our task and sets out the reasoning behind
our conclusions. Chapter 6 lists all our findings and recommendations.

Appendices 1 to 3 provide background information on the Panel membership,
the Panel’s terms of reference, scrutiny programme and witnesses who gave oral
evidence. All employers, organisations and individuals contributing written
evidence are listed in Appendix 4. Appendix 5 reports on the results of the
employers” survey which were analysed by the Employers” Organisation for local
government. Appendix 6 contains a report from National Economics Research
Associates on the cost of living in London and Appendix 7 contains a report
from the University of Warwick Institute for Employment Research on the
London Premium. Appendix 8 is a list of exemplar employees prepared by
Incomes Data Services and Appendix 9 contains a history of London Weighting,
also prepared by IDS. Finally, Appendix 10 defines unusual terms or phrases
used throughout this report.
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Figure 2.1 — The Boroughs of London (Boundary markings for Central, Inner and Outer London are based on the New Earnings Survey areas.)
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Chapter 2 -London then and now

2.1

2.2

2.3

London is one of the largest cities in the developed world in terms of built-up
area. It is also the most populous city in the European Union, with a population
currently exceeding 7.2 million.

London is a city of great cultural diversity. One in four people living in London
is of ethnic minority origin and over 300 languages are spoken in its
communities.

This chapter examines the demographics of the working population in London
and the public/private sector employee split, and considers the pay-setting
process in the public sector. This information provides the backdrop against
which the Panel has carried out the review.

London and its boundaries

24

25

In this report “London” means the 32 boroughs of the former Greater London
Council — now the areas of the Greater London Authority and the Corporation
of the City of London. Figure 2.1 shows the London boroughs, making up
Central, Inner and Outer London; they are based on the New Earnings Survey
areas which are listed in Appendix 7 and also in Annex A of the University of
Warwick Institute for Employment Research’s report.

The boundary definitions described in paragraph 2.4 above are used for
statistical analysis and we appreciate that the boundaries for London Weighting
purposes are not so clearly defined. The Pay Board established a general
definition for Inner London — up to four miles from Charing Cross, and Outer
London, in line with the GLC boundary. However, they chose not to impose the
boundaries for London Weighting purposes, accepting that employers would
wish to apply a degree of flexibility. Many employers have chosen to vary
existing boundaries and create new ones to meet their individual requirements.

London’s population in 1974

2.6

2.7

2.8

In 1974, London’s population was 7.4 million, with approximately 4.3 million
being in employment. The population had been declining for 35 years;
population decline was due to a reduction in birth rates and migration, with
more people leaving than entering the capital. The Pay Board Report noted that
other factors such as boundary changes and movement of armed forces also
contributed to population change.

A paper on Employment in London and the South East Region published by the
Greater London Council in 1976, confirmed that the annual net loss of
population was exceeding 100,000. Figure 2.2, on the next page, shows the
population trend from 1971 to 2001.

The Pay Board report noted that, despite the overall population decline, there
was an increase in single person households. Coupled with the lack of
affordable housing for low and middle-income families, this adversely affected
housing provision at the time.
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Figure

2.2 - Population trend 1971 to 2001

1971 1981 1983 1991 1998 2001

Inner London 3,060 2,550 2,523 2,627 2,761 2,765
Outer London 4,470 4,255 4,242 4,263 4,427 4,450
London 7,529 6,806 6,765 6,890 7,187 7,215

Source: Office for National Statistics; Government Actuary’s Department

2.9

2.10

2.11

2.12

Despite the relatively high level of London employment in 1974, there were
pockets of unemployment in the south east and east of London, areas which
traditionally relied on industrial employment. There were recruitment difficulties
in both the private and public sectors and the Pay Board’s review took place at a
time of staff shortages in London’s public services.

In January 1976 the Department of Employment Gazette reported, ‘the staffing
situation in London will continue to deteriorate in the long term”. The Gazette
also reported that recruitment problems in the public services covered a wide
range of sectors, including education, social services, local government and the
police. London was a training ground for new recruits who moved on after
gaining a few years experience, leading to a shortage of experienced staff.
Incomes Data Services told us in their evidence that the high turnover of staff
with five years or more service continues to contribute to staff shortages today.

Commenting on staff shortages in the public sector in 1976, the Gazette
predicted that the situation was ‘likely to get progressively worse” and noted
that “The number of employees in the public sector in London...is so great and
the nature of their jobs so disparate, that shortages cannot be solved
throughout the sector solely by using obvious remedies like pay and housing’.

During the 1960s, employment was largely driven by manufacturing industry,
but by 1974 the balance had changed, with increases in employment in the
‘Growth Services” and ‘Other Industries and Services’. Growth Services include
all air and miscellaneous transport, post and telecommunications, insurance,
banking, finance and business services, professional and scientific services and
public administration. Included in “Other Industries and Services” are agriculture,
forestry, fishing, mining, quarrying, construction, the utilities, distributive trades,
rail, road and sea transport and ports and miscellaneous services. Figure 2.3, on
the next page, shows the distribution of the three industry groups in 1974.
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Figure 2.3 Employment in the three industry groups in
1974 in London
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London today

2.13

2.14

2.15

2.16

2.17

Statistics published by the Government Actuary show that from 1983 there has
been a steady increase in London’s population with growth averaging just over
40,000 a year during the 1990s. This turnaround in population trend may be
attributed to the level of estimated net migration - the steadily reducing number
of people leaving the capital, and the large influx of young adults aged between
16 and 24.

A recent GLA study, ‘Towards the London Plan’, shows that generally young
people move to London from other parts of the United Kingdom to study or to
take up their first job. This echoes the position in 1974. The study also shows
that London’s population is projected to exceed 8.1 million by 2016. This
figure, based on GLA projections exceeds the Office for National Statistics
1996-based projections. Recently released government population growth
figures are in line with the GLA projections. If realised, they will have profound
implications for public services in the capital.

London’s population tends to be younger, on average, than in the country as a
whole. In 1998 London had proportionately more children under five and adults
aged between 20 and 44 than the United Kingdom, but considerably fewer
persons aged between five and 15, or 45 or over. One of the consequences of
this is that London has one of the lowest average household sizes in the country
at 2.32in 1998. The proportion of one-person households in London is five
percentage points higher than in England as a whole and higher than in any
other English region. The dominant household type, however, remains the
married couple (38 per cent in 1998).

There are approximately four million people employed in London today. Asin
1974, the relatively high level of employment disquises pockets of high
unemployment, also predominantly in London’s east and south eastern regions.

Labour Force Survey data show that approximately one fifth of London’s
resident work force are public sector workers, with the highest percentage being
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2.18

employed in Education — 29%, closely followed by Health and Social Work —
27% and Public administration — 23%.

New Earnings Survey data, which provides information on London’s work force
shows similar public/private sector and industry based percentage splits. It
should be noted, however, that the NES does not cover the self employed and
part-time and low paid workers are under-represented.

Figure 2.4 London's workforce: employment in private and public
sectors 2001 (residence based)

O Public @ Private

Figure 2.5 London's work force: employment in private and public
sectors 2001 (work based)

O Public @ Private
22%

Source: National Statistics/GLA (Figure 2.4)

National Statistics/Warwick University Institute for Employment Research (Figure 2.5)



Source: National Statistics/GLA

Figure 2.6 Public sector employment by industry London 2001
(residence based)
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Figure 2.7 London's work force: employment in private and public sectors
2001 (work based)
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Source: National Statistics/University of Warwick Institute for Employment Research
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2.19

2.20

2.21

As in 1974, the public sector continues to experience recruitment and retention
difficulties. In 2001 the Government sanctioned a series of extra payments for
police, nurses and midwives and teachers based in the south of England. These
payments were primarily motivated by a need to address severe recruitment and
retention problems in these groups.

In its written evidence to the Panel, the NHS Confederation confirmed that with
approximately 140,000 employees, the NHS is one of London’s largest
employers. The NHS continues to experience high recruitment and retention
difficulties with one third of the reported 15,000 vacancies throughout England
being in London. The Office for National Statistics publication on teachers’
statistics, produced for the Department for Education and Skills in 2001, shows
that teaching vacancy rates in London reached 1,788, almost three times the
figure noted for the east of England, the next highest recorded vacancy area.

We were told by the Council of Civil Service Unions that “staffing levels in
London benefit offices are in permanent crisis’, and that recruitment “barely
keeps pace with wastage and turnover rates’, which in some offices are as high
as 20 per cent. Although the Benefits Agency proposes to increase recruitment
and retention allowances paid in the worst affected offices to £1,500, the CCSU
say that the problems exist in many other offices.

Pay-setting in the public sector

2.22

2.23

2.24

2.25

In 1974 pay setting was centralised to the point that the Pay Board’s
recommendations could be given effect across the public sector. Pay setting in
the public sector today is largely decentralised and is in a state of evolution. In
March 1999, the Government published its White Paper on Modernising
Government which put forward its proposals for pay reform in the public sector,
the main aims being to simplify pay structures and introduce greater pay
flexibility while improving individual career development and prospects.

According to Incomes Data Services, pay variances within the public sector are a
consequence of the recent historical differences in pay developments within
each of the groups, a brief description of which is given below. More
information is available in chapters 9 and 10 of the IDS report on the history of
London Weighting which appears as Appendix 9 to this report.

The national single status deal agreed in 1997 made provisions for introducing a
single pay spine for local government manual and white-collar workers.
Implementation involves completion of job evaluations and local pay reviews.
The Employers” Consultation Document for the 2002 Local Government Services
Pay Round confirmed that progress on implementation was ‘slow and patchy’
and that those authorities which had completed the exercise were “very
concerned by the potential cost and turbulence that had emerged...".

Pay reviews for nurses and midwives and schoolteachers, including allowances
and benefits, are completed annually by independent pay review bodies. These
bodies assess evidence on the need for an annual increase, including recruitment
and retention rates within these fields and increases in the median level of
private sector non-manual total pay settlements.

22



2.26

2.27

Significant changes to pay-setting in the Civil Service occurred in 1994 when
pay bargaining was delegated to individual departments, agencies and other
organisations. This coincided with the formal abolition of London Weighting
and its replacement with a recruitment and retention allowance and/or a
London salary differential in some departments.

Research into further improvement and refining of public sector pay-setting
continues with the Treasury Cross-Cutting Review of the public sector Labour
Market, due to be published later this year. The Review is investigating the role
for greater use of geographically differentiated pay and examining innovative
schemes in the private sector which allow employers the flexibility to adjust pay
in response to local labour market pressures.

Recent developments in London Weighting

2.28

2.29

2.30

2.31

In their evidence to us Incomes Data Services helpfully summarised recent
developments in London Weighting. More detail is given in Appendix 9.

Over the past 18 months or so there have been a number of initiatives aimed at
addressing recruitment and retention problems among public sector staff. There
have been new market or cost-of-living supplements for nurses and midwives
payable in areas of high costs and low unemployment, paid on top of London
allowances, and now payable across almost the whole of the South and South
East. There have been significant increases in London allowances for the police,
for schoolteachers and for fire-fighters and there are golden hellos for teachers
in certain shortage subjects and for GPs. There is now a range of pay claims
across the public sector seeking higher payments for key workers in London and
the South East.

In the summer of 2000 the Home Office decided to increase the combined
London allowances for some Metropolitan police officers to £6,000 a year. On
23 June 2000 Jack Straw, the Home Secretary, said that he ‘recognised that the
Metropolitan Police has been experiencing difficulties in recruiting and retaining
officers, not least because of the cost of living in London’. In this context he
said he was approving the Police Arbitration Tribunal decision to increase the
combined London allowance for police officers to £6,000, an increase of 124 per
cent from the previous level of £2,673. The increase applied to all serving
officers not receiving a housing allowance, which meant all those recruited since
September 1994. The increase was aimed at retaining a higher proportion of the
approximately 6,300 officers with five years or less service and at recruiting

more than 1,000 new policemen and women.

Following the raising of the combined London allowance from T July 2000,
concerns were expressed by police chiefs in the areas surrounding London about
the loss of officers and potential recruits to the Met. Consequently, following
talks in the Police Negotiating Board, agreement was reached to introduce extra
allowances in eight designated forces in the South East outside London. So with
effect from 1 April 2001 a new allowance of £2,000 became payable in the five
forces immediately bordering London — Essex, Hertfordshire, Kent, Surrey and
Thames Valley. Outside of this immediate circle round London, an allowance of
£1,000 a year became payable in Bedfordshire, Hampshire and Sussex. In all
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2.32

2.33

2.34

2.35

2.36

2.37

cases these allowances apply to officers recruited since September 1994 who do
not receive housing allowances.

On 10 November 2000, the Prime Minister announced that extra pay
supplements were to be made available to nurses and other key NHS staff in
areas with full or near full employment. He said that some places in Britain were
reporting a reduction in the number of nursing vacancies, but that there were
still areas with significant staffing shortages. He said, ‘“The nurse shortages are
not uniform across the country. They are most severe where there is full or near
full employment and the cost of living is highest’.

Later the Health Secretary announced that the extra pay supplements would
cover an estimated 100,000 nurses and professions allied to medicine, effective
from 1 April 2001. They were to be worth a minimum of £600, over and above
London Weighting, for nurses throughout London, and up to £1,000 for senior
nurses in the capital. In areas outside London, where unemployment was two
per cent or below, such as Surrey, Wiltshire, Cambridgeshire, Avon and
Buckinghamshire, nurses were to receive between £400 and £600 each.

Initially these extra payments were called ‘market supplements” but the staff
side unions were critical of this terminology as it reminded them of the attempt
in the mid-1990s to go to local pay bargaining. So the terminology changed
over a period of months so that the payments became known as “cost-of-living
supplements’, even though this meant that in London there were now two
separate cost of living payments, the London allowance and the cost of living
supplements.

This change in terminology meant that the union argument, that all NHS staff in
the areas where the new supplements were being paid should receive the
payments, gained more validity. The unions argued that the higher cost of
living applied to all staff including clerical and ancillary staff. In its evidence to
the review bodies in the Autumn of 2001 the employers’ body, the NHS
Confederation, said, ‘There is no doubt that the high cost of living in London
and the South East affected unqualified staff, and indeed non-review Body
staff, as much as qualified staff. Also, the inclusion of some but not all areas of
the South East caused problems. There was resentment from other areas of the
country that felt they had high costs of living’.

The NHS Confederation also said: “The perceived unfair allocation of the cost of
living supplements affected the morale of both lower grade staff and other
specialities that did not receive the benefit,” and ‘if the supplements are to be
retained as a cost of living allowance it should logically be payable to all staff in
the designated high cost area. Alternatively, it could actually be turned into a
recruitment and retention payment that trusts could use in a targeted way for
particular staff groups.’

When the supplements were introduced, certain parts of the South East were
not included. However, the Health Secretary announced an extension to the
scheme in November 2001. Following representation from MPs and health
authorities in areas where the supplements were not yet available, the
Government decided to extend the scheme from 1 April 2002 to cover East and
West Kent, North and South Essex, East Sussex, Brighton and Hove and
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2.38

2.39

2.40

2.41

2.42

2.43

2.44

Northamptonshire. The move means around 20,000 staff will qualify for the
supplement.

Separately, the Government announced after the 2001 Budget, special measures
to aid the recruitment and retention of GPs. This involved the introduction of
‘golden hellos” of £5,000 for every new GP who joins the NHS (and £5,000 for
every GP who returns to NHS work), a further £5,000 for newly qualified GPs
who go to work in deprived areas, and bonds worth £10,000 each for GPs who
continue to work between the ages of 60 and 65. Further to this the
Government accepted the 2002 Doctors” and Dentists Review Body
recommendation that the starting salaries for trainee GPs should be uplifted by
19.5 per cent from April 2002.

The School Teachers” Review Body for England and Wales recommended an
additional higher recruitment and retention allowance of £5,805 from 1 April
2001. At the time there were four recruitment and retention allowances or
bonuses, which schools could award to teachers in posts that were difficult to
fill. They were worth £942, £1,848, £2,802 and £3,903 from 1 April 2001.
From 1 April 2002 they were worth £975, £1,914, £2,901 and £4,041. The
allowances are paid at the discretion of head teachers and school governing
bodies and are in addition to London allowances.

The London area allowances for teachers were raised by 30 per cent from April
2001, giving a new inner London allowance of £3,000 a year and an outer
London allowance of £1,974. This raised the starting salary for a newly qualified
teacher with a good Honours degree in an inner London school to £20,001,
excluding any recruitment or retention points. The area allowances have since
been increased to £3,105 for inner London, and £2,043 for outer, bringing a
newly qualified teacher’s starting salary in inner London to £20,700.

Other measures aimed at teachers include £4,000 ‘golden hellos” to attract
teachers of shortage subjects such as maths, foreign languages or science.
There is also a teacher Recruitment and Retention Fund worth £33 million,
which is distributed direct to those schools in the areas with the highest
vacancies aimed at local initiatives such as housing and childcare costs or
abnormal travels costs. There is also a scheme, which is designed to pay off
teachers’ student loans, over a set period of time, for those who enter and
remain in state education.

In the fire service, the London allowance was raised by ten per cent, to £3,072
from 1 July 2000. The rise, which was the result of independent arbitration, was
the first increase since 1997, when the employers imposed a capped rise of two
per cent.

A new system of pay for prison officers in London and the South East was
introduced from 1 January 2001. New single allowances were introduced for
inner, intermediate and outer areas, with existing rates increased by between 28
and 85 per cent, to take the inner London allowance to £3,000 a year. A new
fringe zone payment of £800 was also introduced.

In an unusual move, the London transport authority, Transport for London,
introduced a subsidy in April 2001 to the bus companies in the capital in order
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2.45

to pay a bonus of £4 a shift (£20 a week) for drivers and conductors on London
buses. The subsidy is aimed at easing recruitment and retention pressure with
TfL estimating a shortfall of between 1,500 and 2,000 bus drivers in London last
year.

At Railtrack, an entirely new London Area Operations Supplement has been
introduced for signalling and supervisory staff and electrical control room
operators in response to ongoing recruitment and retention difficulties in the
capital. Staff in inner London (within 16 miles of Charing Cross) received a
supplement of £1,200 a year; those in outer London (16-40 miles from Charing
Cross) received £600. These supplements are on top of existing London
allowances of £2,000 for inner London and £1,100 for outer London but do not
apply for either station staff or for clerical and administrative grades employed
in group support.

Conclusion

2.46

2.47

This chapter has charted the move from the standardised London Weighting of
thirty years ago to today’s piecemeal allowances, which vary between public
sector occupations and mix London Weighting with other payments. There is no
apparent consistency or principle in the way the payments are calculated or in
the way their recipients are selected. Does this matter?

The evidence we summarise in the next chapter suggests to us that it does.
There is no guarantee that arbitrary payments will in the long run convince even
those who receive them that they are being fairly compensated for the higher
cost of living in London. And there are many public sector workers, often less
well paid, who do not receive such additional payments, with serious
consequences for morale, the retention of high quality staff and the standard
and quality of London’s public services.
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Chapter 3 Highlights of evidence

3.1

3.2

3.3

34

From the outset we decided that our main concern was with the public sector
and we identified two possible approaches to the calculation of the extra sum
payable to those who work in London: the traditional “direct cost compensation’
approach - attempting to calculate the higher cost of living in London and
compensating workers accordingly - and the “private sector comparison’
approach which involves identifying the London Premium paid to workers in the
private sector and applying that to the public sector.

We commissioned statistical work to assist our analyses of these approaches.
This work is summarised in Chapters 4 and 5. Chapter 5 contains our reasons for
preferring private sector comparison.

In this chapter we give an overview of the written and oral evidence we received
and examine views on the two approaches outlined in paragraph 3.1 above. We
also examine views on:

=

the purpose of London Weighting

f targeted allowances

f the contribution to be made by London Weighting to recruitment and
retention problems

{ alternative approaches to London Weighting and
! boundary issues.

We also consider the implications of London Weighting for low paid workers and
include testimony from individual employees.

Witnesses had much to say which is not recorded here. Minutes of the Panel’s
hearings, which give a much fuller account, can be found on the London
Assembly’s website www.london.gov.uk/assembly/lonweight.

The purpose of London Weighting

35

3.6

3.7

Reporting in 1974, the Pay Board considered that the basic justification for
London Weighting was to ensure comparability of real earnings for working in
London and elsewhere. They therefore took the direct cost compensation
approach and recommended that standard amounts of London Weighting
should be paid to all employees in the public sector.

The evidence we received revealed confusion about the purpose of London
Weighting. In general the lines were drawn between cost compensation, which
implies an across the board payment — because costs are the same for everyone
- and recruitment and retention, which implies targeted payments in the
occupational groups where there is a recruitment and retention problem.

Trade unions and employees argued for cost compensation, while employers
wanted the freedom to make targeted payments to solve their recruitment and
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3.8

3.9

3.10

retention problems. Our survey analysis showed that 59 per cent of employers
were influenced by labour market needs when setting the rate of allowance to
be paid.

Incomes Data Services” Study 708 ‘London Allowances’, published in May 2001,
concludes that recent adjustments to London Weighting, whether by
negotiation or employer decision, have been made on grounds other than cost
compensation, for example the employer’s ability to pay or to address
recruitment and retention difficulties. The history of London Weighting in
Appendix 9 and the evidence received by the Panel support this conclusion.

lan Wardrop, the Assistant Director of HR Services for the Metropolitan Police
Service, told us that a clear rationale behind a London salary differential was less
important than the effect such a differential had on recruitment and retention of
staff.

In Chapter 5 we go further into the question of the purposes of London
allowances. In talking to witnesses we were looking for a rational basis of
assessing London allowances, where the choice lies between direct cost
compensation and private sector comparison. We think that the question of
who receives the payment should be tackled separately from assessing the value
of the payment.

Direct cost compensation

3.11

3.12

3.13

3.14

3.15

Direct cost compensation attracted support from trade unions. Employers and
academic and research experts were less enthusiastic.

Laurie Heselden, the Regional Policy Officer for the Southern and Eastern
Regional TUC, said that he regarded London Weighting as compensation for the
additional and unavoidable cost of working in London and that cost
compensation was the best method of calculating it. Many goods and services
were more expensive in London and cost compensation tackled this directly.

Unison said that they would welcome the re-establishment of an updated Pay
Board London Weighting Index which takes into account in a realistic way the
additional costs (particularly of housing), wear and tear, and the earnings
differential of comparable jobs inside and outside London. This should be
updated on a regular basis to take into account changing patterns in spending
and, for example, the proportion of income required for housing. This could
then be used as an authoritative indicator to inform pay negotiations.

While Dr Gilles Duranton of the London School of Economics appreciated that
there was some merit in the “cost driven” approach, he said that there was also a
need to take account of the ‘labour supply’. Peter Elias of the University of
Warwick Institute for Employment Research told us that in his view there was no
significant contribution to be made to London Weighting by the cost
compensation approach.

Dave Statham of the Labour Research Department, which continues to calculate

the Pay Board indices, said that the old Pay Board formula was neither
transparent nor easily understood by the public. The LRD’s written evidence
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3.16

3.17

3.18

3.19

3.20

3.21

3.22

3.23

emphasised that any recommendations from our review needed to be
transparent and easily understood by the public if they were to achieve
widespread acceptance.

Brian Williamson of National Economic Research Associates told us that cost
compensation failed to take account of the many benefits that London had to
offer. He was in favour of the private sector comparison approach. He also said
that directly compensating employees for a particular cost encouraged changes
in their behaviour, for example, employees who enjoyed free travel would live
further away from the work place.

There was evidence that housing costs remain a major priority for prospective
employees. A serving Metropolitan police officer informed us that a significant
number of his colleagues were transferring to other forces so that they could
buy their own property. A teacher told us that he moved out of London so that
he could afford a reasonable flat. Witnesses told us that such considerations
and actions were not uncommon and could result in a drain of experienced staff
— see the personal accounts in this chapter.

The main issues for nurses submitting evidence to the Panel were high housing
costs in London and travel costs incurred by living further away from their place
of work in an attempt to reduce their housing expense.

A number of witnesses drew our attention to the average price of a London
home which, according to the latest available figures from the Halifax, then
stood at £179,558 compared with a United Kingdom average of £96,149. When
asked whether London Weighting could enable employees to purchase property
in London as first time buyers most witnesses said that London Weighting,
although helpful, would not provide the solution. Other measures were needed
to ensure a supply of suitable accommodation.

Dave Statham of the Labour Research Department said that no formula would
adequately address the huge difference in property prices found in London.
Any allowance would only cushion the impact of the discrepancy.

The Association of London Government told us that, for those attempting to get
on the property ladder or to move into London, the level of house prices when
compared to average pay meant that any London Premium was unlikely to make
the difference between affording a mortgage or not. For this reason they
suggested that housing costs should be excluded from the calculation of
London allowances.

Unison said that, while London Weighting increases would go some small way to
assisting people with a mortgage, London had to face up to its housing shortage
in a more fundamental way by increasing affordable housing stock, preferably
for public sector workers.

As we say above, support for cost compensation was, at least in part, based on
the concept of its being an across the board payment. In this context a direct
cost compensation allowance was often seen as an alternative to an allowance
for recruitment and retention purposes, which tends to be targeted, rather than
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as an alternative to an across the board allowance based on some other method
of calculation, such as private sector comparison.

Employee Testimony 1
Dr Bruce Butt, English Teacher

| worked at Chiswick Community School, a successful comprehensive in West London,
which has around 70 staff. | would say that about half of the staff lived within 10 miles of
the school and the other half beyond that, in places further afield in London or outside
London in areas like Surrey and Oxford.

| recently moved to Cambridge and one of my main reasons for moving was to get on the
property ladder. | had rented for some time and reached the stage where | wanted to get
somewhere of my own. Despite having spent 12 years in Higher Education between us,
my partner and | could not afford to move closer to the school, where the average house
would cost £205,000.

| think that the housing problem is contributing to high staff turnover in schools and
causing younger teachers to move away within three or four years, possibly leaving the
schools only older teachers who would have already got on to the property ladder.

London Weighting is a bonus but doesn’t really tackle the housing issues.
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Employee Testimony 2
Derek Ramsey, Intensive Care Nurse

g il e
¥ g

I am an Intensive Care Nurse at a large trust in South West London. | was employed full time
there but | couldn’t afford to live and work full time in London. So, what | had to do was to
work part time for the Trust and part time for an agency and this significantly increased my
earnings. It costs the Trust a lot more but | can earn double what | did before by doing this.
This has obvious cost implications to the Trust. The majority of my colleagues are doing the
same because they too can’t afford to live and work in London.

My wife is also a nurse and she is a cancer specialist. She doesn’t work in the NHS any more
because we can’t afford the childcare. She is lost to the NHS purely because we couldn’t afford
the childcare. The Trust did offer childcare but it wasn’t for shift times and we couldn’t afford
private childcare. It wasn't economically viable.

We bought a house in order to rebuild it purely because we couldn’t afford anything else. We
did move out of London and now commute in. It adds £15 a week to travel in and that’s with
subsidised parking. There is a limited amount of subsidised parking and if we have to park in
local authority parking that increases costs further. That’s another factor that needs to be
looked at. | know a lot people commute out from London. People travel in from Kent,
Hertfordshire.

The disadvantages of working for an agency is that | don’t get sick pay or pension but | can
cover sick pay with private insurance. I've got the NHS pension with my part time job with them
and | can make additional contributions into that.

| don’t have to go to another hospital because there is so much work and | can also pick and
choose my shifts which is a big advantage. | do eight 12-hour shifts a month for the Trust and
between 10 and 12 for the agency. This works out at about a 44-hour week. At the moment
there isn’t an issue about job security and | can’t see that changing. It’s been like this for the
past six years. In the last month two more colleagues have gone part time agency. | think that
soon the majority of staff will be agency.
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Boundaries

3.24

3.25

3.26

There was trade union and employee support for removing the distinction
between Inner and Outer London for London Weighting. The Pay Board survey
in 1974 demonstrated cost differentials not only between London and the rest
of the United Kingdom but also within London. However evidence from trade
unions, including Unison, the South Eastern Region of the TUC, the Fire
Brigades Union and NATFHE, the University & College Lecturers” Union,
suggested that the differential within London had narrowed considerably, no
longer making the rationale for separate Inner and Outer London rates viable.

The Panel received evidence calling for clarity in addressing the problems of
high living and housing costs in other south eastern areas. One employee
expressed bemusement at the fact that workers in Hertfordshire, even though
parts of the county are north of Luton, receive London Weighting, while workers
in Bedfordshire do not.

Concern was also expressed that where payments were made these varied
between occupational groups within the public sector. The recently awarded
location allowances for police officers on the fringe were cited as an example.
Officers in Kent receive £2,000 while teachers receive £800. In Bedfordshire
and Hampshire, teachers do not get an allowance while police officers receive
£1,000.

The effect of targeted allowances

3.27

3.28

3.29

3.30

Trade union representatives favoured London allowances paid on an across the
board basis to all categories of staff, rather than targeted on particular groups.
In their written evidence the Labour Research Department said that ad hoc
allowances “especially those based around recruitment and retention were short
term” and ‘may even exacerbate” the employment problems the public sector is
experiencing.

The Council of Civil Service Unions told us that since 1994, London Weighting in
the civil service had become largely based on judgments concerning recruitment
and retention difficulties as opposed to across the board cost of living
compensation. This had often been done in an ad hoc manner leading to a
plethora of different London pay rates. Unjustifiable pay differentials had been
created between workers in different offices carrying out the same work.

The introduction of cost of living supplements for NHS staff based in London
and areas of the South East also was the subject of criticism from Unison who
were concerned that support staff were excluded.

Evidence from the Chartered Society of Physiotherapists also expressed concern
that unqualified and low paid support staff, playing vital roles in patient care
and facing the same high housing costs as their qualified colleagues, were
excluded from the supplement. The staff side of the Professions Allied to
Medicine & Related Grades said that the scheme had done little to address high
living and working costs and had lowered morale among workers in London who
did not receive it.
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3.31

3.32

333

3.34

3.35

The Association of London Government told us that, where pay enhancements
for working in London were appropriate, they favoured a targeted approach as,
in the context of recruitment and retention, an average across the board
enhancement based on cost compensation, or any form of index, was fairly
meaningless. They told us that there was no employers” support for unfocused,
across the board increases in pay for London local government employees
beyond the national pay award.

The London Fire and Emergency Planning Authority said that it was
inappropriate to use a payment that is payable to all staff to address any issue of
low pay.

Examination of allowances implemented since July 2000 reveals a common
purpose - to address recruitment and retention problems. Limited data are
available to tell us what the impact of these allowances has been on recruitment
and retention, but figures suggest that it has been moderate.

Figures on police recruitment following the Metropolitan Police Service’s
increase in allowances in July 2000, are available from the Home Office
Statistical Bulletin on Police Service Strength, published on 18 December 2001.
The Bulletin confirmed that between September 2000 and 2001, a further 680
officers were added to the MPS, an increase of 2.8%. Surrounding forces in
Thames Valley, Surrey and Hertfordshire saw force reductions ranging from 1%
to 6%, which the bulletin attributes to boundary changes occurring in April
2000.

Chapter 2 provides an overview of recent developments in London Weighting in
the public sector and more detail is given in Appendix 9.

Recruitment and retention

3.36

3.37

3.38

Recruitment and retention difficulties in London are undisputed. Incomes Data
Services, who are in a good position to know, told us ‘It has become increasingly
difficult in recent years to recruit and retain key workers in the public sector ...
as well as certain key workers in the private sector...These employees are facing
rising housing costs, high travel costs and a generally higher cost of living. As
the labour market has tightened these problems have been exacerbated’.

What was open to discussion was the extent of the difficulties, the underlying
causes, whether London Weighting had a place in helping to alleviate them and
what the options were.

The Panel heard a number of different views. Although the British Medical
Association said that there was no evidence to suggest that their recruitment
and retention problems were any more acute in London than elsewhere, the
staff side of the Professions Allied to Medicine & Related Grades told us that
the “PAM professions in the NHS are facing a serious recruitment and retention
crisis’. They told us that at 6.8%, the vacancy rate in London was significantly
higher than the national average of 4.3% for the same group of professions.
For other professions, the vacancy rates in London were even higher, 9% for
radiography, 7% for occupational therapy and almost 8% for physiotherapy.
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3.39

3.40

3.41

We read a number of reports referring to recruitment and retention difficulties -
Association of London Government analysis of salary and benefits survey —
March 2001; Employers Organisation for local government — recruitment &
retention — January 2001; Incomes Data Services Report 849 Pay Benchmarking
in Local Government — January 2002. Examples of the occupational groups
where problems exist include home care, cleaning and catering staff, social
workers, occupational therapists, engineers and accountants.

Huw Jones-Owen of the Association of London Government, told us that factors
other than pay contributed to staff shortages, including ‘the shift pattern of
many public sector jobs, the low morale of public sector staff and the perception
of public sector work’. Mr. Jones-Owen also told us that the tailoring of job
evaluation schemes to suit an individual authority’s needs helped to exacerbate
problems, as that could result in pay discrepancies between boroughs and so
intensify competition for staff. Aggressive recruitment packages in areas such
as teaching and social work increased the pay levels at which boroughs found it
necessary to compete for staff.

Other public sector groups, such as the civil service and nursing appear to be
experiencing more wide-spread recruitment and retention problems. Low pay
across the civil service was highlighted as a significant contributory factor, a
view echoed in evidence received from trade unions. Also singled out were high
housing and travel costs. Additional factors affecting the recruitment and
retention of nurses include job satisfaction, workload and flexibility, but again it
was recognised that pay levels play a significant role particularly in relation to
housing and travel costs.

Private sector comparison

3.42

3.43

3.44

3.45

There were mixed views about the comparison of public and private sector pay
differentials. While some witnesses thought that such comparisons were
essential others, although accepting that they could produce useful data, were
cautious.

Brian Williamson of National Economic Research Associates said that private
sector differentials provided an independent basis for considering an appropriate
rate for London Weighting and that private sector relativities from one location
to the other would inform what the public sector should pay.

Professor Peter Elias favoured private sector comparison, which he called
‘Earnings Differential.” He pointed out however that the best comparison was
not between public and private sectors, but between employment where pay
was negotiated locally and where it was administered centrally.

The Association of Magisterial Officers said that comparisons between the public
and private sectors were essential. They also said that the private sector had
based payments on the amount required to recruit and retain staff, while the
public sector payments were based on arbitrary amounts confined by cost
limited budgets. The effect was to update already low allowance rates below
the level of inflation and consequently erode its original value.
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3.46

3.47

3.48

3.49

lan Wardrop of the Metropolitan Police Service told us that if the public sector is
going to be able to attract and retain the best staff it needs to match some of
the benefits which the private sector is able to offer. He said that many
employees will compare the London Weighting elements of remuneration
packages between private sector and public sector employers when considering
where their next career move should be.

London First cautioned us against drawing direct comparisons, as it was
necessary to examine the whole employment package.

Incomes Data Services said that there were very few jobs where there can be
meaningful comparisons between the public and private sectors. The vast
majority of nurses, teachers and policemen work in the public sector. Where
they work in the private sector they will work on public sector rates plus a
modest premium to attract them out of the public sector. Where direct
comparisons can be made, for example clerical and administrative staff and
managers, there may be some good data but the data may not tell us anything
intrinsic about the public sector against the private which would shed light on
public sector differentials.

Huw Jones-Owen of the Association of London Government told us that
boroughs would find a ‘well researched baseline” helpful as it ‘would give them
the sort of structured base they are looking for’. He said that if the Panel were
to come up with a rational basis for a London Allowance then the public sector
ought to have regard to it as a matter of principle and fairness. A rational
formula could very often prove beneficial in negotiations and could form the
basis of long term agreements. He stressed that he would only accept such
findings if they had been based on a well-researched document capable of
convincing central government of the importance of the issue and the need to
provide funding support.

Alternative approaches

3.50

3.51

3.52

A number of witnesses pointed out that London employees were often paid
more than their counterparts elsewhere irrespective of London Weighting. The
Association of London Government produced figures to show significant pay
differences within London for similar jobs but an overall increase over country
rates, even without taking London allowances into account. They said that our
recommendations would only be valid if they took into account the fact that
some employees were already paid a London Premium. They said that current
pay arrangements should not necessarily serve as the starting point for all pay
negotiations.

The increasing need for employers to consider an alternative method of
addressing recruitment and retention of their workforce was clear from the
written evidence and survey responses. Fifty-three per cent of employers
surveyed said that they offered increased flexible working as an alternative,
while 19% offered subsidised travel.

Housing and travel costs were considered to be the main problems for public

sector workers. A variety of other benefits were suggested, all aimed at
recruitment and retention difficulties. They included locality payment schemes,
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3.53

3.54

3.55

3.56

3.57

3.58

flexible working, child care provision and/or assistance, subsidised parking,
reviewing workloads and image perception. The range of benefits identified
from the survey is set out in Appendix 5.

We were told that radical change to the housing sector in London has resulted in
a greater proportion of income being spent on housing costs and that there was
consequently a need to improve housing provision. UNIFI, the trade union
representing workers across the finance sector, suggested that the Government
or London Assembly would need to take a lead on social policy to ensure high
living and housing costs are effectively addressed.

The Government’s Starter Homes Initiative aims to address the shortage of
affordable housing in London for some public sector workers. Managed by the
Office of the Deputy Prime Minister, the initiative is targeted at nurses and
healthcare workers, teachers and police officers and also aims to provide
assistance to firefighters, paramedics, social workers and junior doctors. Ten
thousand workers will benefit over a three year period at a cost of £250 million.
The Employment Review 744, Pay and Benefits, published by Industrial
Relations Services, shows that in January 2002 a total of 2,286 nurses and
health workers, 1,588 teachers, 552 police and 189 other workers such as
firefighters, social workers or transport workers were identified as eligible to
receive financial assistance in London.

Both employers and unions welcomed the Starter Homes Initiative, but felt that
there was scope to widen the scheme to include other public sector workers and
to consider further initiatives aimed at providing more affordable rented
accommodation for those for whom owner-occupation may not be a feasible
option.

There was concern that a substantial increase in London Weighting would fuel
house price inflation and therefore prove a self-defeating exercise. London First
suggested to us that an inflationary effect could be minimised by reviewing
planning restrictions and targeting housing developments to provide more
affordable housing or repayment schemes.

But the Association of University Teachers did not believe London Weighting
had any effect on house prices. Pointing out that the increase of prices in
London last year was some 17.1 per cent, they said that it lacked credibility to
suggest that monthly London Weighting payments of around £250 before tax
could have any effect on house prices.

We were given examples of how some employer-led housing schemes were
working in practice. Mrs Jasy Loyal of HCA International told us that they
provide short-term free accommodation as part of the employee’s relocation
package. The scheme allowed new recruits to become acquainted with their
new surroundings and look for permanent accommodation under less pressured
conditions. Mr Glen Connell, Compensation and Benefits Director at Logica plc,
told us that they offer employees the option of contributing to one of two
housing schemes over a three year period to save for a deposit for house
purchase or a mortgage subsidy. Throughout the three years the employer
would match the employee’s contribution.
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3.59

Free or subsidised travel was a popular alternative consideration to increased
London Weighting. Incomes Data Services and the Labour Research
Department both drew on the MPS model for police officers allowing free bus,
rail and underground travel within a 70 mile radius of London, as a positive
initiative. The London Fire and Emergency Planning Authority and Metropolitan
Police Service themselves, for their civil staff, told us that they were in early
discussion with transport providers on the viability of similar schemes for their
workers.

Low paid workers

3.60

3.61

3.62

3.63

We heard evidence from The East London Communities Organisation which
researches employee conditions in low paid jobs in both the public and private
sectors. Their research has found that the vast majority of contracted out staff
working for local authorities and health trusts — typically cleaning staff —
received the minimum wage of £4.10 per hour. Most of the employees do not
receive London Weighting or any other benefits such as sick pay. Employee
conditions are no different in the private sector. They told us that work
commissioned by them shows that a gross wage of £6.30 per hour is required for
a single earner in a two parent household to reach the London poverty threshold
without recourse to means tested benefit. They are campaigning for this as a
London living wage.

We also heard how many employees in low paid jobs are vulnerable and
therefore willing to accept the low pay. Despite this, low pay is contributing to
a chronic staff turnover problem, having a knock-on effect to the delivery of
services. Unison said that employers tolerate the inconvenience of ‘high
turnover and low morale in the drive to maximise profits. The study by the
Joseph Rowntree Foundation, ‘Recruiting and Retaining Employees in Low-paid
Labour Markets’, published January 2001, found that the employers with the
lowest pay levels had the highest turnover rates.

The East London Communities Association said that in seeking to remove the
culture of constantly selecting the lowest bidder for service contracts, London
Weighting should be applied as widely as possible and public bodies encouraged
to include a provision for London Weighting in their terms and conditions for
contracting out services.

Unison has welcomed the Greater London Authority’s commitment to fair

employment clauses and Dave Prentis, Unison’s General Secretary, has called on
‘other public authorities to follow the GLA’s example’.
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Employee Testimony 3
Mr Daniel Atakora, Domestic First Line Manager

At the hospital where | work, most of my colleagues do not get London Weighting, only those
who are employed directly by the NHS. My colleagues come from hard working communities
and are disillusioned that they are not being paid enough. One person | work with takes home
£133.28 a week. Out of this he has to pay £70 for rent and that is before any council tax, bills
and money for travelling. Not having London Weighting is contributing to their social exclusion.

| have seen staff turn up to work sick because they need the money. This is obviously risky. If
you are sick and you stay at home, you do not get any sick pay for the first three days, but you
will get statutory sick pay from the fourth day.
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Chapter 4 - The cost of living in London

4.1

London Weighting has traditionally been based on direct cost compensation.
For the reasons given in Chapter 5 we have decided to propose a different
method of calculating London allowances, but the higher cost of living in the
capital still remains at the heart of the problem. This chapter examines the
traditional approach and the cost of living in London today.

The traditional approach

4.2

43

4.4

45

In their report on London Weighting in 1967 the National Board for Prices and
Incomes considered whether the purpose of London Weighting should be to
solve labour supply difficulties or to compensate for higher living costs. They
concluded that London Weighting was too blunt an instrument to be used to
solve particular staff shortages, and that it would be too complex to pay varying
and fluctuating levels of London allowance to different groups at different times
according to the state of the recruitment market. They concluded ‘we think that
it is the cost of living which should be the determining factor in setting the level
of London Weighting’.

The NBPI recommended a flat-rate cash allowance for those working in inner
London (£125 a year) and a lower level in outer London (£75 a year), based on
calculations of differences in travel and housing costs between London and the
provinces. These levels of weighting were to be reviewed every three years
using a new Ministry of Labour annual index of movements in public transport
fares and housing costs.

The 1974 Pay Board report noted that ‘[the NBPI’s] recommendations were
subsequently adopted by other employers, especially in the public sector, as the
basis for calculating their own London Weighting’. But, while widely adopted,
the NBPI formula was not without its problems. As house prices and rents rose
sharply in the early 1970s, the housing element of the index was thought not to
reflect the differences in housing costs in London and the rest of the country.
Dissatisfaction with the system led in due course to a further review under the
auspices of the Pay Board.

The Pay Board recommended that London allowances should be paid at the
same rate throughout the public sector for all manual and non-manual workers.
It said the rates should be based on four elements — housing costs, travelling
costs, consumer costs and ‘the extra wear and tear connected with the journey
to work and the lower standard of housing in London compared with elsewhere
—and should (except for the last factor) be adjusted to take account of income
tax. The recommended rates grossed up for tax, were as follows:

7

Inner London Outer London
£pa £pa
Housing 141 80
Travel to work 73 15
Other consumer costs 81 81
Wear and tear and housing standards 105 24
Total 400 200
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4.6

4.7

4.8

4.9

4.10

411

412

In their report, the Pay Board said that London Weighting could conceivably be
used for three purposes: (1) equalisation of real earnings for work in London
with comparable work elsewhere; (2) alleviating labour shortages in the capital;
(3) to reward jobs that are more demanding in London.

The Pay Board report said, ‘We consider that the basic justification for London
Weighting is to ensure comparability of real earnings for working in London and
elsewhere. We feel it will also have the secondary, but important effect of
helping to ease London’s labour shortage problems. ...Any remaining problems
of labour supply are mainly specific and must be the concern of individual
employers and trade unions, either to pay for additional responsibilities, to
consider improved manpower utilisation, or to provide special assistance to meet
the London differential in capital payments in first time house purchase.”

The Pay Board’s approach was to establish expenditure, cost and price
differences between London and elsewhere for four main groups of costs:
housing, travel to work, other consumer costs and wear and tear of travel to
work and lower quality housing; to recommend allowances as sums of money for
Inner and Outer London and to recommend a way of updating these allowances.
The main problems it had to overcome were deciding what goods and services to
include by way of expenditure, costs and prices, and how to measure them.

The reluctance of the Department of Employment to make available relevant
figures from the Retail Prices Index (even though the Pay Board report was part
of the Government’s prices and incomes policy) caused great difficulties. A
survey to establish housing and travel to work expenditure of public sector and
some private sector workers covered 63,000 individuals. Another survey to
establish other consumer costs involved taking over 21,000 price quotations. A
variety of other survey sources were also used.

The Pay Board also recommended that these patterns of expenditure, costs and
prices should be reviewed within five years and a set of indices established to
update the 1974 figures. Following the election of a Conservative government
in 1979 the review was not undertaken, and the indices abandoned.

On 19 October 1982 the Employment Secretary, Mr Norman Tebbit, said in
Parliament, ‘London differentials are a matter for employers and employees to
determine according to the circumstances of each firm or industry. But in the
Government’s view the indices encourage negotiators to place too much
emphasis on the need to compensate employees for the additional cost of
working in London and too little on the need to set rates of pay which the
employer can afford, and which are sufficient to recruit, retain and motivate
employees in London. Moreover the indices are based on expenditure patterns
which are now out of date. | therefore have decided to discontinue publication
of the indices’.

Following the Government’s decision to discontinue publication of the indices,
Incomes Data Services and the Labour Research Department decided to publish
their own regular revisions to the existing indices. IDS continued to update the
allowances until 1987, using figures from a range of sources for rail and bus
fares, cost of motor vehicles, owner-occupiers” mortgage interest payments,
local government and private rents and rates, and the RPI for other consumer
costs and wear and tear. IDS stopped updating the allowances in 1987 because
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without a complete overhaul of the 1974 expenditure patterns on which the
index was based, it believed there was no longer a reliable guide to cost
compensation. It approached a range of employers to see if they supported
large-scale surveys to rebase the index, but employers considered that the
labour market was more important than cost factors.

IDS research also found that Pay Board cost compensation based London
allowances had become much less important in organisations” London Weighting
reviews. In 1987 reviews were heavily influenced by competition for staff,
especially in the rapidly expanding finance and retail sectors. The major clearing
banks had increased their inner London allowances by 50% to £3,000 and
introduced a new ‘Roseland” payment of £750 covering most of the ‘Rest of
South East’. The clearing banks” inner London allowances have only increased
to £3,500 or so since then, as more relevance is placed on broad banded
structures, London scales and London differentials.

The Labour Research Department has continued to update the Pay Board
formula since 1982. The LRD has used figures from a range of sources for rail
and underground fares, bus fares, car running costs, local government and
private rents and rates and the RPI for mortgage interest payments, other
consumer costs and wear and tear. The latest cost compensation figures for
2001 are: Inner London £3,340 and Outer London £1,074. LRD consider that it
is vital to update the expenditure/costs/prices base for London and elsewhere if
the figures are to have any real meaning.

The CEBR report

4.15

4.16

417

The Centre for Economics and Business Research Annual report to the
Corporation of London, ‘London’s Contribution of the UK Economy’, has a
section on ‘Standards of Living”. In this it examines the differences between
London and the United Kingdom/Great Britain in average earnings, earnings
after tax, costs of living and standards of living. Some figures are shown from
1993.

Average earnings figures from the New Earnings Survey show a 30% London
differential over Great Britain in 2000. Adjustment from the Labour Force
Survey to take account of the different mix of occupations in London and
nationally brings the London differential down to 24-26%; the lower figure is
based on the national mix, the higher one on the London mix. Average earnings
are further adjusted for the effects of national insurance and tax. This reduces
the London differential from 30% to 27% and 24-26% to 21-23%.

Because the RPI does not provide regional price figures, CEBR uses the Reward
Group ‘Cost of Living Report’ to indicate differences in prices between London
and the rest of the country. Weights showing London and British baskets of
goods are taken from the Office for National Statistics Family Expenditure
Survey, which is used to provide some basic expenditure figures, and the Halifax
house price survey, the ONS General Household Survey and the FES, which are
used to provide additional figures for differences in housing costs. The CEBR
calculations show that prices for a London basket of goods are 13% higher in
London than they would be at national prices. A British basket of goods is 11%
more expensive in London.
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4.18
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4.20

Figure 4.1

Differences in standards of living in London and the rest of the country are
derived by subtracting the cost of living differential of 11-13% (adjusted for
expenditure) from the average earnings differential of 21-23% (adjusted for tax
and National Insurance). On this basis Londoners” standard of living is 10%
(9.8-10.3%) higher than the rest of the country. The differences ranged
between 8 and 14% during the years 1993-2000.

The CEBR considers the standards of living for people in a number of different
occupations. These include a nurse, teacher, secretary, builder, commercial
driver and corporate manager. They look at how well off each person would be
if s/he lived and worked in London, compared with their standard of living if
they lived and worked outside the capital.

The CEBR apply three accommodation scenarios to each occupation. These are,
owner-occupier in 1999, owner-occupier in 1992 and renting accommodation.
They argue that, with the exception of two cases, all are better off working
outside London. The exceptions are the nurse and secretary purchasing in 1992,
who would have been better off living in London, by 1% and 12%, respectively.
London owner-occupiers buying in 1992 are significantly better off than those
buying in 1999 or renting. Figure 4.1 below tabulates the percentage
differences.

Differences in Standards of Living, London and Great Britain
2000

Owner occupier
Moved 1999
Purchasing power

Owner occupier
Moved 1992
Purchasing power

Renting
Purchasing power

London GB London GB London GB

Nurse 0% 27% 0% -1% 0% 39%

Teacher 0% 55% 0% 5% 0% 74%

Secretary 0% 24% 0% -12% 0% 49%

Builder 0% 125% 0% 8% 0% 223%

Commercial driver 0% 111% 0% 7% 0% 188%

56% 0% 3% 0% 85%

Corporate manager 0%

Source: CEBR calculations

4.21

4.22

Additional information is provided from the Department of Environment,
Transport and the Regions” survey on housing in England 1999,/2000. The
survey compares household characteristics and accommodation types. The
CEBR demonstrate from the survey analysis that more Londoners live in flats
and maisonettes than in the rest of the country (40%/15%) and fewer live in
detached houses (5%/22%). The CEBR acknowledge that these percentage
differences in part reflect a lifestyle difference but argue that they are indicative
of London’s higher living costs.

The CEBR also refer to the Labour Force Survey data on travel to work times in

London and the United Kingdom for 1999. Londoners spend more time
travelling to work. Just over seven per cent of Londoners travel for more than
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an hour compared with four per cent in the United Kingdom. Fifty per cent of
Londoners travel less than 30 minutes compared with 80% in the United
Kingdom.

The Panel’s research

4.23

4.24

4.25

4.26

4.27

4.28

We did not have the resources or the time to commission a major expenditure
survey of the type carried out by the Pay Board in 1974, nor did we think it
necessary to do so. Nevertheless, we wanted to obtain up to date information
on prices and costs of living in London compared with the rest of the country.
We saw this as an important companion to research into pay levels in London
and elsewhere and our other enquiries and evidence-collection on the range of
issues connected with London Weighting

The straightforward way of producing cost of living figures for London is to use
modified national statistics. The basis we used for prices and costs of living
comparisons is the recent Office for National Statistics paper “Price Levels in
2000 for London and the regions compared with the national average’,
published in Economic Trends no. 578 January 2002, The Stationery Office.

This shows price levels in London compared with the United Kingdom as a whole
(including and excluding London).

This paper points out that these price levels do not show how much more
expensive it is to live in London because owner-occupied housing costs,
mortgage interest payments, council tax and vehicle excise duty are excluded;
and because price differentials for London were not weighted together by the
expenditure patterns of London households. Information was not available at
the required level of detail to achieve this.

The ONS obtained their information from the database of prices underpinning
the RPI, a special nationwide survey carried out by Research International
Limited, government sources and published data. The prices selected were
representative of consumer expenditure across the United Kingdom. Nearly 550
goods and services were compared. Twenty-one have no regional variations,
140 came from the RPI (mainly food and tobacco products and a limited number
of services), 380 from the special survey (most other goods and services, 50,000
prices were collected); and the remaining items came from government sources
and published data (local transport, rents and foreign holidays).

The price differences between London and elsewhere were weighted together
using expenditure on a national basket of goods and services taken from
national accounts data for 1999 (the latest detail needed available). The
national expenditure weights allow standardised comparisons to be made
between regions, without interference from any differences in regional
expenditure patterns.

Although these comparisons do not include the vital owner-occupier housing
sector they do allow some useful comparisons to be made between London and
elsewhere on a national basis both including London and excluding London from
the rest of the United Kingdom. The results are shown in Figure 4.2, on the
next page, at the broadest level of Classification of Individual Consumption by
Purpose (COICOP, as used in the European System of Accounts, ESA, 95).
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4.29 Figure 4.2 shows that in 2000 overall London prices (excluding owner-occupier
housing costs) were 8.5% higher than in the rest of the UK (9.3% using hybrid
London-National weights). There was a much greater range of price differentials
between London and the rest of the United Kingdom for services than for goods.
At broad category level price differences for goods ranged up to 5.3% (clothing
and footwear) compared with the range for services up to 35.4% (housing etc.).
No goods and services were cheaper in London at this level.

Figure 4.2 London & National expenditures, & price relativities for London
versus the rest of the United Kingdom

London National National London London
Expend Expend weights weights prices vs.
) (£) rest of UK
(%)
Food & non-alcoholic 41.48 23.03 100 111 5.0
beverages
Alcoholic beverages, & 11.20 8.78 38 30 1.0
tobacco™
Clothing & footwear 26.56 14.53 63 71 53
Housing, water, electricity, gas 49.59 20.68 89 133 354
& other fuels
Owner occupied housing costs N/A N/A N/A N/A N/A
Council tax N/A N/A N/A N/A N/A
Furnishings, household 29.88 15.07 65 80 3.1
equipment & maintenance
Health 5.10 3.45 15 14 14.9
Transport 58.90 31.77 137 158 1.0
Communications 11.53 471 20 31 0.0
Recreation & culture 53.78 32.69 141 144 3.6
Education 9.89 2.77 12 27 15
Restaurants & hotels 43.24 25.27 109 116 13.6
Miscellaneous goods & services 31.56 28.56 124 85 10.3
Total 243.88 144.29 914 1000
All products London prices vs. rest of UK using National weights 85
All products London prices vs. rest of UK using high-level London 9.3
weights

' Averaged over the three years 1998-99 to 2000-01 (due to the small sample size for London alone).

™ The low London weight for Alcohol & tobacco reflects under recording of these items in the FES).

Source: National Statistics/National Economic Research Associates

430 The Office for National Statistics paper showed that overall, goods prices were
three per cent higher and the cost of services 16.5% higher. The greatest price
difference between London and the rest of United Kingdom at the most detailed
level was for housing rents, which were 74% higher in London. Other services
significantly more expensive in London were:

services of decorators, plumbers and electricians, 58.5% higher;
repair of household appliances, 25.5% higher;

out-patient services (dentists etc), 33.9% higher;

taxis, 42.2% higher;

veterinary services, 26.1% higher;

hairdressers, 32.2% higher;

= . _—a _—_a _a _a
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There were very few detailed categories where London prices were lower than
the rest of the United Kingdom. The major difference was for local railway
passenger transport, which was 39.6% lower. Other services which were cheaper
in London, were:

f  sewerage collection, 23.7% lower;

1 water supply, 10.2% lower;

{ passenger transport by railway, 29.2% lower;
{1 local passenger transport by bus, 33.5% lower;

Figure 4.3 shows summary results for regional differences in aggregate category
level prices compared with the United Kingdom as a whole. These data, also
taken from the recent Office for National Statistics” paper noted in paragraph
4.24 above, differ from those in Figure 4.2, in that they are not based on
detailed analysis of price level differences which may exist within regions. They
do, however, provide a broad indication at aggregate level.

The results show that including housing rents at aggregate category level

compared with the UK prices are higher in London (6.8%), South East (3.1%)
and the East (1.5%). All other regions have lower prices than the UK average.
The North East, Yorkshire and the Humber, and Wales have the lowest prices.

Figure 4.3 Regional price levels compared against the UK average: 2000
Difference (%) between regional and average UK prices
(number greater than zero means more expensive than the UK average)

Inc. of housing rents other than owner-occupiers’ Exc. of housing rents other
costs than owner-occupier’s costs
Goods  Services Total Goods  Services Total
London 2.6 13.0 6.8 2.6 73 4.4
South East 1.8 5.1 3.1 1.8 38 25
East 0.0 38 1.5 0.0 2.8 1.0
South West -0.6 -09 -07 -0.6 -0.3 -0.4
East Midlands -0.7 -3.1 -1.7 -0.7 -0.7 -0.7
West Midlands -0.3 26 -1.2 -0.3 -1.3 -0.7
North West -1.2 -35 22 -1.2 -2.1 -1.6
Yorkshire and the Humber -1.7 -59 34 -1.7 -35 -2.4
North East -2.8 -7.4 47 -2.8 -5.1 -3.6
Wales -2.1 -63 -38 -2.1 -49 -3.2
Scotland 0.8 -33  -09 0.8 -0.5 0.3
Northern Ireland 0.9 N/a n/a 0.9 -2.1 -0.2

Source: National Statistics
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Figure 4.4, on the next page, shows London price levels compared against the
rest of the country using country weights, including housing rents but excluding
owner-occupiers’ costs.
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Figure 44  London price levels compared with the rest of the country
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‘ OLondon compared with total UK OLondon cmpared with rest of the UK ‘

Source: National Statistics/National Economic Research Associates

Cost comparison including owner-occupiers’ costs.

4.34  Given the importance of owner occupation and the very high cost of housing in
the capital it is obviously vital to obtain information on London and United
Kingdom price levels using London expenditure patterns as a basis of
comparison and including owner-occupiers’ costs.

435 We are grateful to the Office of National Statistics which obtained expenditure
patterns for London from the Family Expenditure Survey for our weighting
purposes. This information is at the two-digit level shown on Table 1 of the
paper on ‘Price levels in 2000” for national household expenditure. The ONS
also provided us with an explanation of the methodology they use in dealing
with housing and mortgage matters, and advice on appropriate sources of
information on house prices and mortgage interest payments.

436 We then commissioned National Economic Research Associates to pull this
information together and report on comparative costs of living in London and
the rest of the country. This involved making judgments on the selection of
data on appropriate housing prices, mortgage and mortgage interest payments.
A review of the comprehensiveness of the data provided and its appropriateness
for the Panel’s purpose was also required and proposals made for any significant
gaps to be filled from published sources.

4.37 NERA’s report is reproduced in full in Appendix 6. In their report NERA
comment on the problems of using existing data. They also point out that there
is a fundamental difficulty in comparing the cost of living in London with the
rest of the country, because it is not possible to take into account differences in
expenditure which would compensate a household for all the differences in the
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4.38

4.39

4.40

4.41

4.42

environment, such as accessibility to work, shops, schools and leisure activities
and a whole range of environmental quality factors.

Moreover, expenditure patterns are different in London and the rest of the
country and one is not clearly preferable to the other as a measure of the cost of
living in London relative to the costs of living elsewhere.

Figure 4.5 on page 49, sets out the price differences between London and the
rest of the United Kingdom, derived from NERA’s work; these include owner-
occupiers” costs.

NERA combine the ONS information from Economic Trends for the relative price
of goods and services in London versus the rest of country with their own
estimates for owner occupied housing and council tax costs and the value of
commuter travel time. They use both London and National (excluding London)
‘expenditure” weights to construct measures of the relative cost of living in
London versus the provinces.

Using provincial expenditures, NERA find that the cost of living in Greater
London relative to the rest of the country is 30.7 per cent higher and using
London expenditures, 22.1 per cent higher. The inclusion of owner occupied
housing, council tax, and the value of time spent commuting has increased their
cost of living relativity substantially compared to the ONS estimate in Economic
Trends of 8.5 per cent for the price relativity (using national expenditure
weights), which excludes these costs. Their measure is nevertheless partial,
including only the value of time spent commuting among the many less tangible
elements of London and provincial living.

NERA’s report must be read subject to the qualifications they make, which may
be summarised as the inadequacy of the available data, the difficulty in selecting
appropriate weights and the impossibility of using direct cost compensation to
take into account all the differences between London and the rest of the
country, including of course, the attractions of London. We would add the
obvious point that, because of very sharp rises in price of housing in London in
recent years, the position of any individual is likely to be significantly affected
by the timing of his or her house purchase.

Conclusion

4.43

4.44

In this chapter we have drawn together and presented important material on the
cost of living in London and how it relates to the rest of the country. It provides
the statistical basis for what most of us already instinctively know — that London
is much more expensive. Particularly so when you factor in housing costs and
the value of time spent commuting. When such costs are considered, the cost
of living is significantly higher in Greater London than elsewhere in the country.
This provides clear justification for the public sector to pay London Weighting if,
across the country, it wishes to be seen to treat all members of the same
occupation fairly.

We must, however, note the warnings from NERA, both on the inadequacy of
available data and on the vital point that such cost of living comparisons fail to
consider all the differences between London and the rest of the country. The
cost of living differential between London and the rest of the country may be
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the reason for London Weighting but it cannot be the basis for its calculation.
We develop this point in the next chapter.
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Figure 4.5 Relative Cost of Living in London versus the Provinces (£ weekly)

Provincial® Cost of Provincial London Cost of London  London Provincial
Expenditure Expenditure at Expenditure Expenditure at Price
London Prices Provincial prices Relative (%)

Food & non-alcoholic beverages 20.29 21.30 41.48 39.51 5
Alcoholic beverages, & tobacco 8.42 8.50 11.2 11.09 1
Clothing & footwear 12.74 13.42 26.56 25.22 53
Housing, water, electricity, gas & other fuels 16.38 22.19 49.59 36.62 354
Furnishings, household equip & maintenance 12.87 13.27 29.88 28.98 3.1
Health 3.20 3.68 5.1 4.44 14.9
Transport 24.86 25.79 52.8 50.87 3.8
Communications 3.70 3.69 11.53 11.53 0
Recreation & culture 29.56 30.62 53.78 51.91 3.6
Education 1.71 1.74 9.89 9.74 1.5
Restaurants & hotels 22.60 25.67 43.24 38.06 13.6
Miscellaneous goods & services 28.11 31.01 31.56 28.61 10.3
Sum, excluding items below 184.44 200.88 366.61 336.58
Opportunity cost of owner-occupied housing™ 75 132.08 114 64.74 76.1
Sum, excluding items below 259.45 332.97 480.61 401.32
Council tax 16.52 14.96 14.96 16.52
Public rail and bus transport™ 2.88 6.1 6.1 2.88
Opportunity cost of commuter travel time'™ 17.42 33.25 33.25 17.42
Overall sum 296.27 387.29 534.92 438.15

f Provincial expenditure is based on National expenditure less London expenditure allowing for population weights.
it The cost of rail and bus transport, and the opportunity cost of owner-occupied housing and commuter travel time are NERA estimates.
T

Source: National Statistics/National Economic Research Associates

Below group level the price relativities are weighted together using National weights.
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Chapter 5 — The London Premium

5.1

There are three essential questions about London Weighting - ‘why?” “how
much?” and ‘who gets it?". Historically, the answer to the first question has
informed the answer to the other two. This chapter sets out our views on these
questions. Our path is well trodden for us, although not recently, and we take
as our beginning the monumental Pay Board report of 1974. We will not follow
them all the way, but we will end up not far from their destination.

The 1974 Pay Board report
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5.6

5.7

As we note in Chapter 4, the Pay Board in their turn started from the 1967
report of the National Board for Prices and Incomes. They were asked to
consider whether the NBPI approach was still valid, and they concluded that it
was.

The NBPI recommended that London Weighting should be determined on the
basis of compensation for differential living costs between London and
elsewhere, with the purpose of equalising net remuneration for comparable work
in both areas. They rejected the idea that the primary aim of London Weighting
should be to solve difficulties of labour supply where they were more acute in
London than elsewhere because, they said, this would be inflationary,
ineffective and create anomalies.

The overwhelming weight of the submissions which the Pay Board received in
the run up to their report in 1974, was in favour of continuing to base London
Weighting upon the principle of compensating for London’s higher costs as
compared with the rest of the country. However they also received evidence
that a premium rate of London Weighting should be paid to ease labour
shortage problems in essential public services and they looked into the question
of whether London’s labour shortages were worse than elsewhere.

They came to the conclusion that it was not possible to measure relative labour
shortages within a single industry or occupation with any degree of precision,
nor was it possible to make meaningful comparisons of one industry with
another.

The Pay Board also thought that it would be very difficult to devise a system of
monetary payments that would help to solve particular shortage problems. They
concluded that the basic justification for London Weighting was to ensure
comparability of real earnings for working in London and elsewhere. They
believed that it would have the secondary, but important, effect of helping to
ease London’s labour shortage problem.

So the Pay Board answered the question ‘why?” by saying that the purpose of
the allowance was to compensate for the additional costs of working in London.
They then calculated an appropriate cost compensation allowance, which told
them “how much’. Since costs are the same for everyone, it followed that the
allowance should apply to all.
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Direct cost compensation.

58

5.9

5.10

5.11

5.12

5.13

As we explain in Chapter 4, the calculation of a direct cost compensation
allowance involves establishing how much goods and services cost in London,
compared with the rest of the United Kingdom. If you then find out what
people who work in London and elsewhere spend their money on it is thought
to be possible to arrive at a sum of money which, if paid to the Londoner,
equalises the differential.

The Pay Board faced up to the fact that the range of personal circumstances is
very wide. They said ‘For example, there are young people at the start of their
career, many living at home or in lodgings without direct responsibility for
accommodation costs; married people embarking on house purchase at today’s
high prices, in some cases with both husband and wife working, in others not;
there are older people, at the higher end or in the higher ranges of salary scales,
who may have bought their accommodation when prices were lower, many of
whom have paid off their mortgages’. Making due allowance for changes in
society, this range of circumstances is echoed today.

The Pay Board therefore accepted that the cost compensation approach
inevitably involved the striking of very broad averages since the circumstances
of individuals and groups vary so markedly. However they pointed out that
individuals” costs vary during their working lives and from this standpoint the
variation in costs between individuals over their working lives is less than it is at
any point of time.

In calculating the direct cost compensation allowance the Pay Board took
different approaches to different components. For items other than housing
and travel to work they based their calculations on the prices of standard items
in London and elsewhere, but in the case of housing and travel to work they
took the “expenditure” approach. For this purpose they undertook a major
survey of housing and travel to work costs, sending questionnaires to 63,000
individuals in London and the rest of the country. By discovering how much
more Londoners spent on these items they were able to come to a figure which
would compensate them for the increased cost.

Then as now, housing was the principal component of the extra cost of living in
London. The Pay Board chose to restrict the calculation of differentials to the
interest element of mortgage repayments, arguing that, because of the long
term rising trend in house prices, capital repayments made under mortgage
should be properly regarded as savings rather than expenditure.

The Pay Board also formed the view that standards of housing were lower in
London than elsewhere and included this in a general allowance for ‘wear and
tear” which was intended to compensate for the additional stress of working in
London.

Reasons for London Weighting

5.14

It is fortunate that the Pay Board were able to form the view that the purpose of
London Weighting was to secure parity of earnings rather than to solve the
problems of labour shortage, as they admitted that it would not have been
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5.15

5.16

517

5.18

possible to devise a system of monetary payments which would solve those
problems.

We found that the two reasons usually given for London Weighting — cost
compensation and worker retention - are not alternatives but inextricably linked.
People will take up jobs, and stay in them, when they believe they are being
adequately rewarded.

Public sector workers look to their employers to pay London Weighting to
ensure that their reward is comparable to those in the same occupation
elsewhere. We believe that, properly calculated, London Weighting will
contribute to the solution of recruitment and retention problems in London.

But to be effective London Weighting must be calculated on a fair and
transparent basis and be applied consistently to all public sector workers, not
just those groups who can count on media interest, public sympathy or strategic
importance.

One key benefit of London Weighting may be worker retention but it will be
more effective for this purpose, if it is, and is seen to be fair. Fairness cannot be
applied selectively.

It has been clear for many years and it is obvious to us from all the evidence we
have received that it is necessary to pay a London allowance to attract and
retain workers in London. So for us the key question is not ‘why?” but “how
much?’.

Objections to direct cost compensation

5.19

5.20

5.21

5.22

The first problem with direct cost compensation is that it attempts to
compensate for the additional costs of those who live in London, while London
Weighting is paid to those who work here.

Moreover, we should not forget that London has many advantages. Discussion
of London Weighting, with its talk of high prices and ‘wear and tear” dwells on
the disadvantages of our city. But London is a wonderful place, and many
people are happy to live and work here for all the advantages that the capital
brings. Direct cost compensation does not take this into account; neither does
it take into account the fact that the availability of amenities may alter the
pattern of expenditure. Londoners may spend more on entertainment and
education because these things are readily available in the capital, and very
attractive. As the economists would say, it is extremely difficult to separate
avoidable costs from unavoidable costs.

In short, as NERA point out in their report in Appendix 6, it is not possible to
sum up all the advantages and disadvantages of the capital in money terms by
direct cost compensation. Any attempt to do so will be complex and arbitrary in
calculation and will be unlikely to be technically robust or reliable.

Moreover, direct cost compensation can alter behaviour — subsidised travel, for

example, can mean that workers choose to live further from their workplace.
The effect of such incentives can be perverse.
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5.23

As our history of London Weighting shows, the Pay Board approach has not
stood the test of time, being effectively abandoned in 1982 and never revived.
The reasons for its demise are the decision of the Government of the day to
base allowances on “ability to pay’; the practical problems of keeping the survey
of expenditure up to date and the decentralisation of pay-setting which has
allowed employers in the public sector to pay London Weighting for reasons of
recruitment and retention (or as the Pay Board would have said, for labour
shortage reasons).

Our approach
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5.25

5.26

5.27

5.28

5.29

We have to remember that circumstances were very different when the Pay
Board made their report. Their report was commissioned as part of a statutory
incomes policy - an attempt to regulate pay across public and private sectors -
and, although that policy had been abandoned by the time the Board reported,
pay setting was centralised to the point that the Board’s recommendations could
be given effect across the public sector. Today of course, as we note in Chapter
2, pay setting is much more decentralised and our outlook is correspondingly
less dirigiste.

Labour shortages convey important information about the relative attractiveness
of jobs in different parts of the country. Differences in the degree of labour
shortage tell us that there are differences between the relative attractiveness of
jobs in different parts of the country. This could be because there are
differences in the costs faced by employees working in these different areas,
which are not fully compensated by differences in wages, or there may be
differences in the demands of the jobs in the different areas which are not fully
compensated by wages.

There may also be other aspects of living and working in different areas of the
country which make jobs in different parts of the country more or less attractive.
The important point is that if there are greater labour shortages in one part of
the country than in others then it can be concluded that wages are not
sufficiently high in the areas of greatest shortage.

We do not approach the problem from the point of view of an employer wishing
to set appropriate pay levels for its staff — we are not employers and it is the
employers themselves who need to set pay levels in order to recruit and retain
the staff they require. Our aim is to help that process by suggesting principles
for London Weighting which can be seen to be fair and command support.

Having accepted the need to pay London Weighting but rejected the Pay
Board’s approach we are left looking for something to put in its place. We have
been asked why we need a new approach — why not leave the situation as it is,
with London Weighting resolved by individual decision and negotiation?

In truth, that is what we are doing. We have no power to impose our ideas but
our work will have value if we are able to help the existing processes. Extra pay
for work in London continues to be paid across the public sector whether it is
called ‘London Weighting” or not but the methods by which it is calculated are
not transparent nor understood. Quite often the allowance is frozen at a figure
of historical importance only. A rational basis for assessing a London Premium
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should help to resolve anomalies and reduce discontent. It will not solve the
problems of the low paid, as it is only a component of pay, neither will it cure all
recruitment or retention problems, or solve the challenges facing the first-time
house buyer, but it might answer the question of how the extra pay is
calculated, and in so doing provide employers with a reasoned method of
calculating London Weighting and go some way to convince employees in
London and elsewhere that it has been fairly assessed.

Our solution

5.30

5.31

5.32
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5.36

Our core proposal is that London Premium in the public sector should be set by
comparison with London Premium in the private sector. We call this “private
sector comparison’. Advances in the availability of data and in information
technology enable us to do this using sophisticated modern techniques.

Our principal concern is with the public sector, as the private sector is free to set
pay according to market forces. A private sector employer will tend to set pay
to achieve levels of profit consistent with attracting and retaining the workforce
necessary to produce the products or services which she or he sells. In other
words s/he will pay the amounts needed to keep employees of the right quality
in their jobs. Being free to act as s/he wishes, s/he can respond quickly to
changes in circumstances.

Adam Smith is often quoted in this context. In the Wealth of Nations he
pointed out that labour market competition ensures ‘that the whole of the
advantages and disadvantages of different employments of labour and stock
must in the same neighbourhood be either perfectly equal or tending to
equality.” (Book 1, Chapter 10).

Market forces are not allowed free play in the public sector, where employers are
not constrained to make a profit, nor are they able to move as quickly or as
flexibly. Political considerations, such as the desirable level of taxation, play
their part and questions of whether or not an employer can “afford” to pay at
any particular level are resolved by political will and the perceived need for the
service being provided in the locality rather than the necessity of making a
profit.

We accept that the division between public and private sector for this purpose is
less than perfect. The distinction should be drawn between employment where
pay is negotiated freely and locally and employment where it is centrally
administered. Many of the recently privatised industries — the railways for
example - are nominally private, but fall into the latter category. Nevertheless,
given the current availability of statistical information, we can do no better.

We accept that private and public sector employees will be paid at different
rates, and indeed that pay rates will differ within each sector, often significantly,
but if, as we believe, the private sector sets the London Premium by market
forces the question which we ask is “Why should the proportionate London
Premium be any different in the public sector?’.

Of course that is a very broad question. Because employers use London
Weighting in an attempt to resolve recruitment and retention difficulties
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5.38

5.39

5.40

individual employers will pay more or less according to the level of difficulties
which they face from time to time. A good example of this is the recent
decision by the Metropolitan Police Service to double London Weighting; this
shows what happens when pay systems respond flexibly to regional labour
market differences. However, if we can define the London Premium in the
private sector, it is our opinion that it provides a guide for the London Premium
in the public sector.

If the London Premium in any particular public sector occupation is at the top
end of or above the range suggested by our findings that is likely to be an
indication of some particular recruitment or retention difficulty in London, but if
it is below the range then we would say it is likely to be unfairly low.

We should make it clear that we are not adopting this approach simply in order
to make the public sector competitive with the private sector for the same
workforce. Many other factors come into play in that context including job
satisfaction, job security and total pay package levels. We are suggesting this
approach because the London Premium meets a common human need. All
would agree that we should pay workers in the public sector fairly — the
disagreement comes in deciding what is fair. We believe that it is fair to pay
London Premium in the public sector in the same proportion paid in the private
sector.

Private sector comparison, based as it is on the actual pay necessary to recruit
the workforce, takes into account all the factors which affect pay, including the
advantages of living in London.

In the end, of course, setting the London Premium in this way is a form of cost
compensation, but not a direct one. The fundamental reason driving the
London Premium in the private sector is the additional cost of living and
working in London. Whether you work as a nurse or in a bank, you occupy the
same seat on the Tube and have the same need for a roof over your head.
However, getting away from the attempt to derive a direct relationship between
cost and pay has the great advantage that the sums are done for us by the
market rather than by some methodology which, however complex, cannot
reliably return the correct answer.

Our research

5.41

5.42

We commissioned the Institute for Employment Research at the University of
Warwick to investigate the London Premium in the private and public sectors
and to compare the two. Their report is set out in full in Appendix 7.

They measure “spatial wage differentials’. The rationale for this approach is
based on the theory of ‘compensating wage differentials’. Differences in wage
rates, which employers are forced to offer in order to be able to attract and
retain labour of a certain quality, can be partly explained by geographical
differences in the amenities or disamenities associated with each area and with
regional differences in the cost of living. In essence, the spatial wage
differentials measure the additional earnings an employee requires to
compensate them for the relative amenities and disamenities of working in a
particular area.
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The key issue is how to calculate these spatial wage differentials. Crude wage
differentials are not appropriate, since like would not be compared with like. It
is crucial to take account of all other factors which influence pay, including
differences in employment structure, in order that the geographical wage
differentials calculated only reflect the relative amenities and disamenities of
working in a particular area.

The analysis uses multivariate, linear regression techniques to achieve this. By
this means the influence of personal characteristics (ie gender and age), skills
(educational attainment and the length of time spent in current job), occupation
and industry is removed from the analysis. The analysis is applied to the two
available data sets, namely the Labour Force Survey and the New Earnings
Survey. These give slightly different conclusions for reasons which the Institute
explains.

Consistent with the data, the analysis breaks London down into Central London
(Camden, City, Islington, Lambeth, Southwark, Tower Hamlets, and
Westminster) and Inner London excluding Central London, (Kensington and
Chelsea, Lewisham, Newham, Haringey, Wandsworth, Hackney and
Hammersmith) and Outer London. It is repeated for Inner London (including
Central London) and Outer London and then figures for London as a whole are
given.

Figure 5.1 (page 57), shows Standardised Spatial Wage Differentials based on
the Labour Force Survey. They are expressed as percentages of non-London
pay. Pay outside England was ignored for this purpose. Figure 5.2 (page 58)
shows Standardised Spatial Wage Differentials based on the New Earnings
Survey.

The most noticeable differences between the two data sets are the private
sector figures for Central London (43.76% for 1998/00 in LFS, 40.09% in NES)
and Outer London (14.97% for 1998/00 in LFS, 11.02% in NES). According to
the NES figures, the Outer London differential is greater in the public sector
than in the private sector.

In their report the Institute comments on the differences between the Labour
Force Survey and the New Earnings Survey. Part-time workers and the low paid
are under-represented in the New Earnings Survey, which otherwise provides
larger samples.

We would expect employers to argue that the City of London should be
excluded from the calculations. As one of the world’s leading capital markets it
is a workplace like very few others. Salaries there are driven by world
competition and there is very little public sector employment. It is not possible
to exclude the City of London from the Labour Force Survey data, because
sufficient geographical detail is not available, but it is possible to do so using the
New Earnings Survey, so we asked the Institute to calculate figures excluding
the City of London.
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Figure 5.1 Estimates of SSWDs Based on the Labour Force Survey

Note: Figures represent percentages of non-London pay

Annual Estimates

Three Year Averages

1997 1998 1999 2000 1997/99 1998/00
All Employees
Central London 39.76 39.92 38.59 40.67 39.42 39.73
Inner London (excl. Central ~ 23.55 21.77 2493 25.02 23.41 23.91
London)
Outer London 13.63 15.38 14.34 14.88 14.45 14.87
Inner London 32.50 31.85 32.60 33.80 32.32 32.75
Outer London 13.61 15.38 14.33 14.87 14.44 14.86
Greater London 24.19 24.25 24.20 25.55 24.21 24.67
Private Sector
Central London 44.02 4417 4257 4454 43.59 43.76
Inner London (excl. Central  24.00 21.80 26.15 27.18 23.99 25.05
London)
Outer London 13.72 15.97 14.13 14.86 14.61 14.99
Inner London 36.01 35.30 36.13 37.74 35.81 36.39
Outer London 13.69 15.96 14.11 14.84 14.59 14.97
Greater London 25.89 26.24 25.84 27.61 25.99 26.56
Public Sector
Central London 26.45 24.91 25.54 28.72 25.63 26.39
Inner London (excl. Central  22.19 20.84 21.65 20.58 21.56 21.02
London)
Outer London 13.03 13.03 13.08 13.59 13.05 13.23
Inner London 24.05 22.62 23.39 2417 23.36 23.39
Outer London 13.03 13.04 13.09 13.60 13.06 13.24
Greater London 19.56 18.35 18.85 19.70 18.92 18.97

Source: National Statistics/University of Warwick Institute for Employment Research
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Figure 5.2 SSWDs for the Private and Public Sectors: NES Estimates

Note: Figures represent percentages of non-London pay

Annual Estimates Three Year Averages
1996 1997 1998 1999 2000 2001 1996/98 1997/99 1998/00 1999/01
All Employees
Central London 35.09 34.94 3561 36.03 36.91 3830 35.22 35.53 36.18 37.08

Inner London (excl. 22.63 21.76 22.46 21.57 20.61 22.01 22.28 21.93 21.55 21.40
Central London)

Outer London 13.14 11.91 11.89 11.59 12.72 11.48 12.31 11.80 12.06 11.93
Inner London 32.25 31.80 32.50 32.74 33.26 3463 32.18 32.35 32.83 33.54
Outer London 13.14 11.90 11.88 11.57 12.71 11.48 12.30 11.78 12.05 11.92
Greater London 24.02 23.20 23.48 23.12 2410 2421 2357 23.27 23.56 23.81

Private Sector
Central London 38.89 38.01 39.00 39.55 41.71 41.47 38.64 38.86 40.09 40.91
Inner London (excl. 2243 23.95 2427 2151 20.38 22.23 23.55 23.25 22.05 21.37
Central London)

Outer London 12.99 1054 11.21 10.04 11.83 11.21 11.58 10.60 11.03 11.03
Inner London 35,55 34.99 35.81 36.02 37.44 3735 3545 35.61 36.43 36.94
Outer London 12.98 10.53 11.20 10.03 11.82 11.20 11.57 10.58 11.02 11.02
Greater London 25.63 24.02 24.60 23.85 25.61 25.03 24.75 2415 24.69 24.83

Public Sector

Central London 2494 26.66 25.45 24.86 24.00 28.84 25.69 25.66 24.77 25.90
Inner London (excl. 21.36 17.48 18.62 19.11 1794 20.03 19.15 18.40 18.56 19.03
Central London)

Outer London 13.18 15.16 13.97 15.33 15.24 14.04 14.10 14.82 14.85 14.87
Inner London 2394 24.01 2353 23.14 2232 26.64 23.83 23.56 23.00 24.03
Outer London 13.18 15.15 13.97 15.32 15.24 14.04 14.10 14.81 14.84 14.87
Greater London 19.51 20.49 19.74 15.84 19.43 21.65 19.92 20.03 19.67 20.31

Figure 5.3 SSWDs Excluding the City of London (Private Sector Only)
Note: Figures represent percentages of non-London pay

Annual Estimates Three Year Averages
1996 1997 1998 1999 2000 2001 1996/98 1997/99 1998/00 1999/01

Excluding the City of London

Central London 3460 34.87 3472 3554 37.64 3729 34.73 35.05 35.97 36.82
Inner London (excl. 22.41 24.01 2434 2150 20.28 22.33 23.58 23.28 22.04 21.37
Central London)

Outer London 12.99 10.55 11.23 10.02 11.79 11.19 11.59 10.60 11.01 11.00
Inner London 31.62 32.03 31.92 32.24 33.45 3339 31.86 32.06 3253 33.03
Outer London 12.98 10.54 11.22 10.00 11.77 11.18 11.58 10.59 11.00 10.99
Greater London 22.63 21.40 21.41 20.85 22.46 21.90 21.81 21.22 21.57 21.74

Source: National Statistics/University of Warwick Institute for Employment Research
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5.50

5.51

5.52

5.53

5.54

5.55

Figure 5.3 (page 58) shows Standardised Spatial Wage Differentials based on
the New Earnings Survey, excluding the City of London.

The Institute points out that the size of the compensating wage differential
should reflect a wide range of factors that affect the desirability of living within
a given area (e.g. quality of schools and other public services, the environment,
availability of recreational or cultural activities). The relative importance
attached to these factors may be expected to vary between different groups of
people. They therefore analyse the results according to occupation and
educational attainment.

Their analysis shows differences between occupations, with the lowest pay
differentials for Plant and Machine Operatives and the highest for Associate
Professional and Technical Occupations.

Pay differences between those of varying educational attainment are less
marked, but there is a significant difference between those with qualifications
and those without.

Summing up, it can be seen that public sector employees working in Outer
London generally receive allowances that are commensurate with compensating
differentials received by private sector employees. It is public sector employees
who work within Inner London who face significant disadvantage relative to
private sector employees. Furthermore, given that the allowances received by
public sector workers tend to incorporate flat rate elements that do not vary
with income, the scale of this disadvantage faced by public sector employees
increases with career progression.

We recommend that the studies we have commissioned, both on London
Premium and the cost of living in London, should be repeated and published on
an annual basis. We have no doubt that they will improve with time and
experience, and as additional data becomes available.

How much?

5.56

5.57

5.58

5.59

We are left with our questions ‘how much?” and ‘who gets it?”

Before setting out our own views we should repeat that we have no power to
enforce our recommendations. We hope that by presenting the evidence, the
arguments and the data in this report we will provide material which will assist
those who negotiate pay to set a fair London Premium.

In recommending that London Premium in the public sector should be set by
private sector comparison we recommend that this should be done using the
techniques set out in the report from the Institute for Employment Research.

The Institute’s report shows that there are differences between occupations.
We think that the “all occupations’ figures should be the norm, but there is
scope for negotiation in this respect. There is also some difference between
those of varying grades of educational attainment, but given the entry and
promotion requirements of most occupations where qualifications are needed
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5.60

we expect that any differences based on occupation will include differentiation
based on educational attainment.

We recommend that the appropriate percentage of the total pay-bill for each
occupation should be made available for London Weighting. There is clearly
scope for discussion as to what this might be, but within limited boundaries.

Who gets it?

5.61

5.62

Our Panel does not believe in distinguishing some workers in the public sector
from others on the grounds that they are ‘key’. Every worker is ‘key” if you need
the service that he or she provides. Supply and demand for workers fluctuates
from time to time and from place to place, and just because there is a shortage
of a particular type of worker does not make that worker ‘key” - rather it reveals
the importance of that worker, which existed when there was no shortage.

We take the view that London Weighting, calculated on the private sector
comparison basis, should be paid to all those who work in London in the public
sector because fairness demands it. If we are to have a public sector, then we
should pay those who work in it fairly. There will be differences of opinion over
what is fair, but for the reasons which we set out above, we have come to the
conclusion that it is fair to pay London Premium in this way.

Dividing it up

5.63

5.64

5.65

5.66

There will be differences of opinion as to how the available amount should be
divided, and we believe that this should be negotiated between employers and
employees in each occupation. We acknowledge that there will be difficulties in
the definition of ‘occupation” for these purposes, but we doubt that they are
insurmountable.

The traditional method is by flat rate payment, which benefits the lower paid, on
whom it has the greatest impact. This has advantages for social justice and for
the employer faced with high turnover in the lowest paid jobs. It will also
benefit London’s resident population, who often do the lowest paid jobs.

We heard evidence however that senior staff, vital to the running of London’s
public services, are leaving London and we recommend that increased payments
of London Weighting at senior levels should be made, to help equalise earnings
inside and outside London. So we would look at flat rate payments, percentage
payments, and a combination of the two. No employee should be worse off
than he or she is at present.

We heard evidence to the effect that the differentiation between Inner and
Outer London is becoming increasingly blurred, but the figures show that, in pay
terms at least, the distinction remains clear. This apparent clarity masks a huge
variety of personal circumstances. We recommend that employers and
employees should agree their own definitions of Inner London and Outer
London for these purposes according to their individual circumstances. The
Metropolitan Police Service, for example makes no distinction between the two
zones.
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5.67

5.68

5.69

All this should be read subject to the caveat that London Premium is not
necessarily the same as London Weighting, and in any particular case it is
necessary to understand whether the employee is receiving amounts which fall
under the heading of London Premium even though they may not be labelled as
London Weighting. Obvious examples are recruitment and retention allowances
and extra pay resulting from broad-banded pay scales.

Private sector comparison involves comparison of wages before tax, so our
recommendations are not tax-free.

We do not wish to be prescriptive, but it may be helpful to summarise how the
calculation could be made for each occupation.

(@) Select the percentage rate applicable for the area. Using the “all
occupations’ rate will give 36-37% for Inner London (33% if the City
is excluded) and 11-15% for Outer London.

(b) Apply the percentage rate to the total pay-bill for the employees in
that area (excluding existing London Premium). Our figures follow
the statistical definitions of Inner and Outer London, and others may
be chosen.

(c) Divide the result among the employees according to the method
agreed — flat rate, percentage payment or a combination of the two —
but no employee should get less London Premium than he or she
receives at present.

Housing and the London Premium

5.70

5.71

We do not pretend that our recommendations will solve the problems of the
first-time homebuyer. The London Assembly report on Affordable Housing
made it clear that other measures, increasing the supply of housing in London,
are required for that.

Our terms of reference require us to comment on the effect of our
recommendations on house prices. If implemented in full we expect that our
recommendations may increase house prices to some extent by bringing higher
earners in the public sector, or those who have some capital, into the market for
the first time.

London Premium and the low paid

5.72

5.73

We do not pretend that our recommendations will solve the problems of the low
paid — London Weighting is only a component of pay, and the poorest do not
receive it.

We heard evidence that the lowest paid workers in London today are in the
private sector, working in such jobs as cleaning and catering. Our
recommendations will not reach them, but we welcome the Government review
of the treatment of employees in privatised industries announced in March this
year and support the use of ‘fair employment clauses’ through which
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5.74

organisations using contracted out labour seek to improve the conditions of
those workers.

The East London Communities Association told us in evidence that work
commissioned by them shows that a gross wage of £6.30 per hour is required for
a single earner in a two parent household to reach the London poverty threshold
without recourse to means tested benefit. They are campaigning for this as a
London living wage. This is outside our terms of reference, and we have not
considered the issues in detail, but we are happy to draw attention to this
debate, and we ask organisations in all sectors with contracted-out labour
whether they are prepared to accept that people should work in their premises,
providing services for them, earning less than a living wage.

The effect on surrounding areas

5.75

5.76

5.77

5.78

Our terms of reference require us to have regard to the effect of our
recommendations on surrounding areas. The example of the Metropolitan
Police Service is an instructive one.

Following the raising of the combined London allowance for the MPS from 1
July 2000, concerns were expressed by police chiefs in the areas surrounding
London about the loss of officers and potential recruits to the Met.
Consequently, following talks in the Police Negotiating Board, agreement was
reached to introduce extra allowances in eight designated forces in the South
East outside London.

So with effect from 1 April 2001 a new allowance of £2,000 became payable in
the five forces immediately bordering London — Essex, Hertfordshire, Kent,
Surrey and Thames Valley. Outside of this immediate circle round London, an
allowance of £1,000 a year became payable in Bedfordshire, Hampshire and
Sussex. In all cases these allowances apply to officers recruited since September
1994 who do not receive housing allowances.

Our recommendations do not necessarily involve increases in Outer London
allowance, where the public and the private sectors are in line. There is,
therefore, no necessary “cliff effect” with the rest of the South East unless, like
the Metropolitan Police, employers choose to pay a substantial increase to those
working in Outer London. In that event we would expect similar consequences.

Other areas of England

5.79

5.80

We are conscious of the argument that increasing London pay draws scarce
resources to the capital at the expense of the regions. We are also conscious of
arguments that other cities can be expensive places to live, and perhaps there
should be weightings for workers there.

In February 2002, National Economic Research Associates published a paper
estimating private sector regional wage relativities for England. The approach
they adopted was to examine regional wage differentials revealed by labour
market statistics. To isolate the impact of region alone on regional wage
relativities — to ensure a like-with-like comparison - they controlled statistically

62



5.81

5.82

for factors such as the composition of the workforce and occupations region by
region.

NERA considered both New Earnings Survey and Labour Force Survey data.
They used estimates based on the LFS since the NES excludes many of the low
paid (those not required to file income tax returns) — thereby biasing
downwards-estimated regional wage relativities. Another reason for preferring
the LFS was that the sample data includes, and allowed NERA to ‘control for’,
information on worker characteristics such as qualifications.

The results are shown as percentages of Tyne and Wear, in Figure 5.4 below.

Figure 5.4 Estimated regional wage relativities
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Source: National Economic Research Associates

5.83

This work shows how far London pay relativities in the private sector, and
Central and Inner London in particular, exceed those for any other area in
England. The closest region is the rest of the South East. It confirms our belief
that London has an overwhelming claim to be treated differently from other
parts of the country, and other major towns in England.

The Tebbit criticisms

5.84

In 1982 Norman Tebbit, the Secretary of State for Employment decided to
discontinue publication of the Pay Board’s indices. He said, ‘London
differentials are a matter for employers and employees to determine according
to the circumstances of each firm or industry. But in the Government’s view the
indices encourage negotiators to place too much emphasis on the need to
compensate employees for the additional cost of working in London and too
little on the need to set rates of pay which the employer can afford, and which
are sufficient to recruit, retain and motivate employees in London. Moreover
the indices are based on expenditure patterns which are now out of date’.
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5.85

To refer, in the public sector, to ‘rates of pay which the employer can afford” is
to misuse language. The country can “afford” to pay London Premium at a fair
rate. The question is one of resource allocation and political will. Setting that
aside, however, we believe that our proposal self-evidently should lead to ‘rates
of pay which ... are sufficient to recruit, retain and motivate employees in
London” and does not depend on analysis of expenditure patterns which will
become out of date.

Funding and practicality

5.86

5.87

5.88

5.89

5.90

5.91

We are not in a position to calculate the cost of our recommendations although
it is clear that they will be expensive. Our proposals may be attacked on the
grounds of cost and the apparent disparity between London and elsewhere
which would arise if they were implemented in full.

A number of public sector employers told us that, while they would welcome a
rational method of assessing London Weighting, any increases could not be
funded from existing budgets without detriment to services. They will be
looking to central government for additional funds, and we recommend a joint
approach by employers and employees.

If we are right in our conclusions, the savings which result from paying London
Weighting at current levels are achieved by requiring London workers to work
for lower real pay than their country counterparts. The work NERA has done on
the cost of living in London supports this conclusion.

We could have suggested phased implementation or some other methods of
reducing costs, but we think that it is not for us to put that forward. We have
decided that we should say what we believe to be right in principle.

If London’s workers are to be at a disadvantage compared with elsewhere then,
in the end, the quality of the workforce will be lower. So money spent on fair
pay is money well spent.

We said at the beginning of this chapter that we would end up not far from the
Pay Board’s destination. In 1974 they said that the basic justification for
London Weighting was to ensure comparability of real earnings for working in
London and elsewhere. We believe that our recommendations will, if accepted,
have that effect. Money spent on implementing our proposals will do no more
than that.
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Chapter 6 - List of findings and recommendations

6.1

6.2

6.3

6.4

6.5

6.6

6.7

6.8

6.9

6.10

6.11

6.12

6.13

6.14

6.15

We hope that others will take forward urgently the issues of affordable housing,
travel costs and the problems of the lower paid referred to in our report.

There are increasing difficulties in the recruitment and retention of public sector
workers in London. (Chapter 3).

Pay levels recognising the additional expense of working in the capital would
help to solve those problems. (Chapter 3).

Pay setting in the public sector has become more decentralised and London
Weighting is no longer paid on a uniform basis. (Para 2.22).

Direct cost compensation has not stood the test of time. It is complex and
arbitrary in calculation, and does not take account of all the advantages and
disadvantages of living and working in London. (Paras 5.19-5.21).

London Premium in the public sector should be set by comparison with pay in
the private sector, using the techniques set out in the report from the University
of Warwick Institute for Employment Research (Para 5.30 and 5.58).

The studies we have commissioned, both on London Premium and the cost of
living in London, should be repeated and published on an annual basis. (Para
5.55).

The all occupations’ figure should be the norm for calculating London
Weighting, but there are differences between occupations, and this will give
scope for negotiation. (Para 5.59).

The total pay-bill for each occupation should be made available for London
Weighting. (5.60).

London Weighting calculated on the private sector comparison basis should be
paid to all those who work in London in the public sector. (Para 5.62).

The available amount should be divided by negotiation between employers and
employees in each occupation. (Para 5.63).

Increased payments of London Weighting at senior levels should be made, to
help equalise earnings inside and outside London. (Para 5.65).

No employee should be worse off than he or she is at present. (Para 5.65).
Employers and employees should agree their own definitions of Inner London
and Outer London for London Weighting purposes according to their individual

circumstances. (Para 5.66).

Private sector comparison involves comparison of wages before tax, so our
recommendations are not tax-free. (Para 5.68).
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6.16

6.17

6.18

6.19

6.20

6.21

6.22

If implemented in full we expect that our recommendations may increase house
prices to some extent by bringing the higher earners in the public sector, or
those who have some capital, into the market for the first time. (Para 5.71).

Our recommendations will not solve the problems of the low paid — London
Weighting is only a component of pay, and the poorest do not receive it. (Para
5.72).

If, like the Metropolitan Police, employers choose to pay a substantial increase
to those working in Outer London, we would expect similar consequences. (Para
5.78).

London has an overwhelming claim to be treated differently from other parts of
the country, and other major towns in England. (Para 5.83).

There should be a joint approach to Government by public sector employers and
employees to discuss additional funding for London Weighting. (Para 5.87).

The savings which result from paying London Weighting at current levels are
achieved by requiring London workers to work for lower real pay than their
country counterparts. (Para 5.88).

If London’s workers are to be at a disadvantage compared with elsewhere then,
in the end, the quality of the workforce will be lower. (Para 5.90).
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Appendix 1

Panel members/external adviser

Bill Knight — Chair

A solicitor specialising in company law, Bill Knight has recently retired as Senior Partner
of the international law firm, Simmons & Simmons. He is a past chairman of the Law
Society’s Company Law Committee and currently a nominated member of the Council of
Lloyd’s, where he sits on the Regulatory Board and Executive Committee and chairs the
Investigations Committee.

Francesca Okosi — Vice Chair

With extensive experience in personnel matters, Francesca Okosi is currently Director of
Human Resources and Consultancy Services at the London Borough of Brent, and
President of the Society of Personnel Officers in Local Government.

John Chastney

John Chastney is an audit partner and consultant at Mazars Neville Russell in London, in
charge of several public sector audits. He was seconded to the Department of Trade and
Industry where he was Director of the Industrial Development Unit and obtained an
understanding of the working of government during this time.

Professor Robert Elliott

A professor in Economics at Aberdeen University, Robert Elliot has acted as an adviser
on wages and employment to a wide range of private and public sector agencies,
including HM Treasury and the McCrone Committee Inquiry. He is currently the
Economic Adviser to the Police Federation of England & Wales.

Chris Humphreys

Chris Humphreys is the Greater London Regional Secretary of Unison. He is a member of
the South and Eastern Regional TUC Executive and has been a Trade Union Officer for
thirty years.

Denise Milani

Denise Milani is currently Director of the Development & Organisation Improvement
Team at the Metropolitan Police Service. Prior to that she was Head of the Police
Service's Positive Action Team, with lead responsibility for the recruitment, retention
and progression of ethnic minority Police Officers.

External Adviser

Geoffrey Roberts

Geoffrey Roberts is an economist specialising in pay and employment and a consultant
to the Employers” Organisation for local government. He was Chief Economics and
Industrial Relations Adviser at the National Board for Prices and Incomes, the Office of
Manpower Economics and the Pay Board, where he was involved in the last major
review of London Weighting in 1974.
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Appendix 2

Terms of reference

1. The Panel was given the freedom to consider all matters it deemed relevant to
the London Weighting issue.

2. The Assembly identified the following actions it considered the Panel could
usefully undertake:

0] Re-examine from first principles, the basis of London Weighting
calculations

(i) Consider variations in remuneration among and within occupations

(i) Take into account reward “packages” where staff receive benefits in
addition to a basic salary

(iv) Investigate any relationship between rising London Weighting and
increasing house prices

(v) Examine the implications for people located at the geographical
boundaries of the zone covered by London Weighting, and for other
regions of the UK
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Appendix 3

Public sessions and private panel meetings (including witnesses)

Public Session 1, 23 January 2002

Witnesses:

Dave Statham Researcher, Labour Research Department

Alastair Hatchett Editor, Incomes Data Services

Brian Williamson Senior Consultant, National Economic Research Associates

Public Session 2, 13 February 2002

Witnesses:

Huw Jones-Owen Director, Modern Local Government, Association of London
Government

Simon Pannell Head of Employment Services, Association of London
Government

Geoff Martin London Convener, Unison

Lynnette Savings Regional Head of Education, Unison

Charles Cochrane Secretary, Council of Civil Service Unions

Dave Watson Research Officer, Public and Commercial Services Union

Jayne Tierney Public Affairs Officer, London Region, Royal College of Nursing

Derek Ramsey Member, Royal College of Nursing

Public Session 3, 6 March 2002

Witnesses:

lan Wardrop Assistant Director of HR Services, Metropolitan Police Service

Wendy Thomas Director of Nursing, Newham Primary Care Trust

lain Patterson Assistant Director Human Resources, Newham Primary Care Trust

James Dalgleish Human Resources Director, London Fire & Emergency Planning
Authority

Public Session 4, 28 March 2002

Witnesses:

Philip Wright Executive Director of Healthcare and London Medicine, London First

Jasy Loyal Human Resources and Legal Director, HCA International

Glen Connell Director of Compensation and Benefits, Logica plc

Laurie Heselden Regional Policy Officer, Southern & Eastern Region TUC

Steve Hart Senior Regional Industrial Organiser, Transport & General
Workers Union

Adrian Weir Senior Research Assistant, Transport & General Workers Union

Public Session 5, 18 April 2002

Witnesses:

Keith Colley Head of Group Services, Circle 33 Housing Group

Wayne Donaldson Head of Human Resources, Network Housing Group

Dino Patel Policy Officer, London Housing Federation

Catherine Howarth Organiser, The East London Communities Organisation (TELCO)
Daniel Atakora Unison Representative TELCO

Dr Bruce Butt Teacher, Long Road Sixth Form College, Cambridge

Paul Stanyer IT Contractor
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Public Session 6, 1 May 2002

Witnesses:
Professor Peter Elias Labour Economist, University of Warwick
Brian Williamson Senior Consultant, National Economic Research Associates
Alastair Henderson  Policy Manager, NHS Confederation
Nigel Turner Human Resources Director Royal Free NHS Trust
Chair of Human Resources Advisory Committee
Peter Mitchell Assistant General Secretary, Association of University Teachers
Jane McAdoo Vice-President, Association of University Teachers
Tony Meredith Association of Teachers and Lecturers
Barry Fawcett National Union of Teachers
Brian Clegg National Association of Schoolmasters Union and Women
Teachers

Private Panel Meeting, 4 October 2001

This was the first time that the Panel met. At this meeting the Panel members and
external adviser introduced themselves, and explained the perspective from which they
would be able to contribute to the review.

Private Panel Meeting, 31 October 2001
The Panel identified five main focal areas for its work -

a) identifying a London Premium based on private sector outputs

b) undertaking an updated cost study

c) an Employers’ survey to help gather evidence on recruitment and retention issues
d) encouraging public debate

e) collating and comparing international information on similar practices

Private Panel Meeting, 8 November 2001

The Panel further debated the focal areas identified on 31 October and agreed an
approach to the collation of written and oral evidence and complementary
commissioned work to investigate the history of London Weighting, survey public and
private sector employers, analyse current living costs in London and identify a London
Premium.

Private Panel Meetings, 21 and 30 May 2002
The Panel met to finalise the report.
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Appendix 4

Written evidence

Individuals and organisations submitting written evidence

Andy Dunbar

Andy Loakes

Alan Pardoe

Alan Spooner

ALG

Allison Bell

Anne-Marie Webb

Association of Magisterial Officers

Association of Teachers & Lecturers
Association of University Teachers
Bernard Farruqia

Bob Simkins

British Medical Association

Calvin Lawson

Chartered Society of Physiotherapy
Chief Constable, Paul Kernaghan, Hampshire Constabulary
Christine Chapman

Christopher Joynes

Colin Nursery

Colleen Samuda

Communication Workers Union

Council of Civil Service Unions

Customs & Excise

David Darby

Denise Price

Dr Gilles Duranton, London School of Economics
Elaine Smith

Emma Featherstone

Employers” Organisation

Fiona Albone

Fire Brigades Union

General Dental Practitioners' Association
Greater London Authority

Greater London Provincial Council Trade Union Side
HM Prison Service

lan Portway

Incomes Data Services

Iris Beazley

Industrial Relation Services Research
Jacqueline Baker

Jodie Fiddimore

John Spencer

Joy Laquda

Judy Tribe

Julia Jaeqger

June Cook

Karen Marsh

Keith Macleod

Keith Murray

Kensington & Chelsea & Westminster Local Dental Committee
Kevin Young
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Labour Research Department

Logica plc

London Ambulance Service

London Fire & Emergency Planning Authority
London First

Maria Ward

Mark Field MP

Mark Hill

Martin Elliott

Martin Saqgers

Martin Tucker

Metropolitan Police Service

Miah Mokul

Michael Garratt

Michael Griffin

Michael Harrison

Nicola Willy

NASUWT — National Association of Schoolmasters Union and Women Teachers
NATFHE - The University & College Lecturers' Union
National Economic Research Associates

National Probation Service

National Union of Rail, Maritime & Transport Workers
National Union of Teachers

Newham Primary Care Trust

North Middlesex University Hospital NHS Trust
Office of Manpower Economics

Paul Stanyer

Prison Officers' Association

Professions Allied to Medicine & Related Grades — Staff side representation
Professor Peter Elias, University of Warwick Institute for Employment Research
Richard Curthoys

Robert Wright

Rosalind Edholm

Rovyal College of Nursing

Roy Upton

Sarah Pollington

South East Employers

Stephen Butterworth

Stephen Townson

Steve Holmes

Stuart Curtis

TELCO - The East London Communites Organisation
The NHS Confederation

The Reward Group

Tracy Wiseman

Transport & General Workers' Union

TUC

UNIFI

Unison

Varsha Mistry

Vincent Doyle

William Bethel

Copies of the written evidence gathered during the review may be inspected by the
public during normal office hours at the GLA offices, Romney House, 43 Marsham
Street, London SW1P 3PY. Contact Carmen Jack, Scrutiny Manager on 020 7983 6542.
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Employers participating in the survey

Abbey National plc

AAH Pharmaceuticals Ltd

Age Concern (London)

Amerada Hess

Anchor Trust (Oxford)

Banardo’s

Consigna plc

Co-operative Bank

Crown Prosecution Service

Customs & Excise

Department for Work and Pensions
Greater London Authority

Halifax Plc

Hampshire Constabulary

HM Prison Service

HSBC

Joy Steel Structures (London) Ltd

Laura Ashley Ltd

Littlewoods Retail Ltd

Lloyds TSB

Logica UK Ltd

London Ambulance Service

London Borough of Barking and Dagenham
London Borough of Bexley

London Borough of Brent

London Borough of Camden

London Borough of Enfield

London Borough of Hammersmith and Fulham
London Borough of Harrow

London Borough of Havering

London Borough of Hillingdon

London Borough of Kensington & Chelsea
London Borough of Kingston upon Thames
London Borough of Lewisham

London Borough of Newham

London Borough of Southwark

London Borough of Sutton

London Borough of Tower Hamlets
London Borough of Waltham Forest
London Fire & Emergency Planning Authority
Metropolitan Police Service

National Probation Service

Newham Primary Care Trust
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Next Retail Ltd

Northern Rock plc

Royal National Institute for Blind People
Royal National Institute for Deaf People
Royal & Sun Alliance

Royal Bank of Scotland

Shell UK Limited

Standard Chartered Bank

Thames Valley Police

W H Smith

Yorkshire Building Society Head Office



Appendix 5

LONDON WEIGHTING
ADVISORY PANEL

SURVEY REPORT

March 2002
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LONDON WEIGHTING ADVISORY PANEL SURVEY

INTRODUCTION

Purpose

The survey sought information on Employer approaches to and practices on London
Weighting/Allowances/Differentials to provide a solid base on which the Panel can make
recommendations to be used by those who negotiate pay, to help set a fair London Premium.

Response

The survey was despatched by the London Assembly to 190 organisations in January and
February 2002.

To date 45 responses (24% of organisations approached) have been received and analysed from
the following sectors:

Sector No. %
Public sector 23 35
Voluntary sector 4 40
Private sector 18 16
All 45 24

In addition replies were received from 7 organisations who did not wish to take part in the
survey, either because they no longer had employees in London, or had very few, or another
organisation was replying on their behalf as they were members of the same Group, or because
they did not wish to participate.

The main activities of the 45 responding organisations are:

2
g

Activity %
Public admin, education & health

Energy and water

Finance & business services
Retail/hotels & restaurants
Transport and communications
Manufacturing
Construction
Other service industry
Other

Base: 45

(0]
D
o

(0]
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The response is dominated by Public admin, education and health (40%) and Finance and
business services (18%).The highest response was 48% from the London Boroughs within Public
admin, education and health. This comparatively high response affects the results to certain
questions in particular. The impact of this on the analysis will be investigated further as
appropriate. However, no attempt has been made to weight by sector, activity or employment
as by design the 190 organisations (based on organisations reported in IDS study on London
allowances (May 2001), supplemented by all London boroughs and other selected London and
Fringe organisations), to whom the survey was sent were not themselves representative,
especially of small employers in the private sector. In considering the results of the survey,
these points should be appropriately borne in mind.

Forty three of the organisations employed employees in London. Eight employed employees in
Inner London only, 15 Outer London only and 20 in both Inner London and Outer London. Only
two organisations did not employ employees anywhere in London. On the basis of the
organisations able give employment numbers (41 of the total of 45), the survey covers a
minimum of approximately:
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61,347 employees in Inner London
115,866 employees in Outer London.

Twenty two organisations reported having employees elsewhere in the South East and 22 in the
rest of the UK. The minimum employees covered are approximately:

46,376 elsewhere in the South East

312,901 elsewhere in UK
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LONDON WEIGHTING/ALLOWANCES/DIFFERENTIALS
Forms of London differentials

Organisations were asked what London weighting payments (defined as “all payments for
working in London compared with elsewhere) were made to employees.

The most common forms of differential in both the public and private sector were London
allowance (79% of 43 organisations), separate London pay scale (49% of all organisations), and
recruitment & retention allowance (21% of organisations). Many organisations, particularly local
authorities paid more than one payment. In the case of local authorities these were London
allowance for teachers, a separate London scale for their ‘Single Status” employees and in some
cases a recruitment and retention allowance for specific groups of employees.

1. Number and percentage of organisations with employees in London, by
sector, paying London differentials

Type of London payment Public Private & Vol All

No. % No. % No. %
London allowance 18 86 16 73 34 79
On a higher salary pay scale point 2 10 1 5 3 7
A London office premium 0 0 0 0 0 0
On a higher individual/personal pay scale 0 0 1 5 1 2
On a separate London pay scale 18 86 3 14 21 49
Recruitment & retention allowance 9 43 0 0 9 21
London market supplement 0 0 0 0 0 0
Other London pay premium 1 5 2 9 3 7

Base: 43 organisations

The London (Inner and Outer) allowances paid were all flat rate.

The range of payments (£ per annum) for Inner London was £1300 to £4127 with mean average
of £3072 and a median of £3000. The 26 reported figures included 10 London education
authority figures for teachers (£3000). The average increases marginally to £3117 if these are
excluded.

The range of payments (£ per annum) for Outer London was £1200 to £1855 with mean
average of £1844 and a median of £3000. The 22 reported figures included 7 London education
authority figures for teachers (£1974). The average decreases marginally to £1784 if these are
excluded.

No more than 3 values were given for any other type of London payment and so no figures are
reported.

Pensionability

Organisations were asked whether their payments were pensionable. The vast majority paying
London allowance or using a separate London pay scale are pensionable.
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2. Number and percentage of organisations, by sector, whose London

payments are pensionable

All

Type of London payment No. %
London allowance 31 91
On a higher salary pay scale point 3 100
On a higher individual/personal pay scale 0 0
On a separate London pay scale 20 95
Recruitment & retention allowance 7 78
London market supplement 3 100
Other London pay premium 2 66

Base: 43 organisations

Intention of payments

Organisations were asked what the amount of the payments were set to reflect.
London allowance was mainly said to reflect differences in the cost of living (88%) and labour
market needs (59%) whilst recruitment and retention allowances (78%) unsurprisingly reflect
labour market needs. Separate London pay scales (76%) primarily reflected cost if living
differences. In the case of the London boroughs, it was observed that this had been the original
intention rather than the scales necessarily doing so now. Other organisations may also have
given “original or historic” intentions but this was not explicitly stated.

3. Number and % of organisations whose payments reflect cost of living
differences, labour market and organisational needs and ability to pay

London allowance (Base 34)

Recruitment & retention allowance (Base 9)

Basis of payment No. % Basis of payment No. %
Cost of living differences 30 88 Cost of living differences 1 11
Labour market needs 20 59 Labour market needs 7 78
Organisational needs 0 0 Organisational needs 1 11
Organisation’s ability to pay 1 Organisation’s ability to pay 2 22
Other 0 0 Other 0 0
On a higher salary pay scale point (Base 3) London market supplement (Base 3)
Basis of payment No. % Basis of payment No. %
Cost of living differences 1 33 Cost of living differences
Labour market needs 2 66 Labour market needs 7 78
Organisational needs 0 Organisational needs 1 11
Organisation’s ability to pay 0 Organisation’s ability to pay 2 22
Other 0 Other 0 0
On a higher individual/personal pay scale (Base 1)
Basis of payment No. % Basis of payment No. %
Cost of living differences 0 Cost of living differences 1 33
Labour market needs 0 0 Labour market needs 1 33
Organisational needs 1 100 Organisational needs 2 66
Organisation’s ability to pay 0 0 Organisation’s ability to pay 1 33
Other 0 Other 0 0
On a separate London pay scale (Base 21) Other London pay premium (Base )
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Basis of payment No. % Basis of payment No. %
Cost of living differences 16 76 Cost of living differences 0 0
Labour market needs 4 19 Labour market needs 1 33
Organisational needs 1 5 Organisational needs 0 0
Organisation’s ability to pay 2 10 Organisation’s ability to pay 0 0
Other 1 5 Other 1 33

Bases shown for each sub-table

Variation by occupational type

The amounts paid tended to be the same for different occupation types for London allowances
(91%) and separate London scales (81%) and different for recruitment and retention
allowances. (It should be noted that the London allowance for teachers in London education
authorities has been treated as being the same for different occupational types. ‘Single Status’
employees were treated as being on a separate ‘London pay scale’, again without variation by
occupation.) On the other hand, unsurprisingly, recruitment and retention allowances varied by
occupational type (78%).

4. Number and % of organisations whose payments, by type of payment, vary
for different occupational types

Type of payment
All

No %
London allowance 3 9
On a higher salary pay scale point 1 33
On a higher individual/personal pay scale 1 100
On a separate London pay scale 4 19
Recruitment & retention allowance 7 78
London market supplement 0 0
Other London pay premium 0 0

Base 43

Frequency of revision

40 organisations reported how often their London pay difference in general was revised.
Annually was by far the most common frequency. A number of organisation said that although

they reviewed annually they did not necessarily revise annually.

5. Number and % of organisations by frequency of the revision to the London
pay difference

Frequency No. %
Every year 33 83
Every 3 years 1 3
Every 5 years 3 7
Other 3 7

Base: 40 organisations

Appropriate London addition amount
Organisations were asked to specify what they thought the most appropriate amount of London

addition would be. A large majority declined to give a figure saying that across the board figures
were no longer appropriate and the amounts should vary according to labour market and
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organisational circumstances and affordability. The range of the 9 organisations giving a figure
for Inner London was £2500 to £5000 with a mean average of £3678 and a median of £3600.
For Outer London the range from 6 organisations was £1200 to £4000 with a mean average of
£2412 and a median of £2250.

Only 12 (27%) organisations think that the London difference should be varied by different
occupational types. 28 (62%) organisations think that they should not vary. This is not
inconsistent with the statistics presented elsewhere which indicate support for labour market
based allowances. The labour market is seen to be far more segmented than the 6 broad
occupational groups referred to in the survey. As an example, several local authorities reported
specific problems with, and solutions, for social workers but they are only one of many 10s of
different professional ocupations employed in local government.

A larger number of organisations 20 (44%) thought that the London difference should be at
similar levels in both the public and private sectors.15 (33%) said that they should not be
referring to different labour markets and ability to pay between the sectors.

Regional allowances outside London

26 organisations also employed employees outside London but only 13 (50%) paid flat rate
regional allowances. For the region nearest to London these varied between £444 and £3000
with an average of £1291 and a median of £1040. For the region next nearest to London these
varied between £312 and £1400 with an average of £778 and a median of £650. Although the
boundaries varied between organisations the vast majority related to locations in the South East
with a few “city or large town” locations outside.

Implications of London weighting for employers at the geographical
boundaries of the Outer London zone

Several organisations referred to the “cliff edge “and ‘knock on” problem at the boundary and
that this was inevitable.

RECRUITMENT AND RETENTION

Difficulties experienced

Organisations were asked whether they had experienced recruitment and retention difficulties
(defined as “requiring re-advertisement/replacement within 12 months”)in the last five years
for listed broad occupational groups. The largest proportion of organisations in London said
that they had encountered recruitment problems with Professional (63%), Managers/Senior
Administrators (49%) and Associated Professional and Technical (44%) occupations. In each
case the problems were greater in London than the South East (27%, 27% and 22%
respectively) and the rest of the UK (27%, 18% and 23% respectively). Lesser problems were
reported for Clerical/Secretarial (35%), Sales (16%) and Craft/Skilled Manual (21%)
occupations in London but in the South East and the Rest of the UK problems were no less for
Clerical/Secretarial (36% and 22% respectively and in the South East no less for Sales (27%). In
the case of Sales and Craft/Skilled Manual the lower proportion in London is probably in part
due to smaller proportions of organisations employing these types of employees.
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6. Number and % of organisations experiencing recruitment difficulties in

London

London South East Rest of UK

No. % No. % No. %
Managers/Senior Administrators 21 49 6 27 4 18
Professional 27 63 6 27 6 27
Associate Professional and Technical 19 44 8 22 5 23
Clerical/secretarial 15 35 8 36 1 22
Sales 7 16 6 27 3 14
Craft/Skilled Manual 9 21 15 8 1 5
Other 4 9 1 5 1 5

Base: London 43, South East 22, Rest of UK 22

As with recruitment difficulties, the largest proportion of organisations in London said that they
had encountered retention problems with Professional (49%), Managers/Senior Administrators
(40%) and Associated Professional and Technical occupations (33%). As with recruitment lesser
problems were reported for Clerical/Secretarial (23%), Sales (16%) and Craft/Skilled Manual
(16%) occupations in London but in the South East problems were no less for
Clerical/Secretarial and Sales (23% and 27% respectively) and in the South East no less for
Sales (27%). In the case of Sales and Craft/Skilled Manual the lower proportion in London is
probably in part due to smaller proportions of organisations employing these types of
employees.

7. Number and % of organisations experiencing retention difficulties

Occupational group London South East Rest of UK
No. % No. % No. %
Managers/Senior Administrators 17 40 5 23 2 9
Professional 21 49 5 23 4 18
Associate Professional and Technical 14 33 7 32 3 14
Clerical /secretarial 10 23 5 23 2 9
Sales 7 16 6 27 3 14
Craft/Skilled Manual 7 16 1 5 1 5
Other 4 9 5 23 2 9

Base: London 43, South East 22, Rest of UK 22

Duration of recruitment and retention problems
Most commonly both the recruitment and retention problems had in general lasted between 13
and 16 months, followed by over five years. No organisation reported them lasting 6 months or

less and only 3 reported 7 months to a year.

8. Length of R&R difficulties- number and % or organisations

Length Recruitment | Retention
% %

6 months 0 0 0 0

7 to 12 months 3 8 3 8

13 to 36 months 26 65 24 65

37 to 60 months 3 8 3 8

over 5 years 8 20 7 19

Base: London 43, South East 22, Rest of UK 22
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Future recruitment and retention difficulties

In London, the South East and the rest of the UK the greatest proportion of organisations
thought that their recruitment and retention problems would stay the same. In London the same
proportion thought that they would get worse. In each of the 3 areas fewest organisations
thought that they would get better.

9. Number and % of organisations thinking on future R&R problems

Change London South East Rest of UK

No. % No. % No. %
Get better 4 9 4 18 3 14
GCet worse 16 37 7 32 3 14
Stay the same 16 37 12 55 13 59

Base: London 43, South East 22, Rest of UK 22

Measures taken

Organisations were asked whether they had used any pay or non-pay measures to improve
recruitment and retention in the last 5 years. Increased basic pay scales (53%) and market
supplements (40%) were the most frequently used pay measures in London followed by higher
pay scale point (26%). Increased London allowance was used in 23% of organisations in London
and 29 % of organisations in London paying London allowances. Recruitment supplements were
used by 21% of organisations. In the South East market supplements (23%) were most
frequently used and in the rest of the UK recruitment supplements (18%). Thus the 4 most
frequently used measures in London were each used more than the most used measure in the
areas outside London.

10. Number and % of organisations using any pay measures to improve
recruitment and retention in the last 5 years

London South East Rest of UK
Pay measure No. % No. % No. %
Increased London pay allowance 10 23 n/a n/a n/a n/a
Increased other London pay premium 1 2 n/a n/a n/a n/a
Increased regional allowance n/a n/a 2 9 1 5
Increased basic pay scales 23 53 11 50 11 50
Higher pay scale point 11 26 4 18 0 0
Higher individual/personal pay scale 7 16 4 18 3 14
Market supplement 17 40 5 23 3 14
Recruitment supplement 9 21 4 18 4 18
Retention supplement 8 19 3 14 1 5
Other 3 7 3 14 3 14

Base: London 43, South East 22, Rest of UK 22

Improved training and development (56% of organisations), increased flexible working hours
(53%) and improved used of staffing (28%) were the most commonly used non-pay measures in
London as they were in the South east (64%, 59% and 27% respectively) and the Rest of the
UK (50%,50% and 23% respectively). Thus there was no significant differences between the
Areas.
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11. Number and % of organisations using any non-pay measures to improve
recruitment and retention in the last 5 years

London South East Rest of UK
Non-pay measure No. % No. % No. %
Reduced working hours 8 19 3 14 3 14
Increased flexible working 23 53 13 59 11 50
Improved use of staffing 12 28 6 27 5 23
Improved training and dev. 24 56 14 64 11 50
Improved childcare facilities 4 9 3 14 2 9
Help with housing costs 5 12 2 9 0 0
Subsidised travel 8 19 3 14 2 9
Other 2 5 2 9 1 5

Base: London 43, South East 22, Rest of UK 22

Organisations most commonly reported that the measures which they had taken were effective
although in London and the South East a significant number thought them to be not very
effective.

In London (49% of organisations) the South East (32% of organisations), and the Rest of the
UK (23% of organisations), the measures taken were most commonly regarded as effective or
not very effective (21%,23% and 18% respectively).

12. Effect of measures taken - number and % of organisations

London South East Rest of UK
Effectiveness No. % No. % No. %
Very effective 1 2 1 5 1 5
Effective 21 49 7 32 5 23
Not very effective 9 21 5 23 4 18
Of no effect 3 7 1 5 0 0

Base: London 43, SE 22, Rest of UK 22

Organisations were asked to explain why they thought that the measures taken had worked if
they had said they had been very effective or effective. The most frequently reported pay
measures were market and R&R supplements and non — pay measures were training and
development initiatives.

Organisations were also asked what they would do differently next time if they had said they
that the measures taken were not very effective of no effective. In general, organisations
explained why they had not been effective rather than what they would do differently next
time. Reasons reported included:

HOUSING AND TRAVEL

Housing assistance

Only a third (36%) of organisations give employees housing assistance.

No single type of assistance, except other, was given widely. The most common was assistance
with legal fees in London (195) of organisations.
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13. Number and % of organisations giving types of housing assistance

London South East Rest of UK
Type of housing assistance No % No. % No %
Loan towards mortgage deposit 0 0 0 0 0 0
Contribution towards mortgage deposit 1 2 1 5 1 5
Contribution to mortgage 4 9 2 9 2 9
Preferential mortgage rates 2 5 2 9 2 9
Assistance with legal fees 8 19 1 5 0 0
Loan towards rent deposit 2 5 0 0 0 0
Contribution to rent deposit 1 2 0 0 0 0
Contribution to rent 2 1 2 5 0 0
Interest free loan 2 5 0 0 0 0
Other 7 16 3 14 2 9

Base: London 43, SE 22, Rest of UK 22

Eight organisations reported on the percentage of employees requesting assistance. Six
organisations in London reported that 5% or less had requested assistance and one organisation
18% (it also reported between 5 and 10% in the South East and the Rest of the UK).

Views differed as to whether higher pay in London is responsible for higher house prices. 42%
of organisations thought that they are, 31% that they were not and 24% did not know. Many
organisations, irrespective of their answer, thought that the relationship was a complicated and
complex one and that it was very much a ‘chicken and egg’ situation.

Travel assistance

This was much more commonly provided than housing assistance with 80% providing some form
assistance. By far the most common type of assistance in each Area was a season ticket loan.

14. Number and % of organisations giving types of travel assistance

. London South East Rest of UK
Type of travel assistance No. % No. % No. %
Season ticket loan 31 72 12 55 12 55
Subsidised travel 2 5 0 0 0 0
Free travel 0 0 2 9 0 0
Other 1 2 0 0 1 5

THE WAY FORWARD

Organisations were asked whether they thought that in future London weighting (covering all
payments for working in London compared with elsewhere) should be based on a number of
specified factors.

The table below shows in bold the number and % of organisations reporting each basis and
whether other bases were also reported. A large number of organisations reported multiple
bases- 24 (53%) 3 or more. For example pay differences, labour market requirements and the
organisation’s ability to pay in combination. This reflects the views of organisations that a range
of factors, rather than any single factor, should determine pay levels and differences in pay
between London and elsewhere.
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Just over half of the organisations said that the organisation’s ability to pay (56%) and labour
market requirements (53%) should be the basis of London weighting in the future and just
under half said that it should be based on cost of living differences and organisational
requirements (47%). Only a fifth (20%) said that it should be based on comparing differences in
pay levels between pay in London and elsewhere in the public and private sector.

Looking at pairs of bases reported (others may also have been reported too), the most common
were:

Labour market requirements and the organisation’s ability to pay (44%)

Organisational requirements and the organisation’s ability to pay (44%)

Labour market requirements and organisational requirements (40%).

The next most frequent pair of bases was reported by less than a third of organisations- living
cost differences and ability to pay (31%).

15. Basis of future London weighting - no. and % of organisations

Future basis Orgs Orgs
No. %
Pay Level Differences 9 20
Pay level differences alone 2 4
With living costs differences 6 13
With labour market requirements 4 9
With organisational requirements 6 13
With organisation’s ability to pay 6 13
Living Costs Differences 21 47
Living costs differences alone 5 11
With pay level differences 6 13
With labour market requirements 11 24
With organisational requirements 12 27
With organisation’s ability to pay 14 31
Labour Market Requirements 24 53
Labour market requirements alone 3 7
With pay level differences 4 9
With living costs differences 11 24
With organisational requirements 18 40
With organisation’s ability to pay 20 44
Organisational Requirements 21 47
Organisational requirements alone 0 0
With pay level differences 6 13
With living costs differences 12 27
With labour market differences 18 40
With organisation’s ability to pay 20 44
Organisation’s Ability To Pay 25 56
Organisation’s ability to pay alone 0 0
With pay level differences 6 13
With living costs differences 14 31
With labour market differences 20 44
With organisational requirements 20 44

Base:45

The organisations who said that cost of living differences should be the basis of London
weighting were asked what costs- housing, travel to work and other- should be included. Over
three quarters said that housing (81%) and travel to work costs (76%) should be included and a
fifth other costs (19%).

The organisations who said that London weighting should be based on differences in pay levels

or costs of living in London and elsewhere were asked whether it should be paid as a percentage
or flat rate and whether it should be based on average figures or different pay levels. 71% said
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that it should be paid as a flat rate, 4% as a percentage, 8% as ‘other and 17% did not respond.
58% said that it should be based on average figures, 4% on different pay levels, 13% other and
25% did not answer.

General comments

Organisations were invited to make general comments. These along with all the other “write ins’
in the survey are set out in Appendix 1. The most common comment (9 organisations) was that
across the board increases in allowances or across the board allowances themselves were
erroneous, irrelevant or inappropriate.

General comments - lack of motivation

Organisations were specifically asked to comment on whether lack of motivation was a factor in

any recruitment and retention problems. Only 5 commented at all and only 2 of these said that
they had any impact.

General comments - poor image
Organisations were specifically asked to comment on whether poor public image was a factor in

any recruitment and retention problems. Only 7 commented at all and only 3 of these said that
it had any impact.
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Other London premium

3a

There is some evidence that local government employers in London remunerate at higher grading levels than counterparts elsewhere in the UK for similar jobs.

3a

We benchmark salaries according to the role and location. Therefore higher salaries are paid in London in general.

3a

There are a span of different allowances, depending on difficulty in recruiting in particular stores. Oxford Street has £2,800 within the M25 is £800.

Frequency of revision to London difference/addition - other

3f

Being phased out, rolled into basic salary.

3f

Ongoing review, revised as required.

3f

Reviewed every year, but not necessarily changed.

3f

Monitored & reviewed as necessary.

3f

The allowance is reviewed annually, though changes are not necessarily made annually.

3f

Reviewed annually - not always adjusted.

3f

Never revised, as this is an allowance, it is added to Pay Scales which are revised annually.

Reasons for appropriate amount of London difference/addition

3h

We pay between £1200 - £4750, depending on location, role and market conditions. We feel that this compares well with our competitors as an employer, i.e. in the banking & retail
business.

3h

The amount of London difference currently paid to the majority of staff in the council is approx. £2646 pa. This is similar to the amount paid to other public sector services. It is increased
annually in line with the national pay award for local government employees. this seems to be both an appropriate level of allowance and system of maintenance.

3h

I would prefer to establish the rate for the job/region rather than try to pick a premium level. Paying a separate premium or allowance causes greater levels of administration.

3h

Not agree this is the way to approach this.

3h

£4000. Present amount is too small. £2-3k is usual "gap" between salary offered & market rate in many situations.

3h

Overall, we do not consider there is any justification for an ‘across the board" increase in London weighting and this would not be our preferred approach. However, if this view did not
prevail we would only comment that we see no case for rewarding Inner & Outer London workers with the same level of supplement. There would be need for a clear distinction in levels of
allowance.
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3h

We believe that our current allowances are comparable with those paid by other organisations in the financial sector (where a separate allowance is paid, some companies have consolidated
these allowances into basic salary for positions in London).

3h

Need to keep inner London rate higher (£5000) to attract in. Outer London needs to be significant (£3500). Figures based on cost of living data collected by the Reward Group - rounded
to an acceptable figure.

3h

There needs to be a balance between the additional costs of housing, travelling etc against the benefits gained by the access to amenities and international travel links. £4000 IL; £2000 OL.

3h

Reflects average costs of travel to/from work for employees. £3000 IL.

3h

Pay settlements are negotiated with trades unions. We do not wish to release such commercially sensitive information.

3h

Despite £3500 inner and £2500 outer suggested, we plan to harmonise the London weighting across our offices in inner and outer London to facilitate staff mobility.

3h

We cannot give an exact amount/percentage. Our own internal research shows market rates significantly higher than those we pay e.g. in inner London our administrative staff would need
a 20% increase to match market rate minima Any increase or rate we set, however, would have to be constrained by public funding constraints currently aimed at the government inflation
target of 2.5%.

3h

Regardless of the "appropriate" amount, the key issue (in common with other public sector employers) is affordability.

3h

The existing differential between London & National pay rates are fair and equitable. We would not wish to see any across the board increase for London & do not believe that this would
help to solve our current recruitment & retention difficulties areas where there are known national shortages of skills e.g. social workers.

3h

Except, perhaps for teachers, we do not believe that a 'blanket’ rate for all employee groups is appropriate. An appropriate 'rate for the job' should be determined by reference to internal
relatives and jobs market forces .

3h

| think a percentage of salary better reflects the differences in cost. 5% on £20,000 equates to 3,000 which seems appropriate.

3h

We fully support the ALG's evidence to the panel: the pay differential between national & the outer London pay spine is only part of the current difference between outer London and
national rates for similar jobs. We do not support un-focused, across-the-board increases to pay beyond the annual national pay award.

3h

Needs to be based on labour market conditions and will therefore vary from time to time and for particular jobs.

3h

We are currently reviewing the amounts we pay. Having researched what other companies in financial & non-financial sectors pay, this (£4000 for IL & OL) is the amount that would allow us
to attract & retain high calibre staff in both inner & outer London.

3h

Cannot specify this but do believe 'inner/outer’ distinction is unhelpful and unrealistic now. The location of the employer is irrelevant to the costs faced by the employee in (a) living in
London (b) travelling to work. Many employees resent this distinction which they see as unfair and artificial.

3h

Empirical judgement of appropriate market rate. £3500 Inner London - £1720 Outer London.
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3h

The idea of London weighting is an out-dated one and does not allow a targeted response to where the organisation 's recruitment difficulties are. It is a blunt & expensive instrument
whose purpose needs to be questioned. What is needed is the ability for organisation to target where resources is needed to meet current labour market position.

3h

No suggested set figure, but differences based on needs to recruit & retain employees.

3h

INNER LONDON - These differentials between Inner - Outer London & our national ranges are sufficient to maintain our competitive position in London.

3h

Competitive salary compared to other retailers.

Basis of variation in the London difference/addition on an occupational basis

3i

We do not consider that there should be differential levels of London weighting - employers should be able to target and address shortage occupations by more direct means.

3i

Our base Locality payment is standard for all types. This is the right approach. But need flexibility beyond that to adjust for specific occupations where unable to fill posts.

3i

Yes, but unable to suggest a suitable amount - would depend on skills required for the role & labour market conditions.

3i

Different market forces affect recruitment and retention of different occupational groups.

3i

Lower paid workers who may otherwise find it difficult to survive.

3i

London allowance most significant for lower paid. At higher levels pay is more determined by other factors such as performance.

3i

Modern pay strategies should target additional payments to those jobs and occupations that are difficult to recruit and retain, rather than pay across the board. Flat rate allowances are not
sufficiently flexible to deal with the range of recruitment and retention difficulties that local authorities face today. We are content with the present London pay spine arrangements but
want to apply additional more focused allowances payments to specific hard to recruit occupations. At present like many local authorities we have difficulties in recruiting professional and
technical staff - building surveyors, traffic engineers, environmental health officers, social workers in community care and children and families areas, planning officers, trading standards
officers, housing benefits officers, accountants and teachers.

Explanation of view as to whether London difference/addition or any other London benefit should be at similar levels in the public and private sectors

3k

Private companies have the 'freedom’ to set & pay whatever level they wish - this should remain their choice!

3k

The results from staff surveys show that pay is not the prime reason why employees choose to work for the organisation. On a general level therefore recruitment & retention of staff is not
a major issue. We do however have shortages in particular areas & we therefore need to be in a position to apply pay & non-pay policies in a flexible way to help to address these.

3k

Whilst we acknowledge that there will be more involvement of the private sector in the delivery of public services the pay arrangements for the two sectors are very different which makes
comparison difficult. Local government has a national pay framework whilst private sector organisations tend to develop their own in-house pay strategies based on maintaining a
competitive edge. Both sectors have their own pay and terms and condition packages. In many instances the public sector offer better non-pay benefits that can be used as recruitment
and retention measures if packaged effectively. It is therefore too simplistic only to compare pay and to review the two sectors as homogenous groups.
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3k

Comparable jobs in public & private sector should be paid the same rate.

3k

For the public sector ability to pay is the key issue.

3k

Yes, but depends if competing for same labour. Some occupations are primarily private sector so public sector might not need to compete.

3k

No, public sector workers are essential in London & frequently receive lower basic salaries. London weighting should be similar across public/private sector but additional housing benefits
should be targeted at public sector workers.

3k

No public sector/voluntary sector cannot afford to match/compete with private sector.

3k

Level of London Allowance may need to vary to reflect companies' own pay policies & rates.

3k

Consistency, retention across board.

3k

Yes, in an ideal world, this should be the case but employer affordability will determine ability to pay.

3k

We are not in favour of externally improved differentials.

3k

Effective market reviews & effective reward structures (i.e. salary) should address recruitment & retention, London allowances should reflect the cost of living, commuting costs & competitor
activity. This should not make a difference as to whether you are in the public or private sector.

3k

Pay must be looked at in terms of total remuneration & benefits package, rather than pay alone.

3k

Allowances must reflect the needs of specific groups, not be an all-encompassing approach.

3k

Yes, same labour market & location.

3K

Private sectors may have less flexibility in the amounts they can afford to pay verses the public sector.

3k

All competing for the same employees.

Regional allowances amounts

3m

Sutton, Romford, Watford £1,833. Southampton, Bristol, Maidstone £975. Bury St Edmunds £494

3m

Various locations within about 20 miles of London. Rate varies (£1000 to £3500) according to local needs. It's not traditional circles radiating out from London.

3m

Home counties £1200 - Bristol £1200.

3m

South East (West & North of London) between £350 - £1500.
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Implications of London weighting for employers with employees at the geographical boundaries of the outer London zone

3n

Being fixed about boundaries will create unwanted effects. Taking a more generalised "regional" approach to pay rates leaves this within the discretion of pay managers who understand
local difficulties.

3n

London weighting is not our preferred solution. Housing costs and costs of living and travelling bear a closer relationship on either side of the Greater London boundary than they do
between inner and outer London.

3n

Employers on the boundary who do not pay a London allowance are more likely to have recruitment and retention difficulties. Clearly this will depend on the competitiveness of their reward
package as a whole.

3n

"Cliff edges" in locality payment rates attract people to jobs on the more favourable side of the "cliff". In a tight labour market, those on the cheaper/no rate find it hard to attract/retain.
Surrey has been the most difficult area in recent years. The ‘London’ issue has spread well beyond the traditional boundaries. Worst affected areas are those from Surrey clockwise around
London to the lower end of the Midlands.

3n

| believe that weighting should be phased according to zones which vary from central London outwards but that there should not be too much variation, as living costs are generally higher in
London, whether central or outer. In general, | prefer to benchmark rather than pay a premium to all.

3n

At some point in time you have to draw a line - there will always be employees outside the boundary. The only way you can avoid this is to have no allowances at all.

3n

Recruitment & retention issues may arise in certain 'Roseland" areas - covered by our defined payment structure.

3n

Recruitment difficulties when people are prepared to travel an extra 5/10 minutes each day, so that they can get a higher band allowance. This also impacts on internal staff
transfers/movements between branches that cross different allowance boundaries.

3n

Employers located immediately outside the boundary may face recruitment difficulties.

3n

1. Retention difficulties 2. Recruitment/replacement costs.

3n

Employers in those areas may have to pay a market supplement to attract and retain staff.

3n

Large salary differentials between individuals in similar jobs would create unnecessary problems for companies setting pay rates. Many employees in any case may live in an expensive area &
travel to an office out of the zone. General guidance on pay rates on a national basis is preferable, which allow market rates for a job to be set.

3n

Ease of access and travel options could encourage employees to move to a higher payment zone.

3n

We have particular problems in recruitment & retention of police officers and some support staff throughout our area. Depending on conditions that apply London weighting can attract
staff who can still reside outside London but attract the allowance by working in London. Those staff may otherwise work for us. It also tends to maintain a cycle of pushing cost of living
up in both London & surrounding areas.

3n

This is an issue for us - with staff living in Herts where housing costs are equal to if not in excess of Harrow's. Staff will and do travel to the borough from areas of cheaper housing.
However staff will not move just because of £1000 London weighting.

3n

The figure always needs to be competitive or the employees feel they are not receiving sufficient benefits or prospective employees do not apply for roles.
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3n

The decision needs to be made whether market rate, R&R allowances or some London weighting to enable the organisation to be competitive in the job market.

3n

This can cause knock on difficulties for recruitment as people may be prepared to commute. Affect morale of employees.

3n

May lead to some recruitment & retention difficulties.

3n

We don't use the geographical boundaries. Allowance is given in stores to be able to recruit at similar rates to competitors.

Other occupations with which there are R&R problems

da

Care staff; teachers catering staff ( professional and skilled manual also ticked).

4a

Semi skilled.

4a

Other, care staff.

4a

Technician & paramedic staff.

4a

Police Officers

4a

\Warehouse.

Description of most effective measures used in the last 5 years to improve recruitment and retention

4c

Market supplement - target posts with specific problems and justify differential basic pay scales - improved general marketability.

4c

Pay measures (selectively applied) have been the most effective as a recruitment tool, but they have often been necessitated simply to ‘catch up' with competing employers. We aim to
retain staff by being an 'employer of choice’ with a good all round package.

4c

Market supplement and higher scale point in some areas.

4c

Social Workers increased basic pay scales not effective in terms of attaching social workers into London - just recycles the ones in London and around London.

4c

Other. Flexible starting pay. Recruitment practices, including advertising.

Regular salary benchmarking. Better training and development.

4c

Improved training & development subsidised travel, higher pay scale point.
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4c

Improved training and development aids retention. Salaries and London weighting allowance increase annually dependent on ability to pay and market rates. Good performance rewarded by
above average pay rise.

4c

Annual reviews/increases of the pay scales are effective as is the introduction of recruitment and retention allowances outside the London boundaries. The full effect still needs to be
measured in terms of long-term retention.

4c

London increases in overall remuneration level.

4c

Other pay measure- progression structures.

4c

Other non pay measure, maternity, adoption and carers leave. Most effective- good terms & conditions overall in terms of flexible working provisions, annual leave entitlement and other
non-pay benefits. Market supplements have helped to retain our position in the market place. Special strategies introduced to recruit teachers & social workers.

4c

All measures have been effective particularly for teachers, social workers & ICT staff.

4c

Market Supplement.

4c

Other non-pay measures, reducing case loads for social workers. Overseas recruitment of teachers and social workers.

4c

Market/recruitment & retention supplement.

4c

Other pay- effective market reviews annually to ensure the bank pays the median for the roles. If individual capability increases then reward with higher salary.

4c

Technical graduates receive £1000 towards relocation costs on joining the organisation.

4c

Other, fast track health care. Most effective- Regional Allowance, Subsidised Travel, Fast Track Health Care.

4c

Several measures are quite new initiatives so it is too early to report accurately on their success. Market supplements we have newly introduced for some support staff posts and we hope
will assist in some professional posts (e.g. IT). We have sought to improve our family friendly range of policies and provide flexibility as much as we can in a 365 day/24 hour operation.

4c

Increased the scope & variety of sourcing methods. Improved training in recruitment & selection techniques for managers improved selection methodology to give realistic job previews &
ensure better fit.

4c

Increased basic pay scales. Improved training & development.

4c

Allowance has been used for IT staff up to year 2000. Allowance currently given to social workers. These have been our most effective measures.

4c

Increasing location allowance. Improved working conditions, environment.

4c

Most effective. Targeted market supplements and other recruitment & retention measures are tailored to specific difficulties. What is effective in one case may not be effective in another.
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4c

Generally we have focused more on non-pay measures and these have been well received by staff. However, in the near future we will be combining these with pay measures as part of our
recruitment and retention strategy.

Description of very affective and effective measures

4g

Market supplement gave us an edge on competitors.

4g

Combination of pay measures. Salary gap was the main problem - no other interventions would have provided a remedy.

49

Maintained competitive where necessary, made us an employer of choice.

49

Market supplements and higher pay scale points worked for local skill shortages, not for national/regional skill shortages.

49

Market supplements and flexible starting pay improved competitiveness in London and the South East.

4g

London, SE, UK benchmarking ensures we keep pace with competitors. Training ensures that employees feel valued and challenged. Better use of resources shows that the company
considers workload pressures and does not place an extra burden on employees when there are vacancies.

4g

London & SE increase in monetary terms, plus perceptions that we have done something about it.

4g

London weighting and additional spine points have assisted recruitment in the past but are becoming increasingly less effective.

4g

If we did not have separate/higher rates in London we could not recruit staff. SE recruitment & retention allowances have attracted staff but as yet we have not formally evaluated
retentiveness.

4g

London measures taken to address recruitment & retention issues proved effective, but we believe that a combination of factors were at work. Turnover in the targeted staff group has
reduced by 50% in the past 12 months. We are of the view that a local increase in basic pay and London weighting in addition to the national pay award addressed some concerns about
remuneration in comparison with other public sector employment. Other factors which we believe have played a part in improving retention rates are: (1) the implementation of a series of
measures designed to improve the quality of working life for staff. These measures are part of a comprehensive 4 year programme of improvement and modernisation (2) the fact that a
number of staff who had left during the previous year returned to work for the organisation. This perhaps provided staff with a more objective view of the benefits of remaining in the
organisation's employment (3) the predicted downturn in the economy following the events of the 11 September 2001.

49

General pay & non-pay benefits are good and these help to recruit & retain employees from within and nearby boroughs. The strategies to recruit teachers have been very effective with
very few vacancies existing in September 2001. Initiatives for social worker recruitment include increase in pay points, introduction of career grade scheme, bursary scheme, creation of
social work assistant posts and increased training/development opportunities. These initiatives are newly developed & have so far had little impact on the overall vacancy level for social
workers. The Government's Starter Home initiative should also benefit teachers & social workers.

4g

London. Increased the salary of the jobs.

4g

London, potential employees will compare salaries in the market.

4g

London - Because they were tailored to meet the specific difficulty and kept under review.
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4g

London- market payments significantly increased total pay for key employees (e.g. Lawyers).

4g

London, increased starting salary so higher than neighbours boroughs incentive for staff to stay.

4g

REST OF UK - More competitive pay rates in line with rest of High Street. Recognised careers path for employees.

4g

LONDON - Enhanced pay scales have assisted with recruitment & retention, as we have become more competitive.

Not very effective or if no effect measures - what would you do differently next time

4h

Increase salaries further in all locations in UK.

4h

LONDON SE - Review more closely pay rates for these areas versus competitors. Increased/improved job advertising.

4h

ALL UK - Increase pay rates.

Other types of housing assistance

5a

Other, removal expenses. In exceptional circumstances we will provide housing.

5a

Other- relocation expenses to cover legal expenses, bridging loans and removal expenses to some key posts on moving to the organisation.

5a

Other- up to £200 for transporting personal belongings.

5a

Housing Allowance.

5a

Removal expenses, plus full reimbursement of lodging allowances for up to 26 weeks where 2 homes have to be maintained.

5a

Key workers scheme. Removal expenses.

Views on whether higher pay in London is responsive for higher house prices

5¢

The concentration within the capital of the highest paid sectors of employment without doubt causes property prices to outpace other areas.

5¢

Basic economics - supply and demand.

5¢c

High pay is undoubtedly a very significant factor.
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5¢c

This is a "chicken & egg" situation, in that the two are linked, however it is difficult to say which comes first.

5¢

Chicken & egg situation. There is a shortage of low-cost housing. This leads to difficulty in filling lower-paid jobs because staff cannot afford to live near their place of work.

5¢

No, | think the demand for housing stock is largely responsible although in some more affluent areas, city bonus payments etc could drive prices up.

5¢

No, more a factor of supply and demand.

5¢

No, higher house prices are a cultural /historical thing.

5¢

Yes, but it is not, however, the only factor affecting house prices.

5¢

Yes, amongst other factors such as demand.

5¢c

To a certain degree due to supply & demand. However transport links such as DLR & planned East London line has impacted on house prices. Schools also impact on house prices.

5¢c

No, more employment opportunities in London create housing shortages which drive up house prices.

5¢c

Higher pay is only one of a number of factors, including location and mortgage interest rates, which affect house prices. Attention is drawn to paragraph 8 of the ALG evidence to the panel
outlining the complexities of the effect of the costs of housing different individuals.

5¢c

Yes, to some extent - if people earned less couldn't afford the mortgage or houses so increases would not be as steep as less demand.

5¢

Believe house prices are being pushed up by investors who but-to-let. The difference in house prices in London is far greater than the difference in salaries.

5¢

The general cost of living and housing prices in London are increasing at a rate far above increments in salary.

5¢

This is a difficult question to answer. There is unlikely to be one single reason for the rise in house prices. Whilst salaries may have some influence there are likely to be many other
economic and investment factors affecting the property market.

5¢

Yes, not solely responsible but they contribute.

5¢

Don't know, too difficult to analyse. To a certain extent yes but the main factor is the general supply & demand!

5¢c

A large variety of factors come into this, higher pay would only be part of the reasons.

5¢c

"Chicken & Egg", higher house prices fuel the need for higher pay.
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Basis of calculations of premia based on comparing differences in levels of pay in London and elsewhere in the public and private sector and differences
in the cost of living between London and elsewhere

6b

It does not matter what others pay if you are able to recruit and retain staff of a suitable quality. This aspect bites the most when there is a labour shortage.

6b

Zones according to how close to inner London the place of work is.

6b

By using relevant market data to calculate appropriate amounts.

6b

Through research of other companies.

6b

In line with inflation rates - preferably a flat rate.

6b

We are thinking of 4 zones relating to hotspots ranging from £1000 - £4000. £4000 for London and the other 3 zones depending on labour market requirements.

6b

Salary scales should reflect the very specific market for the skills and competencies needed in each role.

Other costs to be included in London weighting based on differences in living cost between London and elsewhere

6¢c

Cost of living in the area - see Reward Group data - very useful.

6¢c

General cost of living, e.g. groceries, lunches.

6¢

Consumer costs

London weighting based on pay or costs differences between London and elsewhere- other

6d

Flat rate but with secondary mechanisms that kick in if there remain problems with specific occupations.

6d

Market premia for job.

London weighting based on pay or costs differences between London and elsewhere- what should be based on

6e

It would be helpful if occupational information were available.

6e

Other - all available data should be considered to agree an appropriate amount.

6e

Figures to be based on information on ‘central’ database.
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6e

Market premia for job.

General comment

7i

We have chosen to roll London allowances into base pay as the administration of the separate allowance creates problems. Pay is benchmarked against the employers in the same region
making a London allowance irrelevant. It is therefore very difficult for us to give an opinion on an appropriate level of London weighting. What is interesting is that despite Banking being
the highest paid sector, there is still competition within the sector for experienced and qualified staff which drives up pay.

7i

LA pay is now localised - based on job evaluation against locally determined grading structures. The notion of London-wide and national rates is erroneous. The only area for provincial
bargaining is the relative annual uplift compared to national. This needs to be across the London spine and linked to the London market - perhaps differential at hierarchical points.

7i

It should be emphasised that we do not experience recruitment and retention difficulties 'across the board' - they are specific to small groups of staff. As such, national shortages are a
contributory factor as much as ‘London aspects'. For this reason we do not consider that the thesis that there should be on ‘across the board' increase in London weighting has logical
justification.

7i

Problems generally in London Local Authorities recruiting Social Workers.

7i

Like many other parts of the public sector, we froze locality payments for years. When the labour market tightened, the cracks appeared in this policy. We not only introduced higher rates
but also: widened the area of coverage - run annual reviews where any locations can make a case for a locality payment or to vary their rate - created starting pay flexibility to enable
problem occupations to be offered higher than normal starting rates of pay. Lifting pay rates or improved advertising etc helps individual employers compete better against other employers.
It does not increase the pool of labour with the necessary skills. The solution to labour shortages in and around London is provision of affordable housing, which should attract more people
into the pool of labour in this area. Training has a role too - better skilled people have access to a wider range of jobs.

7i

We have faced a significant difficulties over a number of years in recruiting sufficient numbers of qualified officers and to a certain extent administrative and other grades. There is a national
shortage of trained officers. The work in London involves a higher proportion of problems than other parts of the country. This combined with the cost of living is leading to high turnover
which the London weighting is not sufficient to address. The central purpose of the service has shifted. Some staff trained in the earlier philosophy may feel out-of-tune with the current
vision. This could partially explain poor retention levels. However, it is undoubtedly the case that the cost of living in London has played a big part.

7i

Recruitment and Retention to the voluntary sector is difficult at the best of times as cannot compete with salaries on offer to professionals by the private sector.

7i

Concerned to see any recommendations from the review take account of the divisive nature of different levels of London weighting for different staff groups within the organisation, and
generally between different public sector employers such as the Metropolitan Police, the teaching profession, the fire service and the NHS.

7i

The majority of our recruitment/retention problems result from national shortages of skills e.g. teachers, social workers, senior managers.

7i

All in all | believe the low pay (London weighting) is a major difficulty for the borough. There may be issues around the geographical location of the borough. Travelling is also a factor for a
number of applicants.
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7i

We have no intention of re-establishing a London allowance/difference. The largest problem appears to be shortage, often nationally, of particular skilled or professional staff e.g. legal,
social workers, planning officers, accountants & building trades staff.

7i

Neither localised recruitment difficulties nor national/London shortages in specific groups are resolved by ‘across the board' pay differentials for all groups. Targeted Government initiatives
for "key workers" are welcomed as are, for instance, proposals to increase the stock of "affordable" housing in the capital. Since the ‘London differential’ will be varied and variable it would
be useful if some efforts could be focussed on producing a database of pay rates.

7i

With increasing frustration at transport difficulties, more staff are rejecting the idea of working in London and wanting a home base or flexible working. We may need to pay staff to travel
to London. Also with a large number of staff based across the UK there are specific areas where costs are high and we may need to re-evaluate this. The current London weighting does not
cover cost of travel for those staff who live in Greater London and certainly does not keep up with the cost of housing.

7i

We support the ALG's evidence to the panel. We do not support a review of cost compensation calculations. Projects along the lines of the Starter Home Initiative should be extended to
groups of public sector employees such as social care staff.

7i

Our general R&R issues for staff where we compete with all private sector have virtually disappeared. Our main problem is very high response rates (500-600) for adverts. We do experience
some difficulties with specialist local government jobs, teachers, social workers, planners etc, but are able with supplements to fill and retain.

7i

The bank struggles to recruit & retain in it's branches. This is primarily due to the strong competition from the bigger banks. The flatter structures we have in place mean that people used
to progressing up a hierarchical career ladder quickly become demotivated.

7i

In general, we have found that consolidating local allowances into basic pay in areas where these have previously existed has made little difference to recruitment & retention issues.

7i

We have developed a recruitment and retention strategy which aims to attract and retain the most talented people possible. Our strategy to achieve this will have a number of strands and
each of these will be developed over the short, medium and long term: Intelligence to understand fully the nature of the problem and the strategies being adopted, at national, regional and
local level. Marketing the organisation's reputation in order to maximise applications for our posts. Modernise our recruitment methods to use the recruitment market more effectively and
recruit more smartly. Improve the image of the public sector as a potential employer. Analyse our future resource needs and develop/retrain our existing workforce to meet those needs.
Progress medium term strategies to 'grow' new talent, particularly from those communities that are under represented in the workforce. Develop a flexible employment package that ensures
that our salaries remain competitive and responsive to market changes.

7i

We have experienced severe problems recruiting police officers during the last year to 18 months. Based on previous recruitment records during the past 20 years where we have not
experienced any problems and networking with other forces nationally we believe our current problems are almost exclusively due to salary levels (which we can not change locally) relative
to the cost of living in this part of the South East.

7i

This is a personal view at best. However, London weighting is needed because living & working in London is very, very costly, especially for low paid workers, irrespective of where they live.
It should apply in the public & voluntary sectors & as a real incentive. If applied in the voluntary sector, it should be recognised as an incentive to quality , as much as elsewhere, and
reflected in public & funding attitudes to voluntary sector income.
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In line with other London Boroughs that have had recruitment difficulties in a number of areas. Some of these echo national problems e.g. teachers & social care staff. For teachers, we like
others have travelled to New Zealand & recruited overseas teachers. For social care staff we have changed staffing salaries & introduced retention payments for staff in Children & Families.

7i [This of course just causes a pay spiral with boroughs & neighbouring authorities just upping the rates! We have difficulties with recruiting manual staff particularly PSV drivers, refuse
loaders, catering staff etc. This is because local pay rates (as a result of CCT) are below current market rates. Action is being taken to address these - but at a cost. Other factors which are
hindering our approach to pay is the National & London single status agreements.

7i |Looking to withdraw location allowances.

. |Recruitment & Retention difficulties are generally in particular occupational groups. The whole economy and degree of unemployment will have an impact also. Most of our employees live

7i . . . . . . .
locally and do not have big travel expenses. Housing costs are also lower in outer than inner London. Across the board increases would not be helpful in targeting our needs.
Impact of lack of motivation on recruitment and retention difficulties

Zii Not everyone wants to work in the voluntary sector due to the unattractive salaries and the perception of charities being do gooders and the view that charities cannot offer a defined career
with good promotional opportunities.

7ii [This has not been a problem for the borough in terms of recruitment/retention.

7ii [This is not an issues for us.
Whilst there is evidence to suggest that poor image is influencing our ability to attract people into local government (particularly young people at a time that the LG workforce is getting

Zii increasingly older), employee survey 2000 showed that job satisfaction was high. Two thirds of respondents said they had enjoyable and interesting jobs. Recruitment and retention
strategies work best when combining national, provincial and local initiatives to deal with the image overall whilst developing local solutions that take account of occupational group and
local market situation of each council.
Impact for poor image

Ziii This factor undoubtedly contributes in staff groups such as social workers, care staff and teachers. In a labour market where employment levels are still high this plays a part in someone's
decision to take up or continue in a particular career path.

Ziii General image problem for local government - all staff. Image problem of specific London boroughs - all staff. Morale & image problems for specific professions - e.g. social work. Image of
public verses private sector as employer - e.g. finance, IT & engineers.

7iii|The charity has a positive image in the voluntary sector - however the voluntary sector might not have a positive image in the private & public sectors.

7iii|Again, this has not been a factor for recruitment difficulties.
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Ziii Whilst there are reports that local government as a whole has a poor image, the council is perceived as a "good" employer in the local community from which over 80% of our employees are
drawn. In wider recruitment campaigns (including overseas) we have made strenuous efforts to market the Borough.

Ziii The police service can at times suffer a poor media image however if this was a reason for recruitment problems you would expect all forces in the country to be in the same position which
they are not.

7Ziii

Local government does not have a sexy image and we are seeing fewer young people entering - even for those areas where training for a career path is offered e.g. in housing. This makes
the ability to recruit so much more difficult.

7iii|Poor image of the country units has affected the recruitment of sales consultants/store management at all levels.
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n/e/r/a 1. INTRODUCTION

1. INTRODUCTION

NERA, in association with Professor Ralph Turvey, were commissioned by the
London Assembly (LA) London Weighting Advisory Panel to examine the cost of
living in London in the context of the appropriate “London Allowance” for
employees in London.

The agreed terms of reference for the work were as follows:

)l Report to the Panel on comparative costs of living in London and the rest of
the country. This will involve making judgements on the selection of data on
appropriate housing prices, mortgage and mortgage interest payments.

T Provide examples of the effects of differences in costs of living for selected
occupations in different housing positions.

)| Review the comprehensiveness of the data provided and its appropriateness
for the Panel’s purpose.

T Make proposals for filling any significant gaps identified in the data - from
published sources if possible.

T Provide a view on whether there is any call for an element for additional
‘wear and tear’ for working in London, and if so how the available
information could be used to demonstrate it.

We note that our approach differs from the approach used to calculate specific price
indices in a number of respects since the purpose is different. We are seeking to
measure differences in the overall cost of living (including quality of life factors) by
location at a point in time, while a price index seeks to measure changes in the cost
of consumption over time.
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2. CONTEXT & APPROACH

21  Context in Relation to London Weighting Scrutiny

London Weighting was introduced in the 1920s to bridge the gap between house prices and
salaries, and the last review was carried out in 1974. In September 2001, the London
Assembly established the London Weighting Advisory Panel to undertake independent
analysis of London Weighting, research current critical factors and consider revision of the
formula and report to the Assembly in June 2002. It will:

“Re-examine, from first principles, the basis of London Weighting calculations.

Consider variations in remuneration among and within occupations.

1l

1l

)| Take into account reward "packages" where staff receive benefits in addition to a basic salary.
)| Investigate any relationship between rising London Weighting and increasing house prices.
1l

Examine the implications for people located at the geographical boundaries of the zone covered
by London Weighting, and for other regions of the UK.”

Our report on the cost of living in London relative to the rest of the country is therefore set
in the context of the question of how pay should vary between London and the rest of the
country in order to attract employees of equivalent quality in each location. There is,
however, an alternative way of tackling the question of what pay relativities should be aside
from consideration of the cost of living, and consideration of the alternative will aid
understanding of the approach in this report.

The two alternative approaches to estimating the appropriate London Weighting (assuming
the objective is to allow employers to hire employees of the same quality in London as
elsewhere) are:

)| To compare the advantages and disadvantages of living in London versus the rest of
the country (in principle this is a wider comparison than the narrow cost of living
which should encompass, for example, the value of differences in travel times and
environment).

)| To compare, on a like for like basis, the relative income of employees between
London and the rest of the country (using income data for employees whose wages
are set more or less freely across the regions).

http://www.london.gov.uk/assembly/lonweight/memberstermsreference.htm
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If all advantages and disadvantages were included and quantified in the analysis then one
would expect a close correspondence to estimated regional wage relativities for private
sector employees.2 However, the appropriate pay relativity will not be that required to
finance identical consumption in each location - since employees will shift their
consumption away from those items that have relatively high prices (for example, housing
in London). Pay differentials do not therefore have to compensate for the costs of
consuming identical goods and services in order to attract individuals of the same quality.

A further consideration is that individuals may have different tastes and therefore
prefer attributes typical of London or the Provinces - yet have identical quality in a
particular type of employment. For example, employees of identical quality may have
a relative preference for rambling or night clubbing. Their ability to self-select the
location consistent with their preferences would reduce the pay differential required
relative to an assumption that preferences are identical.

We also note that expenditure data (and therefore feasible estimates of relative costs of
living) are available for households, while we are interested in what pay relativity is
required to attract individuals within households. There is no straightforward way of
addressing this complication, which is relevant to all households bar those with only one
earner.

Estimates of pay relativities have been published.? + However, while estimates of regional
price relativities have been published,5 it is unlikely to be possible to quantify all the
advantages and disadvantages of different locations. In addition, labour market data can be
analysed by place of work (the relevant location), while the weights for cost of living data
are typically only available categorised by place of residence. This report explores the
construction of an overall cost of living index.

2.2 Principles Behind Our Approach

In order to compare costs of living in London and the rest of the country we need to define
what is meant by “cost of living”. We take it to mean the household expenditures necessary
to maintain a household’s present standard of living. This depends not only upon the
household’s level and pattern of expenditure but also upon its environment - such

2 The basis for expecting a correspondence goes back to Adam Smith who noted in the Wealth of

Nations (1776) “that the whole of the advantages and disadvantages of different employments of labour and
stock must in the same neighbourhood be either perfectly equal or continually tending to equality”. Here we are
concerned with the same employment in different locations and the underlying argument is identical.

3 Elliot, R.F., McDonald, D., Maclver, R. July 1996. “Review of the Area Cost Adjustment”, Waverly
Press, University of Aberdeen and Department of Environment.

4 Blanchflower, Oswald & Williamson. February 2002. “Estimated Regional Wage Relativities for
England”. NERA.

> David Baran and Jim O’Donoghue. January 2002. Price levels in 2000 for London and the regions
compared with the national average. Economic Trends. No 578. Pages 28-38.
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characteristics of the area in which the household lives as accessibility to work, shops,
schools and leisure facilities and a whole range of environmental quality factors.

In principle, therefore, comparison of living costs in London and the rest of the country
(where feasible compared to the rest of the UK, for brevity called the “Provinces”) should
cover differences in income that would compensate a household for all these differences in
the environment. In practice there is not much that can be done to take account of many
such matters.  Furthermore some expenditure cannot be compared, for example
expenditures on travel on the Underground. Box 1 provides further discussion of these
points.

Box 1: Price & Cost of Living Indices

The weights used in the “Economic Trends” article of January 2002 relate to consumption expenditure
for the whole of the UK. They thus average the expenditure patterns of households that are rich and
poor, old and young, single and co-habiting, and with and without children. They also average the
expenditure patterns of London households and provincial households. This latter aspect of the
averaging means that they neither compare the London and provincial costs of London living nor the
London and provincial costs of provincial living but an intermediate magnitude, namely (where the
E; and Ep are London and provincial expenditures):
(£, + Ep)

B *Ep) B
a(EL+Ep) Pp

This differs, probably only by a small amount, from the approximation to a superlative index
provided by an Edgeworth index, defined as:

ar(@.+9p)  which is equivalent to:
ar©. +op

E +2~
L Pp

b 3B

3

a
.e Ep Pp
+
aEL Pp
B

The superlative Fisher, Walsh or Térnqvist indexes, which would give very nearly identical results to
an Edgeworth index would also require these separate London and Provincial expenditures to be
known, which they are not. They have the property of closely approximating what economic
theorists term a “true cost of living index” and meet the common sense requirement that the product
of a quantity index and a price index equals a total expenditure index. The Office of National
Statistics provided NERA with additional information on London and National weights. However,
below group level (of which there are twelve, for example, “Food and non-alcoholic beverages”) the
weights are calculated using national weights. Measures of relative London living costs using these
weights therefore represent a hybrid between the London costs of London living and the London
costs of National living.
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Leaving these complications aside for the moment, if the necessary data existed what could
be done objectively would be to compare:

f The London and provincial costs of the components of Provincial expenditure that can
be made in London.

f The Provincial and London costs of the components of London expenditure that can be
made in the Provinces.

These two comparisons would often yield divergent results because of differences in
expenditure patterns - and one is not clearly preferred to the other as a measure of the cost
of living in London relative to the costs of living elsewhere. In practice an indicator of
relative living costs based, at least in part, on national average expenditure patterns is all
that is feasible.

2.3  Key Differences Compared to Price Index Methodology

We are seeking to measure differences in the overall cost of living (including quality of life
factors) by location at a point in time, while a price index seeks to measure changes in the
cost of direct consumption over time.6 In particular, we were able to draw on work
published in Economic Trends in January 2002 on price levels in London compared to the
national average.” Specific comments on differences in methodology are set out below:

)| As discussed above in Section 2.2 for the purpose of comparing the relative cost of
London versus Provincial living we use both London (partial) and National
expenditure weights (London expenditure weights are unavailable below the twelve
group level family expenditure headings). London expenditure weights are not
necessarily preferred for the purpose of a relative comparison.

)| The Economic Trends article did not include an estimate (using imputed rents) of the
costs of owner occupied housing for London versus the Provinces due to structural
differences between the owner occupied and rented markets and data limitations.
However, for our purposes we wish to include some measure of owner occupied
housing costs.

)| The analysis in Economic Trends used National Accounts expenditure weights that
exclude expenditures that do not directly involve consumption of goods and
services, for example, council tax, stamp duty, and the non service charge aspect of

6 Price collection for the Retail Price Index provides only some of the data needed to estimate relative

living costs between locations. Many prices are collected for goods and services whose specifications differ
between locations, providing the basis for estimating movements over time, but not for comparing cost of living
by location”.

! David Baran and Jim O’Donoghue. January 2002. “Price levels in 2000 for London and the regions
compared with the national average”. Economic Trends, No 578, pages 28-38.
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insurance premiums. A measure of relative living costs should account for such
expenditures.

)| An estimate of the cost of living for the purpose of estimating appropriate labour
market wage relativities across locations should include the non-financial costs of
factors such as travel time, air and noise pollution, the quality of public services etc.
We provide an estimate of the value of commuter travel time alone.
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3. COMMENTARY ON AVAILABLE DATA

What can be done in practice depends upon what expenditure data are available (in the
longer term additional data might of course be collected). We make use of three primary
sources of information: the Office of National Statistics (ONS) National “Family Expenditure
Survey” and National Accounts Data, the ONS publication “Price levels in 2000 for London
and the regions compared with the national average”, and data provided by the ONS to
NERA on London expenditure weights. We discuss these briefly below.

In addition, we make use of available data on house prices and transport travel times to
extend existing measures of living costs to include owner occupied housing and estimated
differences in the value of time spent traveling (an element of “wear and tear”). We also
comment on less tangible differences between London and the Provinces.

31  Family Expenditure Survey & National Accounts Data

Data on the levels and composition of household expenditure are available from the Family
Expenditure Survey published by the ONS, most recently for the year 2000-01. Tabulations
are provided for breakdowns of the results by, for example:

 Age and income
I Socio-economic characteristics

' Household composition

Unfortunately, the sample size does not allow what is ideally wanted, namely cross-
classified tabulations of results by region, by occupation, by household size and by income
level.

The other available data set consists of the National Accounts aggregate consumption
estimates for the UK. Unfortunately, the Family Expenditure Survey data and the latest
National Accounts data classify expenditures differently (though the next Family
Expenditure Survey report will use the European standard Classification of Individual
Consumption by Purpose, known as COICOP which is already used in the National
Accounts). The tabulations of average household expenditures for London, the regions and
the UK as a whole which are provided relate only to overall averages and so do not allow us
to distinguish expenditure differences between London and provincial by occupation,
family size and socio- economic status.
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3.2  ONS Regional Price Differences

Family Expenditure Survey Data and National Accounts Data were used by the ONS in the
Economic Trends article,® together with the RPI database of prices, a special nationwide price
survey and adjustment factors for prices of some service items obtained from government
sources.’

Two general points about the data need to be stressed. The first is that, since most of them
derive from sample surveys, they are subject to sampling errors and reporting errors so that
no reliance can be placed upon small differences. The second point is that though some of
the data relate to London versus the rest of the country, which is what is wanted, other data
relate on the one hand to London and, on the other hand to the whole of the UK, GB or
England and Wales, so including London.

This is illustrated by the data in the Economic Trends article that does compare London prices
both with the whole of the UK and with the rest of the UK. London prices for food and non-
alcoholic beverages for example are estimated to be 4.3 per cent higher than in the whole of
the UK but 5.0 per cent higher than in the rest of the UK.

Average price levels in London, the South East, and the Eastern regions are shown to be
higher than the UK average with London being the highest. In all the greatest price
disparity between London and the UK as a whole was for property rentals, which were 53.9
per cent more expensive in London.

Figure 3.1 shows the estimated relativity of London prices with the UK (both the total UK
and the UK excluding London ie the Provinces) for the year 2000. These relativities are
weighted averages for the relativities of the subgroup composing each group using National
weights. Note that differences in expenditure on owner occupied housing, other than
expenditure on repairs maintenance were not included in the price level comparison in the
Economic Trends article.

§ David Baran and Jim O’Donoghue. January 2002. “Price levels in 2000 for London and the regions

compared with the national average”. Economic Trends, No 578, pages 28-38.

? National Accounts consumption estimates, which are based on a number of sources, usually diverge
from Family Expenditure Survey results. The divergences reflect not only some differences in coverage but also
under-reporting of some expenditure items, and some non-responses, by surveyed households. (Grossing up
Family Expenditure Survey data by the reciprocals of sampling fractions usually yields totals that fall short of
the National Accounts estimates.)
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Figure 3.1
London price levels compared with the UK and the UK excluding London
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Source Data: “Economic Trends” (January 2002)

The Economic Trends article shows that there were very few expenditure categories where

London prices were cheaper than the national average and concludes in the summary (page
28):

“The results show London to be more expensive for most categories of goods and
services. Goods were generally no more than nine per cent more expensive while the
costs of services ranged from around 29 per cent cheaper for local bus fares to 54 per
cent more expensive for property rentals. Overall, London prices excluding owner-
occupier housing costs (imputed rents), based on national expenditure patterns, were
6.8 per cent higher while costs for services were 13.0 per cent higher.”

However, the analysis in Economic Trends excludes various categories of living costs that are
relevant to a comparison of relative living costs:

“Although the results show how price levels in London compare with the UK and the
regions, they do not show how much more expensive it is to live in London or the
regions. This is because owner occupied housing costs and certain types of expenditure
commonly paid by households are excluded from this analysis because they are not
considered to be part of final consumption in the national accounts. These include
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expenditure on mortgage interest payments, council tax and vehicle excise duty.”
(Page 30)

While the analysis in the Economic Trends article excludes expenditure that is not considered
part of final consumption expenditure for national accounting purposes we wish to measure
the relative cost of living in London versus the Provinces. We therefore wish to take account
of the cost of owner occupied housing in particular, since this forms a large component of
household “expenditure”. Other expenditures that are not final consumption expenditures,
such as council tax and the non-administrative element of insurance premiums for example,
would also ideally be taken into account.

The Economic Trends article also suggests that a measure of London living costs would
require the price differentials for London to be weighted together by the expenditure
patterns of London households. For our purposes, as discussed Section 2.2 (Principles
behind our approach), London expenditures are not necessarily preferred as a basis for
weighting price differentials.

Finally, a further difference between our needs here and the approach by the ONS is the
treatment of transport costs. The Economic Trends article notes that:
“Within transport services, local rail travel was 23.8 per cent cheaper in London, while
the cost of local bus travel was 28.8 per cent lower. These figures are based on an
analysis of fares actually paid per kilometre travelled (excluding season tickets) derived
from the National Travel Survey”. (Page 32)

In terms of a cost of living measure we want to measure actual transport costs - not per
kilometre costs (excluding season tickets) that are used by the ONS to construct price
indices. For rail transport and bus transport the ONS measure yields London compared to
the rest of the UK price relativities of -29.2 per cent and -33.5 per cent respectively. From a
cost of living standpoint, account should be taken of distance travelled and expenditure on
season tickets should be considered. We adjust our estimate of relative transport costs in
Section 4.3.3 to take account of actual expenditures on public transport rather than the
relative prices per kilometre.

3.3  ONS London Weights

The ONS provided NERA with information on London and National weights in March 2002.
We report this information in Table 3.1. Below group level (of which there are only twelve,
for example, “Food and non-alcoholic beverages”) the weights are calculated using National
expenditure. Measures of relative London living costs using these weights therefore
represent a hybrid between the London costs of London living and the London costs of
National living. (Figure 3.1 included London prices relative to the UK, and relative to the
rest of the UK excluding London - as in the last column of Table 3.1.)
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Table 0.1
London & National expenditures, & price relativities for London versus the rest of the UK

London National National London  London prices
Expend Expend  weights weights vs. rest of UK

“)1 (£) (%)
Food & non-alcoholic beverages 41.48 23.03 100 111 5.0
Alcoholic beverages, & tobaccott 11.20 8.78 38 30 1.0
Clothing & footwear 26.56 14.53 63 71 5.3
Housing, water, electricity, gas & 49.59 20.68 89 133 35.4
other fuels
Owner occupied housing costs N/A N/A N/A N/A N/A
Council tax N/A N/A N/A N/A N/A
Furnishings, household 29.88 15.07 65 80 31
equipment & maintenance
Health 5.10 3.45 15 14 14.9
Transport 58.90 31.77 137 158 1.0
Communications 11.53 4.71 20 31 0.0
Recreation & culture 53.78 32.69 141 144 3.6
Education 9.89 2.77 12 27 1.5
Restaurants & hotels 43.24 25.27 109 116 13.6
Miscellaneous goods & services 31.56 28.56 124 85 10.3
Total 243.88 144.29 914 1000
All products London prices vs. rest of UK using National weights 8.5
All products London prices vs. rest of UK using high-level London weights 9.3
t Averaged over the three years 1998-99 to 2000-01 (due to the small sample size for London alone).
ft The low London weight for Alcohol & tobacco reflects under recording of these items in the EFS).

The weights indicate, for example, that Londoners (who live more in rented
accommodation) spend much more as a proportion of overall expenditure on Housing
(including water, gas and electricity but excluding owner occupied housing & council tax).
Excluding owner occupied housing London is shown to be 8.5 per cent more costly using
National weights and 9.3 per cent more costly using hybrid London-National weights.

Differences in expenditure between London and the Provinces within each of the twelve
high level categories due to tastes and price differences may be proportionately greater than
between them. For example, expenditures on private versus public transport could be
expected to differ significantly between London and the Provinces. We cannot therefore
construct a genuine measure of relative living costs using pure London or pure Provincial
weights.
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4. COMPONENTS OF RELATIVE LONDON LIVING COSTS

41  ONS “Economic Trends” Components

Direct living costs excluding owner occupied housing and transport are estimated using the
ONS data provided using National weights. We provide estimates for owner occupied
housing and council tax (included in the ONS Economic Trends estimate). We also estimate
the value of time spent commuting and allow for this. Other less tangible factors are briefly
discussed.

42  Owner-occupied housing

Expenditure on owner-occupied housing, with the exception of regular maintenance, was
not included in the ONS measure of London compared with national price levels published
in Economic Trends, yet owner-occupied housing accounts for a significant share of
household expenditure, and such expenditures differ greatly between London and the
Provinces. For our purposes we wish to include a measure of the relative cost of owner-
occupied housing in London versus the Provinces. We use available information on the
house price relativity between London and the Provinces, and construct a measure of
“expenditure” on owner-occupied housing in London and the Provinces in order to
incorporate owner-occupied housing into our overall measure of relative living costs.

Current actual expenditure on owner-occupied housing in terms of mortgage outlays and
repayments depends on what prices were in the past when people bought their houses.10
However, we are interested in current decisions over where people chose to live and work,
and it can be argued that it is current house prices that have an impact upon such
decisions.!

In addition, the full value of the home is the relevant consideration when deciding on a first
purchase or change of location, since both the deposit and mortgage have a cost. For the
former the relevant cost is the foregone investment income or alternative consumption
opportunities. For the latter the cost is simply the mortgage interest payments. We

10 Actual outlays on mortgage interest payments as a proportion of household income are similar between

London and the UK excluding London at 15.7 and 14.1 per cent respectively for 2001 (DTLR. House Price
Statlstlcs 4™ Quarter 2001. Produced by Housing Data and Statistics Division).

House prices also reflect the attractiveness of different locations, for example, they may be lower
where journey times to work are long. However, for our purposes we want to compare the cost of living in
London versus the Provinces taking account of, for example, house prices and journey times and no
inappropriate double counting is involved in accounting for both house prices and journey times separately.
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approximate the overall “cost” as the value of the home (deposit plus mortgage) times the
mortgage interest rate.12

Anyone moving between owner-occupied houses will both sell the one and buy the other at
current prices, while first time homebuyers face current market prices. Some examples of
the choices that, in part, underlie regional pay differentials help illustrate why we consider
full current house price differentials in calculating an overall relative cost of living:

)| A worker currently working and living in London is considering a first home
purchase and could therefore be expected to take into the cost of a home in London
including the required deposit and mortgage commitment, versus the cost in other
potential locations to work and live.

)| An existing homeowner contemplating moving from elsewhere in England to
London or the South East will almost certainly be looking at a substantial increase in
the cost of housing, and the entire difference in house prices will figure in their
decision.

)| An established home owner living in London and considering purchasing a larger
(or smaller) property due to a change in family circumstances will likewise consider
the difference in housing costs in different locations - irrespective of both the original
purchase price of their existing home and whether they have any outstanding
mortgage.

Since house prices differ significantly between London and the Provinces, and housing is a
large component of household expenditure, the “bundle” individual movers chose would
not be expected to include houses that are the same in terms of size/quality in London and
the Provinces.!3 They are likely to move to dwellings like those occupied by other people in
their occupational group who live in the area they are moving to. The housing stock in
London and the Provinces does differ - in terms of available descriptive statistics - as
indicated in Table 4.1 that shows the proportion of different types of housing.

12 For those with bank accounts that net account balances off the outstanding mortgage in calculating

mortgage interest charges this approximation is exact since account balances “earn” the mortgage interest rate
and returns are un-taxed.

B In economic terms individuals who are just indifferent between housing (& other goods) and income
offered in London and the Provinces will substitute away from housing in their consumption in London
compared to the Provinces. They will require compensating income — but not income compensation for the cost
of purchasing an identical house in London versus the Provinces to attract them to London.

119



n / e / r/ d 4. COMPONENTS OF RELATIVE LONDON LIVING COSTS

Table 0.1
Households by type of dwelling
London UK UK excl London
Detached house 5% 23% 26%
Semi-detached house 21% 32% 34%
Terraced house 29% 28% 28%
Purpose-built flat or maisonette 31% 12% 9%
Other, including converted flats 15% 5% 4%

Source: Regional Trends 2001 Edition, Table 6.5
Note: A much more detailed breakdown of households by tenure and type of accommodation is available from
the ONS publication “Family Resource Survey Great Britain”

We are not therefore seeking a like-with-like comparison of dwelling prices in London and
the Provinces. The difference in price for houses that similar people actually purchase
provides a better measure of what we want - and we can approximate by using available
data on house prices based on transactions.

For new house buyers, the price of homes actually purchased in London versus the
Provinces provides a good measure of relative costs. Purchase prices can be annualised
using average mortgage interest rates (treating any deposit as equivalent to additional
mortgage in terms of the interest they were earning on that money), and mortgage terms are
the same in London and the Provinces. For existing homeowners the difference between
what they would get if they sold their existing home and the price of a new home is the
relevant consideration for our purposes.

As a check on whether house price relativities differ significantly between first time
purchases and former owner-occupiers we report DTLR data on this in Table 4.2.

Table 0.2
Average house prices for first time buyers & former owner-occupiers (£)
First time buyers Former owner occupiers
United Kingdom 89,120 128,485
London 144,068 219,142
UK excluding London 80,956 115,016
London excess relative to the Provinces 78% 91%

Source: DTLR House Price Statistics — 4" Quarter 2001 (Tables C2&C12).

Note:  Sale price excluding London calculated using household numbers from Regional Trends Table 3.19,
and applying owner-occupier rates from Regional Trends 2001 Edition, Table 6.4.

Not surprisingly average house prices for purchases by former owner-occupiers are higher

than those for first time buyers in London and the Provinces. The ratio of house prices in
both London and the Provinces for the two categories of buyers is not very different
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however. In our analysis of living costs we do not distinguish between the two categories
and use a simple measure of relative living costs for both - the current cost of a house in
London versus the Provinces multiplied by the base mortgage interest rate. A measure of
average mortgage interest rates is available from Bank of England statistics. However, a
number of measures of house prices are available.

HM Land Registry, the Halifax and Nationwide, and Department of Transport, and the
Department of Transport, Local Government and Regions (DTLR) publish measures of
regional house prices. These differ in their sample base, using registered transactions,
Halifax and Nationwide mortgage approvals and a 5 per cent sample of all mortgage
lenders mortgage completions respectively. Table 4.3 shows the average sale prices for
houses in 2000 by type of home based on HM Land Registry Data.14

Table 0.3
Average sale prices for housing in England & Wales (£)

Detached Semi- Terraced Flats & Total
detached maisonettes
England & Wales 167,027 91,826 81,148 113,069 110,221
London 446,615 212,068 194,967 171,771 177,949
England & Wales excl London 129,151 75,537 65,729 105,117 101,046
London excess relative to E&W 246 % 181% 197% 63% 76%

excl London

Source: Regional Trends 2001 Table 6.9 (based on HM Land Registry data). Last quarter 2000.
Note:  Sale price excluding London calculated using household numbers from Regional Trends Table 3.19,
and applying owner-occupier rates from Regional Trends 2001 Edition, Table 6.4.

One feature of these data is that the calculated overall difference in average house prices
between London and England and Wales (excluding London) is, at 76 per cent, much closer
to that for flats and maisonettes (63 per cent) than for detached, semi-detached or terraced
houses at 226, 181, and 197 per cent respectively.!> The basis for comparison clearly matters
a great deal to the result - but, as we have explained, data about the type of dwellings
owned by different categories of employees are lacking, so we have to take some kind of
average. A median seems to us to be more appropriate than an arithmetic mean as it is less
influenced by outliers. Table 4.4 provides a comparison of DTLR data on mean and median
house prices in London and the Provinces.

14
15

The HM Land Registry data do not cover Scotland.

The Economic Trends article reports that for housing rentals (COICOP category 04.1) the London
compared with rest of the UK relativity is 74.0 per cent. This is very close to the relativity for total house prices
in Table 4.3.
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Table 0.4
Comparison of Simple Average and Median Housing Prices (£)

4th Quarter 2000 4th Quarter 2001
Mean Median Mean Median
United Kingdom 104,087 80,175 112,675 89,950
London 169,726 135,000 183,116 153,000
United Kingdom excluding London 95,195 72,748 103,132 81,409
London excess relative to the Provinces 78.3% 85.6% 77.6% 87.9%

Source: DTLR House Price Statistics - 4% Quarter 2001 (Table A3).
Note:  Sale price excluding London calculated using household numbers from Regional Trends Table 3.19,
and applying owner-occupier rates from Regional Trends 2001 Edition, Table 6.4.

The mean housing price relativity of 78.3 per cent in Table 4.4 for the 4t Quarter 2000 is
close to the 76 per cent in Table 4.3 (for total transactions using HM Land Registry data).
The relativity in Table 4.4 between the 2000 and 2001 fourth quarters changed little, both for
the median and mean values, the ratio of median values having been significantly higher for
both quarters. We use median house price relativities in our analysis. Mean prices exceed
median prices, presumably because of an upper tail of extremely expensive dwellings,
making the medians more representative for our purpose.

To estimate households’ cost of owner occupied housing we multiply median prices by the
proportion of those owning their own home and then by the average mortgage interest rate
in London and the UK (converted to a weekly basis). Table 4.5 sets out the components and
results of the calculation. Note we have not taken account of the additional cost of stamp
duty on housing purchases.16

Rates of stamp duty on housing transactions are 0% if the price is less than £60,000, 1% between £60,000 and £250,000, 3%
between £250,000 and £500,000, and 4% for transactions over £500,000 (with the rate for each band applying to the entire
transaction value). Stamp duty will therefore involve greater expenditure for London than the rest of the UK, both because
properties are on average more expensive, and because of the rate structure of the tax. Stamp duty on housing transactions may
also reduce within region mobility, thereby raising average transport costs in London when employees switch their
employment location. We do not estimate the impact of stamp duty on relative London living costs (ideally stamp duty would
be added to the purchase price for each relevant price band).
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Table 0.5
“Cost” of owner occupied housing

Median sale Owner- Interest ratettt Weekly “cost” (£)
price (£)t occupied shareft
UK 80,175 69% 7.58% 81
London 135,000 58% 7.58% 114
UK excl London 72,748 71% 7.58% 75

t DTLR House Price Statistics — 4" Quarter 2001 (Table A3).

tt Regional Trends 2001 Edition, Table 6.4.

Tt Bank of England. “Bankstats” - Monetary and Financial Statistics. Table G1.3. Quoted (nomina