London Allowance Briefing Paper

The gradual shift from paying workers in London an extra allowance for the high cost of living, working and travelling in the capital to the use of a recruitment and retention premia for employers to use to fill posts has never been more crucial.  With housing costs in London and the South East at an all time high, and with labour markets being seen as exceptionally tight, even with London holding the highest unemployment rate across the country at 6.9%, the issue of workers in London and how they can be paid an allowance to compensate them for the costs of working and/or living in London is at the top of many sectoral pay bargaining agendas.

This shift from a regional allowance to a recruitment and retention payment flies in the face of everything trade unions and workers have been trying to address since the 1980’s when the tight labour markets meant the emphasis shifted from cost compensation to dealing with recruitment and retention.  The two key developments influencing this shift were the abolishment of the cost indices by the Conservative Government to facilitate local negotiations and the return to market rates of pay and also the unprecedented housing boom of the late 1980’s.  Cost compensation had not disappeared but the by the late 1990’s the costs involved in living and working in London had become so great that there was a serious impact on the recruitment and retention of staff.

The result of this was that different economic sectors developed different approaches to pay for recruiting and retaining workers in London.  For the public sector the Government’s response was a plethora of initiatives aimed at addressing staffing issues among key groups, with the Metropolitan and City of London police forces leading the field with a London Allowance of ££6,276
.  

For organisations within the Community & Non profit sector there are varying bands of London allowance paid.  Some of these payments are linked to the NJC scales, currently, £3,012
 for inner London boroughs and £1,602
 for outer London boroughs.  However there are a number of organisations that pay less than the recommended figure some that pay slightly more and some that do not pay an allowance at all. Trade Unions representing staff in the Community & Non profit sector have made it clear that their members will no longer be seen as the poor relation and have proposed a flat-rate London allowance of £4,000 for all staff across London.

London allowances are still being paid across many industrial sectors, however these have not increased (apart from the public sector) significantly over the past 10 years.   Many employers have favoured a move towards addressing their recruitment and retention issues via a number of pay initiatives rather than uplifting the London allowance they are presently paying across all staff levels.  

The problem with these other forms of payment, for example, higher starting salaries, separate pay scales, zonal pay rates and targeted market supplements, is that they are inherently unfair and actively encourage wage inequality.  This pay inequality impacts significantly on women and those from minority ethnic groups.  One of the key recommendations of the Pay Board when introducing the London allowance in 1974 was, ‘if London weighting is to be based on considerations of equity and the need to put London employees on a par with those working elsewhere, it is essential that it is an across the board payment’.  Amicus would reject any proposals to move away from these principles of equity.

The London weighting allowance was introduced to address a range of additional London costs, and these costs remain the same regardless of grade or position.  The payment of an allowance should be the same for all. The Amicus London Regional Council have recommended a flat rate £4,000 London allowance for all staff working in the Community & Non profit sector, this would also go some way to alleviating the current pay inequalities prevalent in the sector due to the freeze in London allowance payments for workers in many organisations suffering from changes to funding initiatives and reductions in funding.  The differentials in London allowance currently paid, creates a barrier to harmonising terms and conditions across the sector and the process of equalisation across all organisations should be a priority.

	Estimated Pay Differentials between London and the Rest of the Country

	
	Community & Non profit Sector
	Public Sector
	Private Sector 

	Central London
	32%
	26%
	41%

	Inner London
	26%
	24%
	37%

	Outer London
	14%
	15%
	11%

	Greater London
	19%
	20%
	25%


It is apparent that recruitment and retention is an issue in London, however this should be dealt with as a separate issue.  The payment of London allowance is key to ensuring that workers in London receive a living wage with a compensatory value acknowledging the costs involved in working in London.  Unions need to encourage employers to look at how a London allowance would improve their opportunities for recruitment and also enable them to retain experienced existing staff.

Amicus has made it clear that discussions with employers are crucial in seeking ways to ensure that increased levels of London allowance can be delivered to our members. Amicus understands that there is a significant amount of work to be undertaken in this field and acknowledges that there is some research currently bring undertaken regarding London allowances and whether there could be an alternative strategy. The current status of London allowance records a range of systems currently in place:

· Some private sector employers have separate pay scales for London, but most – around 70-80% still pay a flat rate London allowance.

· The most frequent scheme is one that distinguishes between inner and outer London.

· There are some employers that have several layers of allowances which differ by distance - zonal (usually from Charing X) and /or according to local labour market conditions (finance sector predominates)
.

· Location allowances frequently extend beyond London to include other areas suffering labour market pressure (recruitment and retention not cost compensation) specifically the South East (Roseland), Cambridge, Bath, Oxford, Bristol.

· Some employers have shorter standard working hours for those employed in London
 and other inducements such as free travel, interest free season ticket loans, flexible working

· Some employers pay different allowances according to pay band, grade or length of service.

· Some allowances are pensionable and/or enhanced

· On average London allowance is higher in the private sector
 than in the public sector, although the gap has been narrowing in recent years mainly to allowances paid to key workers in London for example the Met & City of London police and the freeze on increases in London allowance in the private sector.

Some interesting research has been carried out by the Warwick Institute for Employment Research, commissioned by the General London Assembly. There is also work being done with workers in the NHS as part of the Agenda for Change initiative.  If employers are not prepared to increase the London allowance then they should be encouraged to look at more responsible ways of ensuring that workers in London can afford to live and work in the capital.  

Agenda for Change

Clinical grading was introduced in 1988 with good intentions but became outdated. Many workers in the NHS were disillusioned with the system. The various unions involved in the health sector seized the opportunity to negotiate new pay, terms and conditions, and to introduce a nationally agreed framework – Agenda for Change provides this framework. Current territorial allowances being paid in the NHS are 20% of basic pay and range from £3,441 to £5,328 for inner London, 15% of basic pay and between £2,664 and £3,729 for outer London, for the fringe of London are 5% of basic salary between £799 and £1,385
.  It should be noted that London allowance is not paid to staff in the senior nurse/senior midwife structure.

Conclusion: 

· Allowances should be paid across the board to all workers. In a recent example, nurses and teachers were awarded very welcome special housing supplements by the Government, however others working alongside them were excluded, creating inequality. 

· A single London allowance is preferable to inner/outer London allowances. Costs, particularly for housing and transport are no longer significantly different between inner and outer London.

· A flat rate is better than a percentage of salary, or allowances targeted at particular groups. All workers face significantly increased costs in London, and a percentage of a large salary is much more than a percentage of a small salary. The 1974 Pay Board report set the precedent of an "across the board payment", and a formula based on the increased costs of living in London. 

· Generally, a specific allowance is preferable to more points on a pay scale or separate London grades. These do not give a transparent picture of pay (vital for ensuring equal pay for equal work) and can distort grading structures. 

· Even London weighting cannot offset the massive shortage of affordable housing and poor transport, but it can help to an extent. It is important to campaign for social housing and decent, affordable transport as well. 

· ‘Fair employment’ clauses for outsourced workers can help to ensure all Community and Non profit sector workers benefit from improved allowance payments. 

· Amicus needs to implement a campaign to lobby Government to ensure that funding for Community & Non profit organisations includes an amount to ensure that those working in London receive an allowance of £4,000.
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