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Research to explore the costs and benefits of the London living wage

Introduction
This paper draws upon some of the findings from a research project that was commissioned by Trust for London, as part of their special initiative to support the living wage. The project was designed to explore the costs and benefits of the London living wage and the research design, methodology and findings are reported in Wills and Linneker (2012). In relation to the arguments made here about the scalar dynamics of the balance of costs and benefits arising from the living wage, the paper draws upon the data collected from employers and clients, and the modelling used to explore the potential impact of the living wage on the income, tax and benefit systems as outlined below.
The pre/post living wage case study workplaces
The paper draws upon data collected at seven pre/post case study firms. Data were collated for the year before the living wage was implemented and then compared with the following year once the living wage was agreed. The set of 7 pre/post case study workplaces are outlined in Table 1.
Table 1: The pre/post case studies included in the research
	Sector of employment
	Type of employment
	Number of pre/post cases
	Dates for company data collection*
	Workforce size*

	Grounds work
	Sub-contracted service provision
	1 pre/post study
	Year ending 2009 (NLW) v 2010 (LW)
	NLW/LW: 100

	Housing Association
	Estate cleaning (in-house)
	1 pre/post study
	Year ending 2010 (NLW) v 2011 (LW)
	NLW/LW: 40 


	Office cleaning 
	Sub-contracted service provision
	5 pre/post studies
 
	Year ending 2010 (NLW) v 2011 (LW)
	NLW/LW: 100


Note: *NLW is the non-living wage year; LW is the living wage year

The larger research project also involved data collection at three additional pairs of matched living wage and non-living workplaces (in transport cleaning, university cleaning and office cleaning) where workers were doing the same work but paid at least £1 less for each hour of work. In each case, we worked with senior managers to collect a series of data for the pre/post periods or the comparative cases. Wherever possible, this data included: (1) contract costs; (2) staff leaving; (3) staff starting; (4) the cost of recruitment; (5) expenditure on staff training; and (6) sickness and absence rates. 
Once these figures were generated for all the case studies, we developed a number of indicators that allowed us to make comparisons across the case studies that are displayed for the pre/post cases in Table 5 in this paper. As is evident, there were some cases where it was not possible to collect all the data we needed: one was not able to provide cost data about their in-house service and others didn’t necessarily collect data about their spending on training. In interpreting of the results, it is important to recognise that the wider economic situation will have impacted on trends within any particular case study workplace. 
In order to more fully understand the reasons that employers and clients signed up to the living wage, we conducted a number of interviews with representatives and workers from the case study firms. The workplace survey was facilitated by the employers and their clients and took place via a face-to-face interview with 416 workers (218 or 52% in living wage workplaces and 198 or 48% in non-living wage workplaces) during working hours.[endnoteRef:1] In this paper we just use the data related to benefit claiming – as outlined below - but in other outputs we summarise the full methods and findings from this part of the project (Wills and Linneker, 2012).  [1:  We are very grateful to the research team for conducting these interviews: Dr Yara Evans, Jana Gigl, Dr Olivia Sheringham, Catalina Bejarano Soto and Beata Switek.] 

Modelling the impact of the living wage on the tax, income and benefit systems
The final part of the research project sought to measure the impact of the living wage on income, tax and the benefit systems. In addition to using our own survey data, we commissioned the production of tables modelling net income, tax deductions and benefit entitlements, for different household/family types from Ferret Information Systems Ltd. The data were generated for a range of characteristics including single adults and adults with or without partners, with two or three children. The household/family types were modelled to include those in private rented accommodation and those with a registered social landlord, with either 2 or 3 bedrooms, with and without childcare costs, to reflect differences in housing and costs (see Table 2). 
Table 2: Household/family types used in modelling the impact of the living wage on the income, tax and benefit systems, including private and registered social landlords 

	Single adult in a shared room

	Single adult in a 1 Bed property

	Lone parent - two children - 2 Beds - Full childcare

	Lone parent - two children - 2 Beds - One childcare

	Lone parent - two children - 2 Beds - No childcare

	Couple - two children - 2 beds - one working

	Couple - two children - 2 beds - both working - Full childcare

	Couple - two children - 2 beds - both working - One childcare

	Couple - two children - 2 beds - both working - No childcare

	Couple - two children - 3 beds - one working

	Couple - two children - 3 beds - both working - Full childcare

	Couple - two children - 3 beds - both working - One childcare

	Couple - two children - 3 beds - both working - No childcare

	Couple - three children - 3 beds - one working

	Couple - three children - 3 beds - both working - Full childcare

	Couple - three children - 3 beds - both working - One childcare

	Couple - three children - 3 beds - both working - No childcare



Calculations were for total net income in these different household types for 2011. Net income included the payment of Income Tax and National Insurance where payable. Where benefit take up was indicated, it included Housing Benefit, Council Tax Benefit, Working Tax Credit, Child Tax Credit, Child Benefit, and for calculations of income in 2014, Universal Credit. Net income without benefit take up excluded Working Tax Credit, Housing Benefit, Council Tax Benefit, Child Tax Credit and Child Benefit. The data were calculated on the basis of 2011 wage rates when the NMW was at £6.08/hr and the London living wage was £8.30/hr. 
In order to explore the potential savings to be made by living wage implementation in London, we had to scale-up to the London-wide population. The GLA estimate that some 10% of full-time and 41% of part-time employees in London do not receive the London Living Wage (LLW) of £8.30 per hour and that of all employees, 16% receive wage rates less than this amount (GLA, 2011, 26).  In making these calculations, they use the Annual Survey of Hours and Earnings (ASHE) that is derived from a sample distribution of employee job earnings taken from HMRC PAYE records.
For this paper, we have used data from the Business Register and Employment Survey (BRES) to calculate the numbers of jobs that are paid less than the living wage. In 2011, the survey suggests that 780,000 employee jobs were paid below the London Living Wage of £8.30.The BRES figures can be regarded as the definitive source of official Government employee and employment statistics in the UK. This series provide estimates of employee jobs rather than the number of people in employment, as people can have more than one job. The BRES excludes the self-employed, HM forces and Government supported trainees. Employee estimates are obtained from the number of employees employed by a business. It is the business that is sampled at the workplace rather than surveying an individual at their place of residence, as is the case with the Labour Force Survey (LFS). Whereas we used the ASHE and LFS data in the official research report arising from this research (Wills and Linneker, 2011), there is good reason for using the BRES data instead. As shown in Table 3, in calculating the number of workers being paid less than the London living wage, the two sources of data range from 570,000 to 780,000. In what follows, and in contrast to the official report, we have used the higher BRES figures in making our calculations. 

Table 3 Estimates of employees in London earning less than the London Living Wage, by data source, 2011 

	Year 
	Data Source & Value 
	Full Time 
	Part Time 
	< LLW Estimate 
	Estimate Method 
	Estimate Rounded 
	Year and Type of Estimate 

	2011 
	ASHE 2011 
	
	
	
	
	
	

	
	T25.6a 
	
	
	
	
	
	

	
	3,539,000 
	2,818,000 
	721,000 
	577,410 
	10% of FT and 41% PT earning less than £8.30 per hour 
	580,000 
	2011 estimate based on 2011 data 

	
	3,539,000 
	
	
	566,240 
	16% of All employees earning less than £8.30 per hour 
	570,000 
	2011 estimate based on 2011 data 

	
	
	
	
	
	
	
	

	
	BRES 
	
	
	
	
	
	

	
	2011 based estimate[endnoteRef:2]  [2:  BRES (2012) Business Register and Employment Survey, 2011. ONS: http://www.ons.gov.uk/ons/dcp171778_280655.pdf
] 

	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	4,287,000 
	3,153,000 
	1,135,000
	780, 650 
	10% of FT and 41% PT earning less than £8.30 per hour 
	780,000 
	2011 estimate based on 2011 data

	
	4,287,000  
	
	
	685,920
	16% of All employees earning less than £8.30 per hour 
	690,000 
	2011 estimate based on 2011 data


Note: Rounding is to nearest 10,000. 
In our workplace survey, we interviewed 198 respondents in non-living wage workplaces (NLW) and of these, some 24% (47 workers) had more than one job. Of these, 77% (or 36 workers) were paid less than the living wage for this second job too. As such, our NLW sample actually represents 234 NLW employee jobs (198 + 36). When applied to the BRES estimates of the numbers of NLW employee jobs in London, we calculate that some 660,000 workers were doing 780,000 NLW jobs in London in 2011. On this basis, we used a derived weight of 3,333 to reflect the relationship between NLW jobs in the sample and those in London (780,000 / 234 = 3,333).
We then used three methods to calculate the potential savings based on our sample. The first, which we are calling the sample sum method estimates the gross total income, tax and NI take, while the benefit savings are estimated directly from the actual figures given in the survey. The method then scales-up these totals by weighting each case to represent the population at the London-wide level. 
Wage rates and hours worked data for each case in the sample were used to produce an estimate of gross income per week from which a tax and NI contribution was estimated. Taxation was estimated by applying the 20% tax rate to annual income over the tax threshold of £6,475 (or on weekly gross income above £124.50 per week). The NI contributions were applied to income above £110 per week at 11% and this was used to estimate worker NI contributions. Tax and NI contributions were then added together to produce an estimate of Exchequer take directly from the worker sample. 
However, the data reporting benefit claim values from our survey was poor with only 19% of NLW cases reporting a value. As a result, this method estimates the total Exchequer benefits to be just £414 million per year and this is the lowest estimate generated by our research (see Table 4). 
Partly as a result of this poor data reporting, we then used a sample average method. This method uses sample average values and a number of proportionate thresholds derived from the sample of those who do or do not pay tax and claim benefits, to produce a crude estimate. Confidence limits at the 95% level were used from the sample means to produce lower and upper estimates about the central estimate. The central estimate is based on the sample survey means and the confidence interval produces values above and below these sample means as an upper and lower variation of where the population mean lies. These values are used in conjunction with sample proportions to produce the estimates based on the assumption that the LW sample is a good predictor of the benefits generated if the NLW sample went LW. 
The present job gross income distribution estimates above and below the personal allowance tax threshold of £6,475 per year suggest that 60% of NLW workers would pay tax and 61% of LW workers in the sample would pay tax. While more would pay NI, the estimates are based on the proportions paying tax. In this method, tax and NI contributions are estimated from the actual data reported on gross minus net income from present jobs, and the average rates are applied to these proportions. Based on responses to the benefit claim question in the sample, 30% of NLW and 27% of LW cases claimed benefits.
Sample mean estimates of gross income, tax and NI, and benefit average rates per worker were then applied to derive estimates. Sample rates per worker were applied to the London NLW individual workers total of 660,000 to generate the London-wide estimate. This method produces central estimates of the total Exchequer benefits to be £812 million per year (see Table 4). 
Finally, we also deployed what we are calling the Ferret matching method. This method matches the NLW sample of workers to Ferret family categories to generate estimates of gross income change, tax and NI, and benefit saving. These estimates are then weighted to produce estimates of London-wide scale up with LW implementation. 
The Ferret modelled data show the effect on income, tax and NI, and benefit entitlement income for different categories of family of moving from a 2011 National Minimum Wage (NMW) rate of £6.08 per hour to the London Living Wage (LLW) rate of £8.30, and implies a 36.5% wage rate increase. This modelled wage rate change is larger than the actual average sample wage rate change of £6.35 NLW to £7.83 LW. As such, the Ferret estimates are larger than those derived from the sample which reflects a 23.3% average wage increase - a difference of 13.2% - assuming fixed working hours.
The Ferret modelling shows the extent of tax and NI revenue increases, and benefit reductions, with higher wages and income. These data indicate that it is not possible for the Exchequer to lose from paying higher wages. However, our estimates of the extent of the gain to the public purse partly depend upon the Ferret categories generated and the matching process used. 
We used two types of matching methods to estimate the extent of fiscal gains from LLW implementation for the NLW group of workers. First, one based on allocating cases on general sample proportions. Second, one to match more precisely the balance of individual cases including: family structures, childcare status, partner-working, and working hours. 
In the Ferret modelled categories where a ‘couple household’ also has a working partner, the model treats the working partner as having the same working hours as the worker. In addition, the model assumes a double income increase in the household as it assumes that both the worker and partner-worker gain from the wage rise. To this extent, NLW couple matches where the partner also works in the sample can inflate the income effects as it assumes the family gains twice from LW implementation for the matched worker and the partner, when this might not be the case. Couple categories where one is working and the partner is not working may be a better representation of the actual situation than couple households where both are working. To this extent, the figures generated are indicative of the general levels of fiscal savings from reduced wage subsidy benefits (where claimed), and higher tax and NI takes (where payable). 
This general proportionate matching method simply splits the 198 NLW sample cases into a nested hierarchy depending on the NLW sample proportions. First it treats all cases as either private renting or RSL renting. It then splits up the cases in relation to benefit claimants or not, single or couple, children or no children, and finally, full-time or part-time. This general case matching assumes the NLW sample proportions. These are private renting at 55% and RSL renting at 45%, assuming other accommodation types are similar to RSL category. It assumes benefit claiming at 30% and non-claimants at 70%. It assumes single households at 58% and couple households at 42%; households with children at 30% and with no children at 70%; full-time workers (35 hrs) at 57%, and part-time workers (16 hrs) at 43%. 
Only 18% of the NLW sample had a reported partner income stream also entering the household. The matching here assumes all cases only have one income source from the present job, as is the case with the majority of the NLW sample (72%). By excluding working partners and only matching to one worker in the household, the partner worker income inflation issue is avoided. These assumptions have the effect of only generating a tax and NI gain to the government from full-time workers, as Ferret data indicates part-time workers doing 16 hours not to be paying any tax on their wage increase. 
This method produces estimates of total Exchequer savings from London-wide implementation at £847 million per year (see Table 4). This is a conservative estimate as it excludes the effects of second jobs and partner incomes. 
In order to try and improve the accuracy of these calculations, we also deployed a more precise matching method that reflects the use of childcare and whether a partner was reported being present. Where a partner worked, the Ferret categories used assumed they worked the same hours as the respondent, which has the effect of increasing or decreasing income depending on partner hours. Workers with working hours of up to 16 were matched to the Ferret 16hrs category, those working 16-30 hours were matched to the 24hr category and those working over 30 hrs were matched to the 35hrs category. This more precise matching method produced estimates of Exchequer savings from London-wide implementation of £1,165 million per year. 
In sum, although these estimates are based on a number of assumptions, and are sensitive to the method and matching techniques used, the evidence suggests that there are substantial fiscal gains to be made by the Exchequer from implementing the LW in London. Table 4 summarises the estimates produced. It shows the overall average from the estimates to be £941 million a year, and the range to spread from £812 million to £1,165 million per year.
Table 4: Estimates of Exchequer benefits with LLW implementation, by different methods
	£ Millions Per Year 
	Sample Sum Method 
	Sample Average Method 
	Ferret Matching Method 
	Average 

	
	Actual 
	Central 
	Lower 
	Upper 
	Fuzzy General 
	Fuzzy Precise 
	All 

	
	1 
	2 
	3 
	4 
	5 
	6 
	

	Gross Income Change 
	1,498  
	1,133  
	1,022  
	1,228  
	2,045  
	2,519  
	1,799  

	
	
	
	
	
	
	
	

	Tax & NI Change 
	407  
	443  
	393  
	494  
	487  
	692  
	541  

	
	
	
	
	
	
	
	

	Benefit Claim Savings 
	7  
	369  
	238  
	499  
	360  
	473  
	400  

	
	
	
	
	
	
	
	

	Exchequer Savings (Tax & NI and Benefit Claim Savings) 
	414  
	812  
	631  
	993  
	847  
	1,165  
	941  


Note: In relation to the overall averages: The Tax & NI change average is based on estimates 2, 5 & 6;  The gross income change average is based on estimates 1, 2, 5 & 6; The benefit saving average is based on estimates 2, 5 & 6; The Exchequer savings are based on estimates 2, 5 & 6. 
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