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Chapter 1
Introduction

The staff side is pleased that in making recommendations on the pay of NHS staff within their remit group for 2008/9, the National Health Service Pay Review Body (NHSPRB) maintained its traditional independence and integrity.  The staff side values the Review Body’s careful and rigorous approach to the pay process.   
A three year pay settlement was subsequently reached between the parties with a settlement for the first year at the same level as that recommended by the NHS PRB in its 23rd Report with awards of 2.4% and 2.25% for the subsequent two years based on the Government’s inflation target of 2%. The deal contained a reopener clause should inflation continue to rise, and it was agreed that the review body would continue to gather evidence throughout the period of the agreement. This year the NHSPRB will review evidence on recruitment and retention and wider economic and labour market conditions to decide whether to request a remit from the Secretary of State to review the increases for the period. 
Summary of the main points in the evidence

The expected fall in the rate of inflation has not happened thus reducing the value of the three year deal. Inflation is currently at the highest level for sixteen years and the high cost of living over the past year has caused considerable hardship for NHS staff. This will be expanded on in the subsequent chapters. 

There is a recruitment and retention crisis lying in wait. Graduate intake is down. For example, at the end of July 2007, there were 3.7% fewer students attending undergraduate nursing courses than the same time the year before. Attrition levels for students remain considerably high at around 25%. The rise in inflation and the impact on the cost of living, in particular food and fuel bills, as well as the cost of childcare have meant that many students cannot afford to continue their training. With an already ageing population in the NHS workforce, this demographic time bomb needs to be averted by making working in the NHS not only attractive but financially viable. 
Recruitment continues to be low in the NHS and the most recent NHS workforce statistics showing a reduction in staff suggests continued recruitment freezes. In addition, for the first time in two years there has been an increased reliance on bank and agency workers up by 3,707 staff between 2006 and 2007

At the same time demand for staff is increasing in the NHS to support reforms, for example the Next Stage Review in England.  While there is a projected reduction of staff in other parts of the UK, for example, in Northern Ireland due to the comprehensive spending round settlement, we foresee another cycle of boom and bust in the labour market. This is most likely in the community and primary care sectors where there has been a failure to grow or train the workforce necessary in these sectors to support government reforms. Failure to implement the KSF effectively and therefore get good succession planning in place is contributing to a continued lack of effective workforce planning, in particular in England. 

Improvements in the quality of care in the NHS have been impressive.  The results of the Healthcare Commission’s annual health check for Trusts in England were released on 16 October showing that more and more trusts are now achieving an excellent or good rating and that at the same time; the tail of poor performers with a poor rating has shrunk significantly. In congratulating NHS organisations for their performance, Steve Barnett, Chief Executive of the NHS Confederation said, “All sectors of the NHS have improved with Foundation Trusts and Mental Health Trusts doing especially well but we have seen marked improvement from Ambulance Trusts and PCTs.  This reflects tremendous hard work by all NHS staff.” 

However, this success does not come without a cost.  In last year’s evidence, staff side highlighted the impact of high workloads on NHS staff and a long hour’s culture. Increased workloads due to employers not filling vacant posts and taking it for granted that NHS staff will work longer hours to meet targets is having a visible impact on staff in terms of increased stress levels. The long term impact of these increased stress levels on staff is yet to be realised. However, we know that mental health conditions and muscular skeletal disorders are currently the two main reasons for either ill health retirement or permanent injury benefit applications. Also, in some professions, particularly district nursing, this pressure to work longer hours with increased workloads is prompting these nurses to decide to retire early.

The impending recession in the UK will undoubtedly put even greater demands on NHS staff not only personally in terms of their own financial situations but also with increased pressure at work. History shows us that in times of recession, the health of the nation deteriorates and in particular causes increased demands on the mental health sector. This makes it even more important to reward NHS staff fairly to retain their skills for the difficult times ahead. 
This year’s evidence from the NHS trade unions makes the case to the NHS Pay Review Body to request a remit from the Government to reopen the three year pay deal and to review the pay increases for the period covered by the deal. In order for the Review Body to make a decision as to whether there has been a ‘significant and material change in recruitment and retention and wider economic and labour market conditions’, it would like to have an understanding of the assumptions that were made by the parties in agreeing the three year deal.  The Review Body has asked that evidence from the parties is framed in a manner that allows any ‘significant and material change’ in these particular areas to be identified.

The main focus for our evidence is recruitment and retention and wider economic and labour market conditions.  However, as we said in our joint letter with the Department of Health of 27 August 2008, we are also providing information about some of the issues highlighted in the Review Body’s 23rd Report, namely: the Knowledge and Skills Framework and High Cost Area Supplements (HCAS).

We set out the assumptions made by the NHS trade unions below and go on to present evidence that shows significant and material changes to these assumptions in the following way:

Following this initial chapter where we draw out the main points from the various sources of evidence we are presenting, in the second chapter we review the wider economic environment including the labour market and recruitment and retention in general. We then provide a number of individual case studies from the different professional groups in the NHS illustrating their personal rates of inflation and showing how these can differ considerably from the national rate depending on personal circumstances. We also include a piece of analysis commissioned by the NHS trade unions and carried out by Incomes Data Service in this year’s evidence to support the case to reopen the pay deal. 
Finally, we present research reports and evidence from individual staff side organisations as appendices in the following order:

a. British Orthoptic Society

b. Chartered Society of Physiotherapy
c. Community and District Nursing Association

d. GMB – Cost of Living Survey

e. Royal College of Midwives

f. Royal College of Nursing 

· Labour Market Review – an analysis of the nursing labour market

· Analysis of the Labour Force Survey – comparing the earnings of nurses with other public sector workers.

g. Society of Radiographers
h. UCATT
i. Unison – Pay Survey

j. Unite

1. Assumptions for the three year deal

1.1 At the time that the three year deal was agreed in June 2008, inflation was running at 4.2% (RPI) and 3% (CPI) but was expected to drop to the Chancellor’s target of 2% before the end of the year. Although the award in the first year (2.75%) was slightly below CPI at that time, as inflation was projected to fall, the pay awards were expected to be slightly above inflation over the period of the whole deal. However, inflation has now soared to the highest rate in 16 years with the CPI, the government’s preferred indicator, being higher than the RPI for the first time at 5.2% (RPI 5%).  
1.2 In our evidence to the NHS Pay Review Body 2007, (Economic data and forecasts, page 11), the staff side set out both forecasts of inflation and of earnings.
Inflation and earnings forecasts

1.3 HM Treasury forecasts for Q4 of 2007 show an independent average at 4.0% within a range of 2.9% - 4.5%. For Q4 of 2008 the independent average is projected at 2.8% within a 1.7% - 4.6% range. IRS predict RPI to average 4.2% for 2007 within a 4.0% - 4.4% range. For 2008 the projections is an average 3.0% within a 2.6% - 3.6% range.

1.4 The IRS forecast for average earnings whole economy growth was at 4.2% for both 2007 and 2008. The assumption at the time the three year deal was negotiated was based upon the HM Treasury average of independent forecasts that inflation would fall to 2.5% by the end of 2008 and fall further to 2% during 2009.  

Labour market conditions

1.5 In respect of the labour market, we highlighted a release from Labour Market Statistics 12 September 2007 in our evidence (p10), which showed an increase in both the number of people in employment and in the employment rate with falls in the numbers of unemployed, the unemployed rate and the claimant count.  These figures suggested a tightening in the labour market.

1.6 We set out analysis from the Information Centre from March 2007 that showed vacancy rates (in England) had dropped over the past five years but cautioned that the figures hid an underlying trend of job cuts, recruitment freezes and redundancies.  We argued that the vacancy data did not necessarily reflect the actual demand for workforce to supply existing levels of service delivery in the NHS. 

1.7 The Information Centre had also been carrying out analysis on the turnover of English non-medical NHS staff for 2005-2006.  We highlighted data that showed the overall joining rate for this group was 9.6% and the overall leaving rate 10.9%, showing a net loss of 1.3% for non-medical staff in the NHS overall. 

1.8 However when we looked at the patterns of joining and leaving by age group, we could see variation between staff groups with the leaving peaks not necessarily being found at the end of their working lives. For example in the period 2005-2006, 893 qualified nurses left aged 35, 881 left aged 42, 794 left aged 44 with the other peaks at the traditional retirement ages for nurses 775 leaving at both ages of 56 (mental health nurses) and 60. 

1.9 We cited data from the OME’s provisional workforce survey for England and Wales (in the year to 31st March 2007).  This looks at the joiners and leavers data in more detail by professional groups as well as by region. Among registered nursing staff wastage rates stood at 7.3% in England and 5.5% in Wales.  Regionally the wastage rates were highest in London, South West and the South East.  Wastage rates had increased among nursing consultants, matrons and managers, RSCNs, health visitors and district nurses. Wastage rates among nursing auxiliaries and assistants were particularly high at 10.9% in England and 8.4% in Wales.  

1.10 The overall wastage rate for AHPs was 9.4% in England and 7.6% in Wales.  Regionally the highest wastage rate was in the South West at 12.3% closely followed by London and the South East both at 11.9%.  Within the AHPs there was some variation with highest wastage at 11.1% among unqualified AHP staff followed by occupational therapists at 10.6% and physiotherapists at 9.8%.

1.11 Joining rates for all AHPs in the matched sample had fallen from 15.7% in 2006 to 12.3% in 2007.  Of particular concern was the sharp increase in the wastage rates for AHPs in the London Fringe zone which had risen from 10.3% to 17.5%. The wastage rate for all ST&T staff was 10.1% in England and 9.1% in Wales.  The matched sample for support staff to ST&T had risen slightly to 13%. Wastage rates for ambulance staff had increased in both England and Wales.
2 Issues with the vacancy data
2.1 In our evidence to the Pay Review Body in 2007 staff side set out in detail the reasons for our concerns about the inadequacies of the vacancy data which the DH currently relies upon.  We would like to take the opportunity to repeat some of these concerns here because the data continues to be collected in the same way. They are compiled on the basis of returns from NHS trusts and where a return is not received it is not counted and this has the effect of distorting the percentage vacancy rate figure. Typically, Trusts/Boards with the highest vacancy rates are less likely to return their survey statistics as they suffer relatively higher workloads.

2.2 A vacancy is defined by the DH as ‘an empty position which has lasted for three months of more and which employers are actively trying to fill’. The key word here is ‘actively’ – i.e. if a trust is not ‘actively’ recruiting there are technically no vacancies. This leads to great distortions during times of delaying or freezing recruitment.
2.3 The Department of Health data only provides information on posts that have been vacant for three months or more, therefore they do not reveal the true extent of vacancies in specialist areas at any one time. 

2.4 DH data is not detailed enough to highlight recruitment difficulties affecting specific bands and specialties within wider staff groups.

3 IDS Report

3.1 Staff side commissioned Incomes Data Services to write a report on the current pay policy in the NHS and to analyse the context in which the three year deal was agreed. This is also been submitted as part of the evidence; a few of the key points from the report are outlined in this section. 

3.2 Pay rises for employees who neither produce commodities for sale, nor whose services are traded on open markets, are unlikely to have much impact on prices for consumer goods and services. Recent rises in inflation have been driven by external factors, mainly food and fuel costs. As a result, what economists call ‘real wages’ (average earnings growth, adjusted by RPI inflation) have been squeezed since inflation – as measured on the all-items RPI – rose sharply at the end of 2006. However the Government’s policy focuses on inflation and seeks to control pay rises as a means of keeping the former low. But this gets the relationship between inflation and pay rises the wrong way round. If inflation remains high, public sector workers’ finances will strain under the impact of a policy which reduces the spending power of their salaries. 
3.3 When the NHS three-year deal was agreed, the economic outlook had not deteriorated to the extent it has recently. Most commentators now agree that a recession is likely, with the only question remaining that of its depth and duration. However, the pay policy was developed at a time when the economy was stronger and inflation lower than it is currently. Since then the rise in inflation – on all measures – has placed the policy under considerable pressure. This means that ‘real wages’ have been falling over the period. 

3.4 The latest IDS analysis of pay settlements, to be published late October, shows that the median settlement level for the whole economy in the three months to the end of September has remained steady at 3.8 per cent, the same as the increase to the National Minimum Wage from October 2008.
3.5 The recent fall in employment has taken place overwhelmingly among male full-timers, with the drop in female full-time jobs much smaller by comparison. We are clearly at an early phase in the economic downturn, but it may be the case that a recession will impact less on those areas of the economy where women are employed – the public services, and lower-paying sectors like retail which tend to employ large numbers of women workers – than on construction, finance and manufacturing where, overall, women are in a minority. Certainly, this was the experience during the last recession, in the early 1990s. 
3.6 There is some evidence that raising pay leads to fewer recruitment and retention problems. This can be shown with reference to groups like social workers. Settlements for local government, under which social workers’ pay is set, had been at the lower end of pay rises in the public sector over the years between 1991 and 2001. This deterioration in the relative position of social workers placed them at the bottom of the earnings table for public sector professionals and Unison launched a major campaign for an improvement in the pay and conditions of social workers at that time. This campaign, plus the aftermath of tragedies like the Climbié case, and the Government and employers’ responses to both, has meant that in the intervening years, there has been a much greater focus on the recruitment and retention of social workers, with measures to improve this, including initiatives to boost pay and progression. As a result of these initiatives, social workers’ earnings are ahead of those for nurses once more. In terms of the impact on recruitment and retention, after a period in which social workers were consistently the group most frequently mentioned by councils when it came to shortfalls, they are now further down the ‘league table’ of recruitment and retention problems.
4 Some of the main points from the reports in the appendix

4.1 To illustrate ‘significant and material change in recruitment and retention and wider economic and labour market conditions’ we have selected sections of the evidence from the individual organisations evidence reports. These examples will show that rising inflation over the past year has devalued the pay award in relation to the cost of living for these groups of NHS staff and that this in turn has had an impact on the future of the labour market of the NHS and long term recruitment and retention of staff. 
4.2 The British Orthoptic Society presents evidence about the national shortage of orthoptists which has risen since last year and also looks at the impact of this shortage meaning that many of them have to work additional hours to fulfil waiting time targets. 

4.3 Furthermore, a high proportion of orthoptists are women with many working part time. The cost of child care has risen considerably above the growth of their salaries forcing many of them to consider the financial viability of continuing to work in their profession.

4.4 The CSP also raise concerns in their evidence about the vacancy figures for physiotherapists and make the case that low vacancy figures are more a reflection of poor workforce planning rather than the true demand for physiotherapists in the health service.

4.5 In the Chartered Society of Physiotherapy’s evidence, they quote Alan Johnson who stated at a conference organised by the Yorkshire and the Humber Social Partnership Forum in June 2008 that “All the government’s indicators are that inflation has peaked” and that on this basis NHS staff should accept the three year deal. Similarly at the RCN’s Congress in April the Health Secretary Alan Johnson said that if inflation rose and continued to rise that there was ‘not any force on earth’ that would stop the independent Pay Review Body and the RCN and other unions from coming back and re-opening that clause.  

4.6 The Community and District Nursing Association have also heard from their members that increasingly heavy workloads and high stress levels are a major problem for them, in particular for district nurses. Additional responsibilities and insufficient staff are causing higher workloads and district nurses are saying that they are not recommending nursing as a career choice to their families and friends.
4.7 Furthermore, despite the current economic climate many CDNA members are looking at their financial situations to see if they can retire from community nursing at the earliest opportunity. With an already ageing workforce in district nursing and much of the growth in healthcare moving to community settings, this will have a serious impact on the nursing labour market. 
4.8 Fuel costs increases have had a major impact on CDNA members over the past year and they have struggled to find the money to put fuel in their cars while waiting for reimbursement. Increasingly their members are covering larger areas with bigger caseloads as teams and bases are re organised resulting in increased upfront costs to themselves in addition to the fuel increases.
4.9 GMB’s cost of living survey shows that their members are experiencing severe hardship as a result of rising inflation. It found that their basic pay and even total pay did not meet ordinary living costs for their members. Overtime is not considered an optional extra with some 74% needing to work overtime, and nearly one-in-five (17%) having a second job. Even when they have a spouse or partner in paid employment that does not provide financial security as only 51% of those with a combined income had enough to make ends meet. 

4.10 The cost of living survey also shows what the impact is on the living standards of GMB’s health service members. Nearly three-quarters (74%) are now not able to enjoy an active social life; almost a third are not able to enjoy a varied and healthy diet and one-in-five now cannot afford to heat and maintain their home.
4.11 GMB’s evidence also made the point that their survey was conducted in the summer months of 2008 before winter fuel bills start arriving and that the cost of living has increased substantially since then. 
4.12 The Royal College of Midwives evidence makes the case for the need to recruit and retain midwives because of the considerable shortage of approximately 5000 midwives in England alone at the moment. UK vacancy rates for midwives have also risen over the last year to 5.5%. 
4.13 The RCM also makes the case that it has not been possible to recruit or retain midwives at the current pay levels over the past 3 years. They therefore argue that there is a case for a supplementary payment in the form of a recruitment and retention premium over and above midwives current position on their pay band.
4.14 Additionally, the RCM survey of Heads of Midwifery shows 

· 71% of HOMs do not consider their funded midwifery establishment to adequate for the level of activity undertaken in their trust
· The number of HOMs reporting an increase of job applications has decreased from 69.3% last year to 56.8% this year whilst the number reporting a decrease has almost trebled from 3.8% last year to 10.8% this year
· The number of HOMs who see recruitment and retention of midwives as no problem has almost halved, whilst the percentage who consider it to be quite a problem has risen from 13.1% to 33%. 

4.15 The Royal College of Nursing has commissioned two pieces of analysis to support the staff side’s evidence to the NHSPRB. The Labour Market Review 2008 analyses trends and changes to the nursing labour market since 2006 showing where there are areas of concern regarding the future nursing workforce. The ageing of the nursing workforce will be the most critical challenge in the next ten years or so. About 200,000 nurses (30%) of the UK register are aged 50 and older and one in three NHS community nurses are over 50. Growing the primary care nursing workforce with so many due for retirement will put pressure on recruitment and retention across the whole of the nursing workforce in particular to support the implementation of the Next State Review. 
4.16 The LMR also raises concern about student nurse attrition rates. In the absence of official data the Nursing Standard requested attrition data from all institutions across the UK that taught nursing courses between 2002 and 2006. The figures reveal that out of 25,101 nursing students who began degrees or diplomas, a total of 6,603 did not complete their courses. This gives an overall attrition rate of 26.3%. The same exercise conducted two years ago reported an overall attrition rate of 24.2% showing an increase of 2.1% over the period. 
4.17 The second report submitted by the RCN is a secondary analysis of the Labour Force Survey data, which compares the earnings of nurses and healthcare assistants with other public sector workers showing that they are still earning considerably less than other professions in the public sector, and that nurses with managerial and supervisory responsibilities continue to earn less that teachers, social workers or police officers without such responsibilities. 

4.18 The RCN is also very concerned about a significant increase in the number of nurses contacting their welfare service for advice on dealing with debt and house repossessions. The RCN is now dealing with an average of 33 cases of severe debt, including eight repossessions each month, an increase of 23% on the same month last year. Nursing students are at particular risk as they face the prospect of meeting rising household costs on an average bursary of around £550 per month. Furthermore, nurses who borrowed to finance their studies, based on 100% mortgages are unable to remortgage at the moment and are struggling to find extra payments to meet variable rates. When they are already struggling financially, this can lead to arrears and repossession proceedings. The situation is particularly serious for student nurses as is the impact on the future nursing workforce if they are forced to leave their training because of increased debts.

4.19 The Society of Radiographers evidence argues that while the number of radiographers in the UK is increasing, this must be viewed in the context of persistently high student attrition rates; expansion of imaging and therapy services; competition from the private sector and overseas; and an aging population. They show particular concern in regards to mammography as over 80% of their mammography members are due to retire in the next 20 years. 

4.20 Unison’s Pay survey found that 72% of their members were worse off than the previous year in terms of their pay relative to the cost of living. The impact of inflation for Unison’s members was felt most in regards to the cost of fuel and energy, food bills and transport costs.  

4.21 The proportion of Unison members attributing their increased workload to recruitment problems and inability to attract staff has risen by 6% since 2007 to 35% this year. They reported that trusts have been increasingly resorting to the use of Bank and agency staff to fill staff shortages. The proportion of staff observing this response has jumped 5% since 2007 to 40% this year and 61% said that staff shortages had frequently occurred in their department over the last year. 
4.22 Unison members also reported being more dependent on extra payments such as additional jobs and overtime or unsocial hours payments to make ends meet. 
4.23 Three quarters of Unison members taking part in the survey have given some consideration to leaving the NHS over the last year. 
4.24 Unite will submit their own evidence separately to the NHSPRB but would like to include the following points to support the staff side’s evidence. Wastage rates have increased among health visitors and health visiting is an occupation that is experiencing a rising vacancy rate. The impact of this on their workload according to a report carried out by Durdle Davis is that 87% stated they were responsible for more children/families. This has left 63.6% feeling they cannot offer all core/universal contacts according to the local policy, and 69.2% feeling that within their current caseload they do not have adequate resources to respond to the needs of the most vulnerable children. In addition, a survey of their Speech and Language Therapist representatives found that 63% said morale was lower than a year ago and the same proportion said they had a bigger workload than the previous year. 
5 Update on Knowledge and Skills Framework

5.1 It is important to re-state that as the tool to manage career and pay progression in the NHS, the Knowledge and Skills Framework (KSF) is crucial to delivering current and future services effectively.  It will enable staff to develop the necessary skills to increase efficiency and flexibility, creating a workforce that is able to adapt to the changing context of healthcare.

5.2 In response to growing concern about delays and setbacks to KSF implementation, a project funded by the Social Partnership Forum was launched during 2007 to reinvigorate the KSF and get it back on the agenda of every trust board in England.  Much work has been done to re-establish the KSF partnership networks at all levels.  In addition, each of the ten SHAs led a regional event aimed at trust board members, to share good practice, reinforce the benefits of the KSF and kick-start the process for those organisations that had fallen behind.  The valuable learning from these events, plus revised materials, case studies and other resources were made available on the NHS Employers website.   

5.3 To give further impetus to this work, in the summer of 2008 Health Minister Ann Keen wrote to Chief Executives asking them to take steps to embed the KSF in their organisations by:

· appointing a named board member to lead on the KSF implementation; 

· ensuring the board received regular reports on the use of the KSF and its effectiveness; 

· showing a clear link between using the KSF and improving the number and quality of staff appraisals; 

· giving an on-going commitment to support Union Learning Representatives and to deliver the KSF through partnership working.

5.4 SHAs were required to report back to the Social Partnership Forum on progress in implementing these actions by October 2008.  Of the nine SHAs that responded, all were able to show significant progress toward implementing the required actions and giving greater priority to the KSF.  Whilst this is encouraging, there is still a long way to go before the KSF is successfully embedded.  It will continue to require sustained effort at all levels to ensure that the KSF is fully implemented throughout the NHS.  Whilst the focus of this initiative has been confined to England, the other UK health departments continue working to embed the KSF into the service.  Close working, and the sharing of resources and information continues to be a key activity between the four countries.
5.5 Monitoring figures for June 2008 on implementation in England show that of the 45% trusts that responded, around 67% of staff were recorded as having a full KSF outline, 35% were reported as having had a Personal Development Review in the past year and 33% were reported as having a Personal Development Plan (PDP).  September 2008 monitoring figures for Wales show that an estimated 76% of the workforce is now covered by a KSF post outline.  In Scotland 32% of staff had an assigned KSF outline and 24% had a KSF review based on their Personal Development Plans.  There are currently no figures available for Northern Ireland but a relaunch of the KSF is planned for the autumn.
5.6 The Healthcare Commission 2008 staff survey for England showed the proportion of staff receiving an appraisal in the previous 12 months (61%) had increased from 58% in 2006. The proportion completing a PDP as part of their appraisal rose to 52% from 48% in 2006.  This is disappointingly slow progress when we know that without a proper appraisal system provided by the KSF, an organisation cannot assess the skills of its workforce or identify the training needs necessary to deliver its objectives.
6 High Cost Area Supplements
6.1 In Chapter 3 of its 23rd Report the NHSPRB commented that it had received insufficient evidence to justify recommending a high cost area supplement for South Cambridgeshire. It observed that it hade not received data on vacancy rates for Cambridge University Hospitals Foundation Trust and neighbouring Trusts. It stated that were it to consider evidence on a future occasion that an HCAS was justified then it would welcome clarification as to how the geographic boundaries applicable to such a payment would be defined.
6.2 The Staff Side has discussed the 23rd report with the parties at Cambridge and they have jointly concluded that they will not submit evidence this year in support of an HCAS but will undertake work within the Trust and with neighbouring Trusts to further research the case for a High Cost Area supplement and may wish to submit evidence arising from this work in future years.
7 Scotland, Wales & Northern Ireland

We will not submit separate evidence from Scotland, Wales and Northern Ireland this year. However the enclosed evidence represents the members represented by the NHS trade unions in all the countries in the UK.

8 Staff side recommendation to the NHSPRB

8.1 The last few weeks have seen turbulence in economies across the world with dramatic developments in banking sectors wiping billions off the value of stocks and shares.  While interventions by governments have now reduced the turmoil, world markets remain volatile and it seems accepted that we are entering a period of unavoidable recession.

8.2 In the UK inflation has soared to the highest rate in 16 years, we are seeing the biggest rise in joblessness since 1991 and commentators are forecasting that public sector debt could soar to levels not seen since the end of the second world war. 
Against this background, the Government continues to argue in its evidence to the Review Body on Doctors and Dentists Review Body 2008
 that pay restraint across the whole economy is key to maintaining low and stable inflation.  It argues that because of the number of people employed in the public sector and the impact public sector pay awards can have on private sector settlements, it is particularly important to constrain pay awards in the public sector and base settlements on the assumption that the inflation target will be met.  In our supplementary evidence last year, staff side showed how economists and academics dispute this.  We highlighted an IDS report for the Council for Civil Service Unions
 which says that “there is a real question mark over the extent to which the components of recent rises in inflation could be said to derive from rises in UK labour costs. For instance, the most significant recent upswing in inflation came at the start of the year when, in January 2007, the ONS released the inflation figures for the year to December 2006. These showed that inflation had risen sharply, to 4.4 per cent in December, from 3.9 per cent in the year to November, above the 4 per cent mark for the first time in many years. According to the ONS, the rise was driven mainly by increased housing costs, petrol and oil price rises, and household goods. Earlier rises, when inflation had risen above 3 per cent in summer last year, were driven by energy and food prices. Subsequent rises have been driven by many of the same elements, though energy prices have come down, and additional items like council tax and transport costs. 
8.3 While it is possible that inflation has now peaked (at the time of writing) and may fall again before the NHSPRB makes its decision on whether to request a remit to reopen the three year pay deal, staff side would like to reinforce the point that the impact of the unexpected rise in inflation over the past year has been considerable and the repercussions from this, as well as the recent economic turbulence will last well into the future.  As we have shown earlier, costs of living for NHS staff have increased steeply.  Staff side considers that income lost as a consequence of an award that turned out to be significantly below inflation should be restored by revising the awards in the three year deal for 2009 and 2010.  
8.4 Our evidence shows that potential for labour market gaps is building up as on the one hand health professional students are withdrawing from courses in significant numbers for economic reasons reducing supply and on the other hand, the unremitting pace of reform requires more and more of staff.  While the Departments may claim that vacancy data shows a healthy state, staff side has highlighted that the quality of the data is questionable and that long hours, high workloads and increased bank and agency working reflects high and increasing demand for staff.      
Recommendation 
8.5 In view of the significant and material changes in recruitment and retention and wider economic and labour market conditions, staff side organisations seek a review of the pay uplifts for 2009 and 2010.  Staff side seeks revised awards for 2009 and 2010 significantly above inflation levels, that restore income lost from 1 April 2008 as a consequence of the steep rise in inflation and that recognise that the high inflation level has had greater impact on low paid staff.
Chapter 2
Review of the economic environment

1. Inflation 
1.1
The Consumer Price Index (CPI), the Government’s preferred measure of inflation, rose by 4.7% in the 12 months ending August 2008, and a 16-year high.  Since January 2006 CPI
· has only been on target for two months i.e. February and April 2006;

· has been below the target rate for five months (January and March 2006 and July to September 2007); and

· has been above target for the remaining twenty-five months.
1.2 It is apparent that CPI is on an upward and accelerating trend away from the 2% target rate. The index has doubled in just the first seven months of 2008 and its latest level is now some 135% above target. The Bank of England expects CPI to increase sharply in the forthcoming months as steep energy; food and producer costs all enter the system. 
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1.3 The Retail Price Index (RPI), which the NHS Staff Side considers as being the more accurate indicator of cost of living pressures, has climbed steadily from 2.4% in January 2006 to 5% in July, before dipping to 4.8% in August 2008 and double its January 2006 level. RPIX, which excludes key housing costs, has also followed the upward trend rising to 5.2% in August 2008, up from 2.3% in January 2006, a 126% increase over the period. 

Consumer Price Index 

1.4 The NHS Staff Side reiterates its belief that RPI is ‘the best measure of how far the purchasing power of a salary level has been devalued over a 12-month period.’
 We remain critical of the fact that the CPI, by excluding essential and non-avoidable housing-related costs, does not accurately reflect the continued erosion in the living standards of NHS staff. Even the Governor of the Bank of England has been critical of the CPI methodology for failing to include housing costs and thereby failing to detect the true rise in the cost of living.
 Moreover, CPI is ‘rarely, if ever used in pay negotiations in the private sector.’ 

1.5 Data published in March 2008 by Croner Reward found that the cost of maintaining a household’s standard of living in the UK rose by 9.7% over the previous year
. Examining eight different types of standards of living for families of two adults and two children, required income varied between 6.8% and 11.1%. This pushed the gap between the growth in required income and national average earnings to its highest level since July 1989. 

1.6 The Minimum Income Standard developed by the Joseph Rowntree Foundation offers an indication of the income necessary to achieve a reasonable basic standard of living on the basis of prices at April 2008. The ready-reckoner suggests that a two parent, two child household where the parents are earning the starting Band 1 salary of 12517 would fall £30 below the minimum income standard. In fact, it is not until Band 2 Point 8 that the family would break even against these minimum standards. 
1.7 On the basis of inflation projections for 2008, NHS staff have now been suffering a cut in the real value of their wages as a result of the negative differential between RPI and the Pay Review Body award for three consecutive years. Following a cut of 0.7% in 2006/7, a cut of 1.9% in 2007/8, they are now projected to receive a cut of 1.85% in 2008/9. This represents the deepest and most sustained decline in the living standards of NHS staff for over 20 years.
Consumer price indices July 2008 
1.8 In the 12 months ending August 2008, the Consumers Price Index (CPI) rose by 0.3% to 4.7%, which followed the previous month’s 0.6% rise, the steepest monthly increase in more than a decade.
 The three-month rolling average, June to August, produces CPI at 4.3%, RPI at 4.8% and RPI-X at 5.1%.
1.9 In August the largest upward contribution to the change in the CPI annual rate came from housing and household services due to a rise in average gas and electricity bills compared with a fall in the previous year. There was another large upward contribution from food and non-alcoholic beverages especially the price of bread and cereals. 
1.10 The largest upward contribution to the change in the RPI annual rate came from fuel and light particularly gas and electric prices which after falling last year increased sharply this year. There was also a large upward contribution from food where, overall, prices rose by more than last year. 
Prices rises: ‘necessities, purchased frequently’
1.11 In the 12 months ending August 2008, the RPI increased to 4.8% but within the overall rise significant increases to everyday staple items were recorded. These include items described by the Bank of England as being ‘goods that are both necessities and purchased frequently increasing both their visibility and their impact on households’ budgets.’ 

· Food in general rose by 12.8% but within that category there were considerable rises in bread (21.6%), cereals (18.6%), beef (21.1%), lamb (10.3%), pork (26.5%), bacon  (16.1%), poultry (17.6%), butter (39.3%), oils and fats (23.9%), cheese (19.6%), eggs (30.9%), milk (19.1%), potatoes (17.9%), vegetables (6.7%) and fresh fruit (13.7%).
· Increased housing costs included rises to council tax and rates (3.6%), water (6.5%), repairs and maintenance charges (5.8%), DIY materials (5%), dwelling insurance and ground rent (11%).
· Fuel and light increased overall by 24.6% with double digit increases to coal and solid fuels (17.8%), electricity (18%), gas (28.2%), and oil and other fuels (58.4%).
· Motoring expenditure increased generally by 5% with petrol and oil up 20.8%.
· Fares went up by 7.1% including rail up by 3.8%, bus and coach up 6.1% and other travel costs up 8.8%.
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2 Gas and electricity – up, up, up

2.1 The UK’s domestic gas and electricity markets are dominated by just six major suppliers. Commonly referred to as the Big Six (i.e. British Gas/Centrica, EDF Energy, E.ON UK, RWE Npower, Scottish & Southern Energy and Scottish Power) these companies supply to all but a handful of the 47m household electricity and gas accounts in Britain. There is firm evidence to suggest that this monopoly is extracting a heavy price from domestic consumers. In evidence to the Commons Business and Enterprise Committee’s enquiry ‘to investigate possible anti-competitive behaviour in the UK’s energy market’, energywatch the consumer watchdog, reported that in the five years since 2003 domestic gas and electricity prices have increased by 109% and 70% respectively. 
2.2 The Big Six suppliers implemented 14 major retail price increases in 2006 alone and while 2007 was a year of rapidly falling wholesale prices the Big Six ‘belatedly proposed general price cuts in 2006-07, but many consumers had to wait until winter was over to get them.’ According to energywatch the 2007 price reductions in 2007 were only a temporary respite as since the start of 2008 those price cuts have been reversed with the Big Six increasing their prices significantly. By March 2008, the average annual combined domestic fuel bill (i.e. gas and electricity) had risen to £1,037 up from £671 in 2005, an increase of some 55%.
	Average Annual Domestic Fuel Bills 2005-2008 Standard Credit Supply 


	
	2005

£
	2006

£
	2007

£
	2008 (March)

£
	Change

	Gas
	386
	473
	552
	632
	64%

	Electricity
	285
	338
	383
	405
	42%

	Total
	671
	811
	935
	1,037
	55%


2.3 So far this year there have been 18 energy price increases and, with the exception of three, all the others have been double-digit hikes.  At the end of July, EDF Energy and British Gas raised their domestic prices for the second time in six months. EDF’s total increases, so far, for electricity and gas were almost 25% and 35%, respectively while British Gas raised electricity by 24% and gas by 50%. Its latest gas increase was 35% but some customers paying by monthly direct debit would be faced by rises of 42%. By the end of August, Npower had increased gas prices by 26% and 14% on electricity. Scottish Power raised gas by 34% and electricity by 9%. Overall, these hikes were described by energywatch as an “onslaught that has left energy consumers stunned.” 

	Household Price Changes, since January 2008 


	
	Electricity

increase
	Gas

increase
	Effective date

	RWE Npower
	12.7%
	17.2%
	04 January 2008

	EDF Energy
	7.9%
	12.9%
	18 January 2008

	British Gas
	15.0%
	15.0%
	18 January 2008

	Scottish Power
	14.0%
	15.0%
	02 February 2008

	E.ON UK
	9.7%
	15.0%
	08 February 2008

	SSE
	14.2%
	15.8%
	01 April 2008

	EDF Energy
	17%
	22%
	25 July 2008

	British Gas
	9% 
	35%
	31 July 2008


2.4 In reaction to the British Gas July 2008 increase for its 15.9m customers, energywatch said that it ‘without precedent’. It was the biggest single increase in the price of a utility seen to date.  British Gas dual fuel customers, those who buy both gas and electricity from the company, would see their bills increasing by only 25%. Even this would mean their average household bill would be £1,240. The BBC reported, 30 July, that if all suppliers raised their prices in line with British Gas that would add almost one percent to the Consumer Price Index.
 

3. Fuel poverty

Figures from the Department for Environment and the Department for Business show that, at present, there are some 4 million households across the UK considered to be in fuel poverty, i.e. those households that are required to spend 10% or more of their income to heat their home. energywatch argues that it is the price of domestic energy which has the biggest impact on the level of fuel poverty. Therefore, it is reasonable to assume that the double-digit energy price hikes will undoubtedly exacerbate fuel poverty.

4. Energy price projections

In June 2008, the BBC was reporting that following record high wholesale prices domestic energy customers could see price rises of 40% by winter 2008 meaning households paying an extra £400 on average for gas and electricity. By July the BBC were reporting that energy bills could rise by more than 60% within the next few years with £1,000 average bills for gas alone.

5. Water bills

In early August it was reported that water companies in England and Wales were seeking above inflation increases – including Southern Water which sought a 4.5% a year above inflation increase - for each of the five years from 2010, taking the average annual bill to £350 pa by 2015.

6. Fares

While the RPI in July recorded rail fares up by 4.3% it was reported that London commuters face train fare rises well in excess of RPI and for some as much as 10%.

7. Petrol and diesel

The AA’s Fuel Price Report found that, in July 2008, the UK average for unleaded petrol (95 Octane) was 119.5ppl and the average for diesel was 133.1. Since April 2008, a litre of unleaded petrol has risen by 10.5% and 13.4% for diesel. The average percentage increases per litre, from April 2007, have been 28.8% for unleaded petrol and 39.95% for diesel.
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8. Tightening credit conditions 

8.1 Until recently reductions to the Bank of England’s base rate would normally have meant a similar, if not exactly a corresponding, reduction in mortgage rates. That relationship now seems to have fractured as a result of deteriorating credit conditions. The Guardian reported that, as a result of the credit crunch, lenders were raising mortgage rates and demanding that purchasers either put down substantial deposits or pay punitive rates.

8.2 By June, research by the financial information specialist Moneyfacts.co.uk had shown the cost of an average two-year fixed-rate mortgage - the most popular mortgage - had hit 6.75%, the highest rate seen in the last 10 years.
 By the end of that month Moneyfacts.co.uk had reported that homeowners were at risk of paying nearly 35% more in monthly interest payments as the cost of two year fixed rate mortgage went above 7%.
 While the average two-year fixed rate, for a 75% loan to value mortgage slipped from 6.6% to 6.36% in July, this did not have a positive impact on the housing market, with the Royal Institution of Chartered Surveyors (RICS) reporting that some 40% fewer homes were being sold than this time last year.
 
8.3 The IMF’s UK report, published August, highlighted the fracture in the link between interest and mortgage rates. Despite falling base rates mortgage lending rates rose e.g. in June 2008, the average quoted rate on the two-year fixed rate mortgage with a 75% loan to value was 0.5% up on December despite a 0.75% cut in the Bank of England’s base rate over the same period.
 By the end of September credit conditions had deteriorated even further; and a number of mortgage lenders announced rises of up to 0.5% on some of their most competitive mortgages. The Daily Telegraph reported that homeowners now faced paying up to £500 a year more for an average mortgage than two weeks ago.

9. Consumer confidence

According to the Nationwide’s July consumer index survey,  confidence levels dropped to 51, down 18% on June and almost half (46%) of the level of the previous year. These were the largest recorded falls in the index so far. The survey also found that almost two-thirds (61%, up 9%) of people believed the current economic situation was bad and 85% thought that it will either be the same or worse in six months time.

10. Housing market and prices

10.1 The Council of Mortgage Lenders (CML) reported that figures from the Bank of England showed that gross mortgage lending fell in June 2008 by 3% on the previous month and 32% over the past year. Total mortgage approvals in June were down to 165,000 compared to 290,000 at the same time in 2007. Within the year house purchase loans slumped to just 36,000 (114,000 a year before). House purchase approvals totalled £5bn in June 2008, compared to £8.9bn in the previous six-months, and some 70% lower than the £17bn of house purchase lending in June 2007.

10.2 The UK housing market, a key driver of the UK economy in recent years, remains subdued according to HBOS. It expects only modest growth in balances arising from its mortgage activities with the number of transactions likely to be 45% lower in 2008 than in the previous year. 

10.3 Both the HBOS and Nationwide reported the same monthly house price fall -1.7% for July 2008. On an annual basis, the HBOS reported an 8.8% drop in prices (Nationwide 8.1%). 
 A straightforward comparison, however, between the standardised average price for July 2008 and July 2007 gives an almost 11% (10.9%) price fall which the Guardian reported as the first double-digit decline in the Halifax monthly index since it was first published 25 years ago.

10.4 Mortgage arrears and repossessions
Data from the Council of Mortgage Lenders (CML) shows increases in the numbers of mortgage arrears and repossessions. 
10.5 The total number of households with arrears of three months or more was 155,600 at the end of the first half of the year, up from 129,600 at the end of 2007 and 120,800 at the end of the first half of last year. The arrears rate stood at 1.33% of all mortgages, up from 1.10% at the end of 2007 and 1.02% at the end of the first half of last year.

10.6 The number of possessions in the first half of 2008 increased by 41% over the second half of 2007; the increase was even greater when compared to the first half of 2007, up nearly a half (47.65%).

10.7 There were 18,900 cases where lenders took possession of property in the first six months of this year compared to 13,400 in the second half of 2007 and 12,800 in the first half of 2007. The possession rate, i.e. the proportion of all mortgages on which possession occurred over the period was 0.16% in the first half of this year, up from 0.11% for both the first and second halves of 2007. According to the CML the possession rate is now similar to the rate of the late 1990s. 
10.8 The CML is maintaining its forecast of 45,000 total possessions and 170,000 mortgages in arrears of more than three months by the end of the year but pointed out that these numbers remain extremely small when seen in the context of the 11.74 million mortgages in the UK.

11. Personal debt up

11.1 According to Credit Action, the national money education charity, Britain’s personal debt is increasing by £1m every five minutes. The total UK personal debt now stands at £1,444 billion, as at the end of June 2008, up 7.4% (£98bn) on the previous 12 months. Over the same period, the total secured lending on homes increased by 7.5% to £1,212bn and the total consumer rose by 6.8% to £232bn.

11.2 The average UK household debt is now £9,309 excluding mortgages but this rises to £21,650 if the average is based on the number of households who actually have some form of unsecured loan. Including mortgages average household debt is £58,000. The average interest paid by each household on their total debt is approximately £3,800 each year.

11.3 IFAP, the independent financial advisor organisation, claimed that, in 2008, as a nation we now have to work 70 days (up from 31 days in 2007) to earn enough just to service debt interest, let alone re-paying the actual debt. Related research by IFAP showed that for every pound UK consumers saved during the first three months of 2008, they borrowed 69 pence. This is a notable increase from the 29 pence borrowed against every pound during the first quarter of 2007.

12. Disposable incomes squeezed

12.1 Households’ ability to save for a rainy day is being severely curtailed in 2008 as rising inflation is squeezing purchasing power. National Statistics data showed that the savings ratio for Q1 2008 dropped to 1.1%, down from 3.0%, in Q4 2007, and the lowest level recorded since 1959. Over the same period, households’ real disposable incomes - take-home pay adjusted for inflation – also fell by 1%, the sharpest drop since 1999 which the National Statistics attributed to higher taxes as well as larger interest payments
. These results are consistent with research by Scottish Widows in which 50% of respondents cited the lack of money as the main reason for not saving.

12.2 Ernst & Young’s Annual Discretionary Income Study found that UK consumer spending power has fallen dramatically in the face of massive price hikes in the cost of living. The average UK household is now 15 per cent worse off than it was five years ago. After tax contributions and monthly household bills, the average family now has under 20% of its gross income left over, as opposed to 28% in 2003. Furthermore, the pace of the squeeze on the consumer has accelerated rapidly over the last year – discretionary monthly spend as a proportion of gross household income fell by almost 12% in 2007/08 its fastest rate of decline in the last five years.

12.3 The Bank of England’s August inflation report said that the main reason for the slowing down in consumer spending was the squeeze on household’s real incomes. It noted that the rise in energy and import prices is expected to lead to little, if any, growth in real disposable incomes over the next year or so. Tighter credit conditions, accompanied by a weak housing market, are also likely to act as a drag on household spending.

13. Childcare costs 2008

13.1The 7th annual Daycare Trust childcare costs survey showed that costs continue to rise in England and Wales while costs in Scotland have fallen slightly. This is of critical importance given that over eight-in-ten of the NHS workforce is female and around 40% of staff have childcare responsibilities. The survey found that, in England, childcare costs had gone up nearly 5%. It also cited research that on average nursery fees had grown by 5% per year for the last six years.
13.2 The typical full-time nursery place for a child under two is now £159 per week or £8,268 pa, in England.
13.3 The highest childcare costs were in London and the South East where the typical weekly costs ranged from £161 to £202.
13.4 Fees for childminders, in England, averaged £144 for a child under two and £142 for a child two or over.
13.5 The cost of out-of-school clubs, in England, increased by more than six times the inflation rate with typical costs of £43 for 15 hours a week.
13.6 Costs in Scotland showed a slight decrease and a typical nursery place for a child under two is now £141 and £128 for a child aged two and over, up 3% on the previous year.
13.7 Childminding costs in Scotland are typically £139 and £141 for a child under two and a child aged two and over, respectively. The typical cost of out-of-school club is unchanged, from the previous year, at £38 for 15 hours a week.
13.8 Childcare costs in Wales increased by 8%, a bigger increase than for both England and Scotland, and a typical full-time nursery place for a child under two is £142 per week. The rate for a child aged two or over is £141, an increase of 12%.
13.9 Childminding costs in Wales are also higher than both England and Scotland at £153 for a child under two and £151 for a child aged two or over.

14 An economic slowdown 

14.1 Following a spate of negative data releases the IMF cut its August forecast for UK economic growth to 1.4% in 2008 and 1.1% for 2009, having forecast in July that growth would run at 1.8% in 2008 and 1.7% in 2009.

14.2 The Confederation of British Industry (CBI) also warned that the economy was deteriorating faster than previously thought and revised its growth predictions  downwards, claiming that the credit crunch had been bigger and broader than first expected adding “A year ago it seemed reasonable to hope that the worst would be over by now. That has not turned out to be the case.”
 The Bank of England’s August inflation report projected that economic growth would be flat for the next year or so.

14.3 Other data confirms that analysis. Retail sales in the UK fell by 3.9% in June, after they had shown an unexpected 3.6% record surge in May 2008, the sharpest monthly decline since records started in 1986. The Manufacturing Purchasing Managers’ index fell to 44.3 in July 2008, down from 45.9 the previous month. The July index score was the third month in succession that the index was below 50, which indicates contraction, and the worst score since December 1998. Although the index does not translate in actual output figures it is a guide to manufacturing output and a score below 50 indicates falling output.
 However, National Statistics data confirmed that production output fell in the second quarter 2008, by 0.8%
 and it was reported that these latest sets of statistics reinforced expectations that the UK faces the prospect of a recession.
 The Chartered Institute of Purchasing and Supply (CIPS) survey into service sector activity showed an increase in the index to 47.4 in July, up from 47.1 in June, but nevertheless an index score under 50 indicates contraction in the sector.
 At the same time another CIPS survey of manufacturing prices showed an increase to 63.1, the highest reading since the series began in 1999.
 Producer price inflation rose in the year ending July 2008 by 10.2%, the sharpest annual rise since records began in 1986.
14.4 Inflationary pressures and forecasts
In June 2008, the Bank of England explained the sharp increase in the CPI rate from December to May 2008 (3.3%, up by 1.2%) which was ‘accounted for by large and, until recently, unanticipated increases in the price of food, fuel, gas and electricity’ which was responsible for 1.1% of the 1.2% increase. In the year to May

· world agricultural prices had increased by 60%, UK retail food prices by 8%

· oil prices rose by more than 80% and UK retail fuel prices by 20%

· wholesale gas prices increased by 160% and UK household electricity and gas bills by around 10%

14.5 The Bank warned that CPI inflation was likely to rise significantly further above the 2% target in the next six months or so for three main reasons:

· The increase in oil prices will pass through and increase costs faced by business

· Rising wholesale gas prices will lead to further tariff increases

· The depreciation of sterling, down 12% since its July 2007 peak, has boosted the prices of imports and added pressure on consumer prices.

14.6 The Bank explained that we were witnessing ‘a change in commodity, energy and import prices relative to the prices of other goods and services …although this clearly raises the price level, it is not the same as continuing inflation.”  

14.7 In early August, the International Monetary Fund (IMF) warned that headline CPI inflation would rise to about 5 percent at the end of this year as the surge in global commodity prices and the recent depreciation of sterling continues to work through the system.

14.8 The following week, the Bank of England’s inflation report went further: it stated that its ‘central projection is that CPI inflation continues to rise sharply in the near term. There is considerable uncertainty around the outlook for oil prices, reflected in the increased uncertainty implied by financial options prices. The uncertainties around the Bank’s central projection for inflation were greater than usual. In the short term, the profile for inflation will depend particularly on the size and timing of further gas and electricity price increases. In reference to recent domestic energy increases (by British Gas and EDF) the Bank warned that if the other utility companies applied similar price increase then CPI inflation could increase by an additional 1% by September 2008.  Accordingly, the Bank has revised its projection adding that ‘it is more likely than not that the inflation rate will rise above 5% at some point in the coming months’.

14.9 In July 2008, IRS had been forecasting RPI (all items) to average 4.1% within a range of 2.7% - 5.7% but such projections are now likely also to be revised upwards in the light of the August inflation report.

15 Interest rates 

Due to the steep increases to domestic energy prices the Monetary Policy Committee held interest rates at 5%, unchanged since April, at its September 2008 meeting.
 However on 8th October the Bank of England's Monetary Policy Committee voted at a special meeting to reduce the official Bank Rate paid on commercial bank reserves to 4.5% in a bid to help stem rising inflation, but it is not clear to what degree this cut will be passed on to the consumer.

16 Labour Market 

In the latest reference period, the three months to July 2008, the number of people in employment decreased by 16,000 to 29.54m but up 333,000 on a year earlier. The employment rate was 74.7%, down 0.2% on the previous quarter.  The unemployment rate stood at 5.5%, an increase of 0.2% on the previous three months and from a year earlier.  The number of people in public sector employment increased by 13,000 in June 2008 to 5.77m while there was a drop of 29,000 in private sector employment to 23.77m. There were 31.68m jobs in June 2008, up 26,000 over the quarter and 142,000 on the previous year. The education, health and public administration sector enjoyed the largest annual increase in jobs, up 43,000.

17 Average earnings

In the three months to July 2008, whole average earnings index, excluding bonuses,  was 3.7%, unchanged from the previous three months (including bonuses, the increase was 3.5%, up 0.1%). Average private sector earnings were 3.7%, excluding bonuses, unchanged from the previous period (3.5%, including bonuses, down 0.1%). In the public sector average earnings, excluding bonuses, was 3.7%, down 0.1% (including bonuses the increase was 3.3%, up 0.1%).

18 Pay settlements 

18.1 Average earnings in the private sector are once again outpacing the public sector with the three month average of earnings including bonuses standing at 3.5% to June 2008 for the private sector compared to 3.3% in the public sector
. 
18.2 Data from the Industrial Relations Services (IRS) found that private sector pay settlements continue to outpace the public sector by 1%, with average private sector pay settlements rising by 3.5% in the 12 months to June 2008, compared to 2.5% in the public sector
 and this gap remained unchanged in the year ending August 2008.

[image: image4.emf]Pay settlements

0.00%

0.50%

1.00%

1.50%

2.00%

2.50%

3.00%

3.50%

4.00%

Jun-07 Jul-07

Aug-07

Sep-07

Oct-07

Nov-07

Dec-07 Jan-08 Feb-08

Mar-08

Apr-08

May-08

Jun-08 Jul-08

% increase

Private

Public


18.3 IRS analysis showed that pay awards have now been below the level of RPI inflation for two years and the gap between basic pay settlements and the RPI inflation (at June 2008) was 1.4%. IRS commented that pay settlements have not been this far below RPI inflation since October 1990.

18.4 In the three months to July 2008, the LRD Payline database shows an overall mid-point increase of 4.0% on lowest basic rates . The service sector mid-point for the three months was 3.9% whilst the manufacturing mid-point was 4.0%. The median was 4.0% in the private sector but only 3.0% in the public sector.

	Private sector: rolling 12-month period 


	 
	Aug '07
	Sep
	Oct
	Nov
	Dec
	Jan '08
	Feb
	Mar
	Apr
	May
	Jun
	Jul
	Aug

	Percentage increase in basic pay

	Median increase
	3.5
	3.5
	3.5
	3.5
	3.5
	3.5
	3.5
	3.5
	3.5
	3.5
	3.5
	3.5
	3.5

	Mean increase
	3.4
	3.4
	3.5
	3.5
	3.5
	3.5
	3.5
	3.5
	3.4
	3.4
	3.4
	3.4
	3.4

	Upper quartile
	4.0
	4.0
	4.0
	4.0
	4.0
	4.0
	4.0
	4.0
	4.0
	4.0
	4.0
	4.0
	4.0

	Lower quartile
	3.0
	3.0
	3.0
	3.0
	3.0
	3.0
	3.0
	3.0
	3.0
	3.0
	3.0
	3.0
	3.0

	No. of pay reviews
	1,053
	1,060
	1,053
	1,047
	1,049
	966
	959
	939
	799
	781
	767
	728
	706

	Source: IRS pay databank (August 2007 to August 2008) 


IRS pay databank settlements 

	Review group
	Effective data
	Period
	Award

	Private Sector
	
	
	

	Building & Allied Trades JIC  (covering 200,000)
	June 2008
	12 months
	Adult rates increased by 3.5% and 4.5%

	Construction JIC 

(covering 500,000)
	June 2008
	36 months
	Year 3 of three-year deal: 6% to minimum rates.

	Demolition ICB

(Covering 7,000)
	July 2008
	12 months
	Year 2 of three-year deal: 4.25%

	Tesco – UK Staff

(covering 250,000)
	June 2008
	12 months
	3.8% basic 

	
	
	
	

	Public Services
	
	
	

	Joint Negotiating Committee for Higher Education Staff 

(covering 340,000) 

	October 2008
	36 months
	Year 3 of three-year deal: 2.5% or September RPI whichever is higher.

	University of Aberdeen

(covering 3,385)
	August 2008
	38 months
	Year 3 of three-year deal: 3.5% basic increase.


Median Full-time Basic Salary

	NHS Pay Review Body’ staff groups
	Median Full-time

basic salary
	Qualified
	Unqualified

	
	2006
	2007
	2006
	2007
	2006
	2007

	All Nurses Midwives & health visiting staff
	£22,900
	£24,400
	£24,800
	25,400
	£14,500
	15,500

	Allied Health Professionals
	£28,600
	£29,200
	£30,800
	£31,800
	£15,100
	£15,800

	ST&T Staff Other


	£24,800
	£25,400
	£27,700
	£29,200
	£14,500
	£15,100

	London Ambulance Staff
	£21,000
	£22,000
	£24,800
	£22,200
	£19,700
	£17,300

	Outside London Ambulance Staff
	£19,700
	£20,300
	£24,800
	£25,400
	£16,400
	£15,900

	Former Pay Negotiating Council Groups
	
	
	
	
	
	

	Admin and clerical
	
	£17,300
	
	
	
	

	Maintenance & works
	
	£19,100
	
	
	
	


Information Centre for Health & Social Care NHS Staff Earnings Estimates (Jan to March 2007 - 2008)

18.5 The median full-time basic pay gap between qualified and unqualified staff have widened for three of the five groups. Compared to the previous year, in 2007, the gap for Allied Health Professionals was £16,000, up £300; for ST&T Other it was £14,100 up £900 and for Outside London Ambulance Staff it was £9,500 up from £8,400.

Public and Private sector comparators 

	Occupation
	Median Pay ASHE 2005
	Median Pay ASHE 2006
	Median Pay ASHE

2007 

	Nurses
	£429.20
	£435.70 (+1.5%)
	£458.30 (+4.8%)

	Midwives
	£485.60
	£466.40 (-3.95%)
	££487.40 (+0.4%)

	Police Officers
	£652.70
	£668.40 (+2.4%)
	£685.90 (+2.7%)

	Social Workers 
	£487.00
	£502.30 (+3.14%)
	£521.30 (+0.9%)

	Teachers (Secondary)
	£598.60
	£600.20 (+0.27%)
	£629.20 (4.3%)


NB: These 2006 results take account of a small number of methodological changes which will improve the quality of results. These include changes to the sample design itself, as well as the introduction of an automatic occupation coding tool, ACTR. Therefore these results are only continuous with the 2007 results that have been produced using this methodology and are discontinuous with results from previous years.

18.6 The 2007 median ASHE weekly pay gap between Police Officers and Nurses was £227.60, up from £223.70 in 2005. Last year, the gap was £232.70. (While that suggests a narrowing of the gap the more accurate explanation may well be the change in the ASHE methodology, above.) The gap between Midwifes and Secondary Teachers is widening, up from £113 per week in 2005 to £141.80 as recorded in the 2007 ASHE data.
	Private Sector Occupational Groups
	ASHE 2007 


	Train Drivers
	£702.80 (+2.4%)

	Water & Sewerage plant operatives
	£466.70 (-4.1%)

	Property Housing & Land Managers
	£616.60 (+2.1%)

	Electrical Engineers
	£732.60 (+5.1)

	Financial & Accounting Technicians
	£670.80 (+0.1%)


19 Earnings forecasts

The HM Treasury found that among 40 independent forecasts the increase in earnings for 2008 is expected to average 3.9% (with the range running between 3.6 and 5.2%) while for 2009 the forecast is expected to rise to 4.0% (with the range running from 3.2 to 5.5%) 
. IRS forecasts average earnings for the whole economy are 4% for 2008 (within a 3.5% to 4.5% range) and 3.9% for the following year (within a 3.2% to 4.5% range). 

20 Recruitment and Retention

20.1 The Chartered Institute of Personnel and Development found in its annual survey on recruitment and retention and turnover
 that 2007 vacancy levels remained stable across the economy, while turnover continued its fall from 18.3% in 2005 to 18.1% in 2006 and then 17.3% in 2007. The latest survey of three-month vacancy rates by the NHS Information Centre
 showed that rates for most NHSPRB staff groups in England fell or remained flat between 2007 and 2008, though certain occupations, such as midwives and health visitors experienced a rising vacancy rate.   
20.2 However, once again, these figures have to be understood in the context of the period when the data was collected over the three months to the end of March 2008, when recruitment freezes continued to be commonplace as trusts sought to keep tight control of finances. In this climate vacancies are less likely to be advertised even when staff have left the service. For the first time, the Information Centre also collected the total number of vacancies at 31 March 2008, regardless of how long the vacancy had been unfilled. These figures show the major discrepancy between three-month and total rates, confirming staff side’s long-standing doubts about the three-month figures. Examples for some key staff groups are shown below. 

	 Staff group

	Total 

vacancies
	Three month 

vacancies

	Qualified nursing, midwifery and health visiting staff
	2.5%
	0.5%

	Total ST&T staff 
	2.7%
	0.4%

	Qualified Allied Health Professionals
	2.9%
	0.5%

	Health care assistants & support staff with LDP definitions
	3.2%
	0.7%

	Admin & estates staff
	2.7%
	0.4%

	Ambulance staff
	3.4%
	0.1%


20.3 More up-to-date National Statistics data shows that vacancies in health and social work rose 13.3% in the three month period to July 2008, while the number of vacancies across the whole economy shrank by 3.6%, leaving the sector experiencing the fifth highest increase among 19 sector categories
. When examined from the perspective of vacancy increases per 100 employees, health and social work is shown to be experiencing the fourth highest increase across the whole economy, with a 0.3% increase in vacancies (see figure below). 

20.4 The latest NHS Information Centre workforce data published in March 2008 shows that the headcount of non-medical staff working in the NHS fell by 7,362 in the year to September 2007 and the number of full time equivalents declined by 6,004 over the same period. These figures suggest that the latest NHS vacancy figures to March 2008 need to be treated with considerable caution as they place a question mark over whether vacancy rates have been affected by trusts deciding not to refill formerly permanent posts. 
20.5 Doubts are further fuelled by the finding that, at the same time as the size of the non-medical workforce has declined, the use of Bank staff has been going in the opposite direction, with the latest NHS Information Centre workforce statistics showing a 7% rise. Therefore, the increasing size of the Bank workforce is liable to have an additional distorting effect on vacancy figures.
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20.6 NHS workers are also being forced to adapt to the pressure created by high inflation in a number of ways. For example, a study published in August 2008 on the nursing workforce in Scotland revealed the extent to which nurses are taking on second jobs to ease the strain of inflation on their NHS wages. 
 The investigation found that ward staff are moonlighting in shops and bars and many more have signed up for temporary work through the NHS nurse bank agency or taken on extra roles within the health board to make ends meet.
20.7 Information obtained under Freedom of Information Act showed that 332 nurses working in Grampian, Greater Glasgow and Clyde and the Borders health boards have second jobs outside the NHS and by extrapolation this implies that around 1,000 nurses in Scotland have taken on external jobs. Another 4,000 nurses in those boards able to provide figures have second posts within the authority or take extra work through the nurse bank, again implying that the total for Scotland is nearer 12,000. This represents 17% of the number of nurses registered in Scotland through the Nursing and Midwifery Council
20.8 As this pressure to find additional employment sharpens with increased inflation, it presents greater risks to the quality of care provided to patients by heavily overworked staff. A further report published by the Nursing Times in September 2008 following a survey of 3,392 nurses found that 27% were planning to leave the profession within the next five years and. while 40% of those cited retirement, nearly a third stated that burnout was their main motivation for leaving 
 

21 Graduates

21.1 The relative pay position of graduates in the NHS is suffering a particularly marked deterioration according to data collected by Incomes Data Services (IDS). Survey results published by IDS in February 2008 found that the average 2008 starting salary for graduates is expected to reach a median rise of 2.5% to £23500, while starting salaries in the public sector are expected to jump 10.9% from £21,909 to £24,295
. 
21.2 IDS even cautions that the expected salaries are likely to be an underestimate as predictions proved 3.4% wide of the mark last year when companies responded to sustained high rates of inflation by upping salaries beyond expectations. This would mean that the starting salary for graduates in the NHS (at the bottom of band five) would fall from 87% of the median whole economy rate to 86%, while declining from 89.8 to 83.2% of the public sector rate. 
21.3 IDS research goes on to show that the average three year lead on graduate pay (based on the amount a graduate who joined three years ago is now paid compared to a newly recruited graduate) stands at 38% across the whole economy and 13.2% in the public sector. This compares unfavourably with the health service three year lead of just 9.2%. Similarly, the five year lead across the economy is 55.8% and 27.5 in the public sector, whereas the NHS displays a lead of 15.9%.
21.4 These developments are particularly critical to the NHS given projections to graduate recruitment over coming years. Statistics drawn from the Higher Education Statistics Agency and Information Centre Database indicate that the total number of nursing and midwifery students on pre-registration courses stood at 70,798 in 2005/6, reflecting a continued upward trend since 2002/3 (as shown in the diagram below). Approximately 30% of these students will be degree graduates and the trend toward an ever growing graduate intake is set to intensify as a result of the announcement by the Nursing and Midwifery Council that nursing will become an all-graduate profession by 2015. 
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21.5 The Department of Health National Workforce Review Team has tracked the nursing supply in England up to 2005 and developed projections up to 2012
. Although its projections are based on a flattening out of annual growth in the nursing supply, the expected fall in international recruitment combined with the sharp rise in leavers resulting from an ageing workforce is expected to result in the need to stabilise commissions for training around the historically high levels shown below of 22,941 a year. 
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21.6 Midwifery has been an all-graduate profession since 2007 and is facing the same steep rise in retirements over coming years (projected at 76% between 2006 and 2015). As a result workforce projections by the Workforce Review Team
 showing the shortfall in midwifery supply prompted Health Secretary Alan Johnson to announce in February 2008 a package of measures to recruit an extra 4,000 midwives to the NHS over the following three years.
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21.7 In addition to the sheer scale of graduate employment required to sustain the NHS, a survey conducted by UNISON of healthcare students in July 2008 revealed the scale of debt facing students entering their NHS profession. The relationship of the average debt for third-year students on qualification to starting salary for nursing diploma, nursing degree, midwifery, occupational therapy and operating department students is shown below (see graph below). The figures reveal that nursing diploma students are starting their careers owing 40% of their gross salary in debt, whereas students on other courses average a debt-to-salary ratio close to 30%. For a nursing diploma student who devotes £100 of approximately £1,129 a month in starting take home pay to paying the debt, it would take almost seven years for the student to clear the debt incurred even without including interest. 
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21.8 These trends in demand for graduates and the financial burden placed on graduates show that the competitive position of NHS pay rates against other graduate employers is of critical and growing importance to the delivery of the service. 
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