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EXECUTIVE SUMMARY

Returning the UK to sustainable, balanced growth is the Government’s overriding priority.
The Government has taken decisive action to set out a clear strategy for fiscal
consolidation and there is evidence that these fiscal plans are continuing to contribute to
the UK being seen as a safe haven, with interest rates near record lows, benefitting
businesses and families.

Official statistics have estimated a contraction in the UK economy of -0.4 per cent in the
second quarter of 2012. This is a disappointing figure, but the UK is dealing with some
deep-rooted problems at home, including recovering from the biggest debt and financial
crisis of our lifetimes, as well as a very serious debt crisis abroad.

The financial crisis of 2008 and 2009 exposed an unstable and unbalanced model of
economic growth in the UK based on ever increasing levels of public and private sector
debt. In 2010 and 2011, the UK economy was hit by a series of further shocks: commodity
price driven inflation; the euro area debt crisis damaging confidence; and the ongoing
structural impact of the financial crisis.

Despite the difficult current conditions, inflation has more than halved since its peak in
September 2011 - and in the third quarter of 2012 it was 2.4 per cent, below the Office for
Budget Responsibility’'s (OBR) forecast of 2.6 per cent. The Bank of England’s August
Inflation Report forecasts inflation to be below the 2 per cent target for a large part of the
period to 2015. Headline labour market indicators have been more positive in the beginning
of 2012 than many had expected, with employment in the three months to August rising by
212,000 on the quarter and up 510,000 on the year. The unemployment rate fell from its
most recent peak of 8.4 per cent in the final quarter of 2011 to 7.9 per cent in the three
months to August 2012. However, labour market conditions remain weaker than prior to the
recession, with recent employment growth supported by increases in part-time and self-
employment.

The Government remains committed to fiscal consolidation. The June 2010 Budget
announced the Government’s forward-looking fiscal mandate to achieve cyclically-adjusted
current balance by the end of the rolling, five-year forecast period. In their March 2012
forecast, the OBR concluded that the Government remained on course to meet the fiscal
mandate. However there remains substantial uncertainty over the medium term, particularly
in relation to market sentiment towards high-deficit countries and the UK therefore faces
significant risks until fiscal sustainability is restored.

In light of all of these factors, the Government believes that there remains a strong case for
continued pay restraint in the public sector. Therefore, at the 2011 Autumn Statement, the
Chancellor announced that public sector pay awards will average at 1% in each of the two
years following the pay freeze (Annex A) — and the Pay Review Bodies (PRBs) have been
asked to consider how best this should be divided between their remit group

NHS Pay has to be viewed in the context of wider public sector pay and fiscal policy.
Although there has been a 2 year pay freeze and the prospect of average pay increases of
up to one per cent per annum over the next 2 years, about 60% of staff on the Agenda for
Change (AfC) pay system receive annual incremental rises averaging about 3.5% and
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recruitment, retention, morale and motivation remain strong. This emphasises the
Government'’s view that pay increases should only be implemented if there is any evidence
that there are recruitment, retention, morale or motivation issues that require this.

The Parliamentary Undersecretary of State for Health (PS(H)) reinforced these comments
in his remit letter to the NHSPRB (Annex B), complementing the Chief Secretary to the
Treasury’s (CST) letter (Annex C) setting out how the Government proposed that the
NHSPRB should approach the 2013/14 pay round. In particular, PS(H) tasked the PRB to
consider:

e whether any staff groups warrant pay increases of more or less than 1% as
long as, overall, the increase does not exceed an average of up to 1%;

e that 60% of the NHSPRB’s remit group receive incremental progression of, on
average, 3.5%;

e the impact on AfC pay differentials as a result of the £250 increase for staff
earning less than £21,000 during the pay freeze period;

e whether Higher Cost Area Supplements (HCAS) or any other allowances within
the PRB’s remit should be changed, noting that any changes would have to be
funded within the 1% cap;

e whether any further work is required on any issues to help the PRB’s
consideration of evidence in the future.

Turning to the content of our evidence, this year marks a change in the responsibilities
between the DH and NHS Employers (NHSE). Unlike previous years when the DH gave
comprehensive evidence on recruitment, retention motivation and morale of staff, the role
of DH is changing and it will no longer be responsible for day to day management of the
NHS. From the 2013/2014 pay round onwards, NHSE rather than DH will take
responsibility for providing detailed evidence on behalf of the service as set out in the
Secretary of State’s letter to the Chair of the NHSPRB (see Annex D):

e the DH will provide high level evidence for the NHSPRB focussing on the
economic and financial (NHS funding) context and strategic policy

e NHSE will provide separate detailed evidence about the recruitment, retention,
motivation and morale of staff within the AfC pay system. This will include their
views about the need for pay increases; whether there should be differential
uplifts for particular staff such as the lower paid; and the need for changes in
the value of any allowances including HCAS. The DH evidence will not
comment in detail on these issues.

The subsequent chapters of this evidence therefore set out:

e in Chapter 1, the importance of an affordable NHS pay and reward strategy in
supporting the provisions introduced in the Health and Social Care Act 2012 to
deliver DH priorities to address rising demand and treatment costs and deliver
NHS improvements;

e in Chapter 2, the general economic outlook for the UK economy which, as
described above, demonstrates that the situation is still very challenging and
the Government’s overriding priority is to return the UK back to growth through
fiscal consolidation. While the Government’s consolidation plans are
contributing to the UK being seen as a safe haven, risks remain and there is a
strong case for continued pay restraint;
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¢ in Chapter 3, that, even though the NHS has received a better Spending
Review (SR) settlement than most other government departments with
guaranteed real terms growth each year, the NHS budget will be under
considerable pressure to cope with demographic changes; an ageing
population and inflation on non-pay expenditure such as drugs. In 2013/14
there are only £2.7bn of extra resources available compared to an average of
£7bn per year over the past three SRs. The NHS will therefore need to deliver
productivity savings of £1.2bn if it is to fund baseline pressures, activity
increases, service developments, pay increases of 1%, and pay drift at the
long-run historical average of 1.6%. This is a much higher level of productivity
improvement than has previously been achieved and any pay increase adds
directly to this already considerable challenge.

e in Chapter 4, progress with the Quality, Innovation, Productivity and Prevention
(QIPP) programme to deliver unprecedented savings of up to £20 billion for
reinvestment in services; demonstrating how £5.8bn has been achieved so far
while meeting key quality and access ambitions, but that the scale of the
remaining challenge is considerable.

e in Chapter 5, arrangements for the future of workforce planning, education and
training which will pass from DH to Health Education England (HEE) and Local
Education and Training Boards (LETBs) from April 2013 and how the Centre
for Workforce Intelligence (CfWI) will support these arrangements. We also
summarise:

e the important role clinicians will play in ensuring quality and
safety;

e projects led by DH to develop the future Workforce Information
Architecture;

e some of the ongoing challenges that need to be addressed as
we introduce the new system including: data on staff numbers
and vacancies, reducing reliance on international recruitment for
some staff groups, and the DH’s continued commitment to
education and training for apprentices and staff in AfC bands 1
-4,

e in Chapter 6, the general outlook for the size and shape of the workforce and
updates on policy developments relating to midwives, health visitors and
pharmacists;

e in Chapter 7, updates on proposals to reform AfC including related issues
involving the South West Consortium and Market Facing Pay as well as
progress on NHS pensions reform and total reward.

In conclusion, the Government has provided sufficient funding for the NHS to support an
average annual headline pay increase of up to one per cent for NHS staff in 2013/14 and
invites the NHS PRB to make recommendations on how this might best be distributed
taking account of the fact that recruitment, retention and motivation of NHS staff remain
strong; 60% of AfC staff receive annual incremental pay rises of between 0.6% and 6.7%
and that any element of these funds not used for pay will be retained in the NHS and may
be better employed on other issues such as increasing staff numbers or improving patient
services. The DH, therefore, invites the NHSPRB to consider this and make
recommendations for the distribution of the available funds of up to one per cent, balancing
the public’s aspirations for continuing NHS service improvements on the one hand, and pay
levels necessary to deliver a workforce of the required size, skill, motivation and morale on
the other.
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1 NHS STRATEGY &
INTRODUCTION

1.1 The DH Business Plan for 2012-15" sets out the work that is planned to take place
over the next three years to support the Government’s ambitious programme for the
delivery of high quality health and care services. It also contains information on our
structure and budget, and the way we measure our performance.

1.2 This year's Business Plan? is an update of the plan published in July 2011 and
includes the full list of actions and indicators in the 2011 plan, with details of any
changes made to that version.

1.3 The DH'’s priorities are:

e integrate health and care systems around the needs of patients and users:
strengthen patients’ and users’ ability to exercise extended choice, to manage
their care and to have their voice heard. This includes a range of workstreams,
for example, creating HealthWatch® a new body to act as the voice for patients
and the public by April 2013, and making a step change in data transparency for
the benefit of patients and the public, which is due to be completed by April 2015;

e promote better healthcare outcomes: shift focus and resources from
bureaucratic process targets to better healthcare outcomes, and reduced
inequalities, including national health outcome measures, patient-reported
outcome measures and patient experience measures. This includes, for
example, scrapping process targets and introducing national health outcome
measures to prioritise the health results that really matter by April 2013, and
introducing a value-based pricing system to align treatments with outcomes by
January 2014,

e revolutionise NHS accountability: create a long term, sustainable framework of
institutions, with greater autonomy for doctors and nurses, and greater
accountability to patients and the public. Examples of the work to deliver this
priority include improving the effectiveness of commissioning through
establishment of the NHS Commissioning Board (NHSCB) and clinical
commissioning groups (CCGs) from April 2013 as well as reducing bureaucracy
through the abolition of primary care trusts (PCTs) by April 2013 and abolishing
Arms-Length Bodies (ALBs) and transferring their functions to new organisations
or stopping them by April 2015;

e promote public health: create a public health service which rebalances our
approach to health and health inequalities, drawing together national leadership

! http://www.dh.gov.uk/en/Publicationsandstatistics/Publications/PublicationsPolicyAndGuidance/DH_ 121393
2 http://www.number10.gov.uk/wp-content/uploads/2012/15/DH-2012-Business-Plan.pdf
3 (http://mww.healthwatch.co.uk),
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with local delivery, and a new sense of community and social responsibility. This
includes establishing Public Health England (PHE), including relevant health
protection functions, and incorporating the nutrition functions of the Food
Standards Agency (FSA) into DH and recruiting an extra 4,200 Sure Start health
visitors by March 2015;

reform Care and Support: enable people needing care to be treated with dignity
and respect, and reform the system of care and support to provide much more
control to individuals and their carers, improve quality, and ease the burden of
care costs that they and their families face. This will be achieved through
reforming the funding of the Care and Support system as set out in the Social
Care White Paper published in June 2012 and extending the roll-out of health
and social care personal budgets to give people and their carers more control
and purchasing power.

The Health and Social Care Act 2012

1.4 These priorities are reflected in the Health and Social Care Act 2012 which received
Royal Assent on 27 March 2012. The Act’s main aim is to modernise the NHS, putting
clinicians at the centre of commissioning, freeing up providers to innovate,
empowering patients and giving a new focus to public health.

1.5

The Act is based on a compelling case for change. In particular, the Government is
committed to the founding principles of the NHS, but there has been broad
consensus that NHS modernisation is essential for three main reasons:

rising demand and treatment costs. Similar to other health systems, pressures
on the NHS are increasing. As the population ages and long-term conditions
become more common, more sophisticated and expensive treatment options are
becoming available. The cost of medicines is growing by over £600m per year,

need for improvement. At its best, the NHS is world-leading, but there are
important areas where the NHS falls behind other major European countries e.g.
we would save 5,000 lives per year if we had cancer survival rates at the average
in Europe;

the state of the public finances. Whilst the Government has protected the NHS
budget, this is still among the tightest funding settlements the NHS has ever
faced so doing things in the same way will no longer be affordable in future.

1.6 The Act is designed to meet these challenges by making the NHS more responsive,
efficient and accountable, drawing on evidence and experience of 20 years of NHS
reform. The Act therefore introduces:
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e clinically led commissioning. The Act puts clinicians in charge of shaping
services, enabling NHS funding to be spent more effectively. Supported by
the NHSCB, new CCGs will now directly commission services for their
populations. The NHSCB which was set up as a Special Health Authority
(SpHA) in April 2012, is currently going through the process of authorising
CCGs;

e provider regulation to support innovative services. The Act enshrines a
fair-playing field in legislation for the first time. This will enable patients to be
able to choose services which best meet their needs, including services
provided by the charity or independent sector, as long as they can be
delivered within NHS prices. Providers, including NHS Foundation Trusts, will
be free to innovate to deliver quality services. Monitor will be established as a
specialist regulator to protect patients' interests;

e (greater voice for patients. The Act establishes new Healthwatch patient
organisations locally and nationally to drive patient involvement across the
NHS;

e new focus for public health. The Act provides the underpinnings for PHE, a
new body to drive improvements in the public’s health. PHE, which will be an
ALB of the DH, will be established from April 2013;

e greater accountability locally and nationally. The Act sets out clear roles
and responsibilities, whilst retaining Ministers’ ultimate responsibility for the
NHS. It limits political micro-management and gives local authorities a new
role to join up local services;

e streamlined ALBs which will help release resources to the frontline. It
also places the National Institute for Health and Clinical Excellence (NICE)
and the NHS Information Centre (NHSIC) in primary legislation.

NHS pay strategy

1.7

1.8

The DH’s aim is to develop a total reward strategy for the NHS, covering pay,
conditions of service and pensions policy, that is affordable, provides value for money
for the taxpayer and enables the NHS to recruit, retain and motivate sufficient high
calibre staff to deliver Government policy. The pay strategy must also comply with the
Government’s wider public sector pay strategy and be aligned to support the DH’s
agenda to improve Quality, Innovation, Productivity and Prevention (QIPP).

The DH'’s general approach to pay was set out in the 2010 White Paper “Equity and
Excellence: Liberating the NHS”. The key points were that:

10
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e the Government does not believe that it should be responsible for setting the pay
of staff in every NHS organisation;

e individual employers should be free, as Foundation Trusts are now, to set their
own pay, terms and conditions to recruit, retain and motivate their staff;

e financial control will be maintained through the running cost limits on
commissioners and the tariff for service providers;

e employers will be free to continue to use national contracts as the basis for local
terms and conditions. Many will wish to do so provided national contracts remain
fit for purpose and affordable;

e some guidance may be necessary where normal market arrangements do not
exist. The Government will therefore retain the authority to issue guidance on pay
policy for its ALBs and the NHSCB will be given the authority to issue guidance
on pay policy for CCGs.

1.9 The maintenance of national contracts for pay, terms and conditions for those
employers that wish to use them is therefore an important part of the NHS pay
strategy. The NHS trades unions and NHS Employers have a role in ensuring that
these remain fit for purpose. The PRBs have an equally important role in
recommending the annual uplift for these contracts. This is not about maintaining or
increasing the real purchasing power of NHS staff based on any particular price index;
nor is it about maintaining parity with the pay of any other particular group of workers.
It is more complex than that and requires careful judgment. It is about ensuring that
the national terms and conditions are fit for purpose to recruit, retain and motivate
staff while remaining affordable and making the best use of available resources.

11
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2 Economic Context and Outlook for
the Economy

Growth

2.1

2.2

2.3

2.4

2.5

2.6

The UK was amongst the hardest hit by the financial crisis of 2008 and 2009.
Between the first quarter of 2008 and the second quarter of 2009, Gross Domestic
Product (GDP) fell by 6.3 per cent. The crisis also reduced the UK’s growth potential
relative to the pre-crisis trend. The OBR estimate that by 2016, the economy will be
11 per cent smaller than it would have been had the pre-crisis trend continued.

The OBR judge that the recovery of the UK economy has been hit by subsequent
repeated shocks. Higher inflation driven by global commodity prices have reduced
real incomes, increased business costs and weighted-on global growth.

The Government has taken decisive action to protect the economy in this period of
global uncertainty, and has set out a comprehensive strategy to achieve strong,
sustainable and balanced growth, based on: fiscal consolidation to return the public
finances to a sustainable position; monetary activism to support the recovery;
financial sector reform; tax reform to make Britain one of the most competitive
places to do business; and microeconomic reforms to strengthen the economy in the
medium term.

The OBR expect GDP growth to build gradually in 2012 and 2013 but the recovery
will only gather pace in 2014 as tensions in the financial markets ease and the
banking sector returns to strength. The OBR forecast business investment to pick up
and make an increasingly strong contribution to growth in each year of the forecast
and net trade to make a positive contribution in each year of the forecast.

Measures taken to support growth include the National Loan Guarantee Scheme,
through which over 19,000 loans worth over £2.6 billion have been offered to
businesses. In addition the Government has announced a major housing and
planning package to boost jobs and growth, including: conditionally removing
affordable housing restrictions to help unlock 75,000 homes; guarantees for up to
£10bn of new homes; temporarily cutting red tape so it's easier for businesses to
and families to improve their properties; a £280m extension of the NewBuy Scheme
to help 16,500 more first time buyers; and up to 15,000 more affordable homes, and
5,000 more private rental properties.

However, the UK’s open economy and large financial sector means it is not immune
to global risks from deteriorating global confidence and nervous financial markets.
Conditions remain challenging given that Europe remains the UK’s major trading
partner, accounting for half of all UK exports. The ongoing intensity of the euro area
crisis has created uncertainty, undermined confidence and fed through to tighter
credit conditions for household and firms. The greatest threat to the UK recovery
stems from the risk that an effective policy response is not promptly implemented in
the euro area. The IMF forecast the euro area economy to contract by -0.4 per cent
in 2012.

12
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2.7

2.8

The UK has experienced three consecutive quarters of negative growth, re-entering
recession in the second quarter of 2012. The Office for National Statistics estimate
UK output to have fallen by 0.4 per cent in the second quarter of 2012. While one off
factors, including the extra Jubilee bank holiday may have distorted the second
guarter estimate, the economic recovery following a financial crisis was always
expected to be uneven.

GDP growth forecasts have fallen over recent months and diverged from the OBR'’s
March forecast. In October, the average independent forecasts were -0.3 per cent
for 2012 and 1.1 per cent for 2013. These are below the OBR’s March forecast of
0.8 per cent for 2012 and 2.0 per cent for 2013. Table 1 summarises the OBR, Bank
of England and independent forecasts for GDP growth over 2012 and 2014.

Table 1. Forecasts for GDP growth 2012 to 2014

Forecasts for GDP growth (per cent) 2012 | 2013 | 2014

OBR (March 2012 Budget) 0.8 2.0 2.7

Bank of England mode projection (August 2012) 0.0 1.8 2.1

Avg. of independent forecasters (October 2012)* | -0.3 1.1 1.9

Inflation

2.9

2.10

Despite the difficult current conditions, inflation has more than halved since its peak in
September 2011. CPI inflation peaked at 5.2 per cent in September 2011 but has since
fallen back sharply in 2012 as past rises in commodity and energy prices and VAT
dropped out of the twelve month comparison. In the third quarter of 2012 falling
energy prices and broader-based weakness in price pressures caused inflation to
fall faster than the OBR forecast in March. CPI inflation in the third quarter of 2012
was 2.4 per cent, 0.2 percentage points below the OBR forecast of 2.6 per cent.

The Bank of England’s August Inflation Report forecasts inflation to be below the 2.0
per cent target for a large part of the period to 2015 as the impact of external price
pressure eases further and domestic cost pressures remain constrained due to the
continued labour market slack. Table 2 sets out the latest forecasts for inflation from
the OBR, Bank of England and the average of independent forecasters.

* Forecasts for the UK economy: A comparison of independent forecasts, August 2012, HM Treasury.

13
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Table 2: Forecasts for CPI Inflation 2012 to 2014

Forecasts for CPI Inflation (per cent change
on a year earlier)

Q42012 | Q42013 | Q42014

OBR (March 2012) 2.3

1.9 2.0
Bank of England mode projection (August 2012) 2.2 1.9 1.7
Avg. of independent forecasters (October 2012)* 2.3 21 19°

Affordability

2.11

2.12

2.13

2.14

The Government remains committed to fiscal consolidation. Implementing the deficit
reduction plan is vital to the economic, fiscal and financial prospects of the UK, as it
will help restore private-sector confidence and underpin sustainable economic
growth. But in a period of global instability there is a high degree of uncertainty,
particularly relating to market sentiment towards high-deficit countries.

As announced in the June Budget 2010, the Government has set a clear and
measurable forward-looking fiscal mandate to achieve cyclically-adjusted current
balance by the end of the rolling five-year forecast period (currently 2016-17). At a
time of rapidly rising debt, the June Budget also announced that the fiscal mandate
would be supplemented by a target for public sector net debt as a percentage of
GDP to be falling at a fixed date of 2015-16, ensuring that the public finances are
restored to a sustainable path in the medium term.

Budget 2012 confirmed that the implementation of the Government'’s fiscal
consolidation plan is well underway. By the end of 2011-12, almost 40 percent of the
annual fiscal consolidation planned at the Spending Review 2010 was achieved,
with almost 30 per cent of the spending and two-thirds of the tax consolidation in
place. In their Budget 2012 forecast, the Office for Budget Responsibility concluded
that the Government remained on course to meet the fiscal mandate and the
supplementary target. Reflecting the Government’s consolidation plan, the deficit
was forecast to fall from 5.8 per cent of GDP this year to 2.8 per cent in 2015-16.

lllustrating the implications of the consolidation for departmental spending levels,
Table 3 shows the resource DEL Budgets for each department, as set at the 2010
Spending Review. An estimated £171 billion in 2011-12 was spent on public sector
pay, representing around 50 per cent departmental resource spending.®

® Inflation figures relate to the calendar year

® Source: PESA July 2011 Table 5.3 on pay and PESA 2009/10, HM Government, http://www.hm-
treasury.gov.uk/d/pesa_july_2011_chapter5.xIsx. Public sector pay outturn: £168 bn. Public sector Total Managed
Expenditure, £691.7bn, RDEL: £346 bn

14
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Table 3: Resource DEL Budgets for each Department (Excluding Depreciation)’

£ billion

Estimate Plans
201112 2012-13 2013-14 2014-15

Departmental Programme and Administration Budgets (Resource DEL excluding depreciation’)

Education 51.2 52.5 53.1 54.2
NHS (Health) 101.1 104.3 106.9 109.8
Transport 4.8 5.1 49 45
CLG Communities 1.8 1.8 2.0 14
CLG Local Government 26.6 239 238 222
Business, Innovation and Skills 16.3 15.9 14.9 13.9
Home Office 87 8.6 8.0 7.7
Justice 85 7.7 7.3 7.0
Law Officers’ Departments 0.6 0.6 0.6 0.5
Defence? 28.6 27.6 24.7 24.5
Foreign and Commonwealth Office 2.1 1.8 1.4 1.2
International Development 6.2 6.8 9.1 8.9
Energy and Climate Change 1.1 1.4 1.4 1.0
Environment, Food and Rural Affairs 2.0 2.0 1.9 1.8
Culture, Media and Sport® 1.5 2.0 1.2 1.1
Work and Pensions 7.4 7.8 7.7 1.8
Scotland 24.9 25.2 25.4 25.5
Wales 13.2 13.4 13.5 13.5
Morthern Ireland 95 95 95 9.6
Chancellor's Departments 3.6 3.7 3.6 3.4
Cabinet Office 2.1 2.1 20 2.2
Small and Independent Bodies 1.7 1.5 1.4 1.3
Reserve! 0.0 1.9 2.3 2.4
Special Reserve® 0.0 0.6 25 1.8
Green Investment Bank 0.0 0.0 1.0 0.0
Adjustment for Budget Exchange® 0.0 -0.6 0.0 0.0
OBR allowance for shortfall -1.0 0.0 0.0 0.0
Total Resource DEL excluding depreciation’ 3225 327.2 330.2 327.0

" Resource DEL excluding ring-fenced cepreciation is the Treasury’s primary control within resource budgets anc the basis on which Spending Review
2010 settlements were agreed.

? The Defence budget for 2012-13 reflects the likely initizl allocation of funding from the Special Reserve for the net adclitional cost of military
operations. No such alfocation has yet been made for 2013-14 onwards, the funcing remains within the Special Reserve for these years.

¥ Incluces the Olympics budget which falls to £0 billion after 2012-13.

* The Reserve has been recuced by £0.2 billion per annum to offset the costs of bringing the Royal Mail Pension Flan into the public sector.

* The Special Reserve has been reduced by £2.4 billion over the spending review period to reflect the reduction in the net additional costs of military
operations in Afghanistan.

& Departmental budgets in 2012-13 incluce £0.6 billion RDEL excluding depreciation and £0.2 billion capital DEL carried forward from 2011-12
through the system of Budget Exchange, which will be voted 2t Main Estimates. These increases will be offset at Supplementary Estimates anc so are

excluded from spending totals.

2.15 There is evidence that the Government’s fiscal plans are continuing to contribute to

the UK being seen as a safe haven. Chart 1 below shows the path of the spread
between German bunds and bonds issued by the UK and other high-deficit

countries. Until the June Budget, UK bond yields moved broadly in line with those of

Italy and Spain. After the announcement of the deficit reduction plan, gilt yields

diverged and moved onto a consistently lower path, reflecting in large part the scale
and credibility of the consolidation on course to be delivered in the UK. Low market

interest rates provide a direct benefit to the economy and help keep interest
payments lower for families, businesses and the taxpayer.

" Budget 2012, HM Treasury, March 2012

15
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Chart 1: UK bond yields in international context (spread to German Bunds)
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2.16

2.17

On 18 July 2012, the Chancellor announced a new UK Guarantees scheme to
accelerate major infrastructure investment and provide support to UK exporters. Up
to £40 billion worth of projects that may have stalled because of adverse credit
conditions could qualify for support. This scheme is only possible because of the
Government’s hard-won fiscal credibility.

But there remains substantial uncertainty over the medium term. Public sector net
borrowing for September 2012 showed £ 700 million less borrowing compared with a
the same period last year. PSNB for September 2011 was £13.5 billion and for
September 2012 was £12.8. The experience of countries in the Eurozone shows that
market confidence can be lost rapidly and unexpectedly and, once lost, is difficult to
restore. A sharp rise in market interest rates would be damaging to an economy with
the UK’s levels of public and private sector debt. Therefore the UK must remain
focused on restoring fiscal sustainability.

Labour market

2.18

2.19

Having worsened in the second half of 2011, headline labour market indicators have
been more positive since the beginning of 2012. The level of employment increased
in the first half of 2012 and, having reached 8.4 per cent in the final quarter of 2011,
ILO unemployment fell to 7.9 per cent in the three months to August 2012.

While, in the three months to August, the overall level of LFS employment was
18,000 above its pre-recession peak in the three months to May 2008, the
employment rate is 1.7 percentage points lower than its pre-recession peak. There
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has been a large shift towards part-time employment, up 635,000 over the same
period. Many labour market indicators have a long way to go to recover to their pre-
recession conditions and some indicators (such as the level of vacancies and
subdued average earnings growth) suggest that underlying labour demand remains
tentative. There is still some uncertainty surrounding the labour market outlook
which is likely to be impacted by the outlook for growth.

Employment and unemployment

2.20

2.21

2.22

2.23

2.24

2.25

2.26

A rise in private sector employment in the second quarter of 2012, (up 275,000)
more than offset the decline in public sector employment (down 39,000) for the third
consecutive quarter. Between the first quarter of 2010 and the second quarter of
2012, public sector employment declined by 485,000 and private sector employment
increased by over 1.1 million over the same period.

Having declined in the third quarter of 2011, the employment rate (proportion of the
population aged 16 to 64 in employment) partially recovered towards the end of
2011 and first half of 2012. In the three months to August 2012, the employment rate
was 71.3 per cent — up over the year but around 1.7 percentage points below its
peak at the start of 2008.

Around 62 per cent of the increase in employment that has occurred in the latter part
of 2011 and first half of 2012 has been accounted for by an increase in part-time
employment. Involuntary part-time work remains widespread among those in
employment; in the three months to August, around 17.8per cent of part-time
workers (about 1.4m people) were working part-time because they could not find a
full-time job.

The ILO unemployment rate, which rose from a trough at 5.2 per cent in the first
guarter of 2008 and peaked at 8.4 per cent (2.66m people) in the final quarter of
2011, has subsequently fallen to 7.9 per cent in the three months to August 2012.

Youth unemployment (unemployment among those aged 16 to 24) has reached its
highest level since comparable records began, peaking at 1.044 million in the three
months to November 2011 or 22.3 per cent of all active young people. In the three
months to August 2012, youth unemployment remains high at 957,000 (20.5 per
cent). However, this includes around 300,000 young people in full-time education.
Excluding people in full-time education, there were 658,000 unemployed 16 to 24
year olds in the three months to July.

Long-term unemployment (unemployment spells of 12 months and over) has more
than doubled since the start of 2008, but the incidence of long-term unemployment
remains below the peaks experienced following previous recessions. Over a third
(35.5 per cent) of all unemployed people (897,000 people) had been unemployed for
more than 12 months in the three months to August 2012.

The claimant count (number of people claiming Jobseeker's Allowance) rose
consistently from the end of 2010 to the beginning of this year. Since November
2011 it has remained around 1.6 million, standing at 1.6 million in the three months
to June 2012 — around 820,000 above its level in February 2008. In September
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2012, the number of claimants fell for third consecutive month (down 4,000). Table 4
summarises these statistics:

Table 4. Labour market statistics summary (Levels in 1,000’s, rates in %

2008 | 2009 | 2010 | 2011 | Latest®
Employment level (All aged 16 and
over) 29,440 | 28,960 | 29,035 | 29,176 | 29,590
Employment rate (All aged 16-64) 72.6 70.9 70.5 70.5 71.3
Unemployment level (All aged 16
and over) 1,783 | 2,394 | 2,479| 2560| 2,528
Unemployment rate (All aged 16
and over) 5.7 7.7 7.8 8.1 7.9
Youth unemployment level (All
aged 16-24) 742 920 934 981 957
Youth unemployment rate (All aged
16-24) 15.1 19.3 19.8 21.0 20.5
Claimant Count 906 | 1,528 | 1,496 | 1,534 |1,567.3

Chart 2: Unemployment levels (From March 2012 OBR forecast)

March 2012
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Recruitment and Retention

2.27 Recruitment potential has remained strong in the economy as a whole, reducing
some of the upward pressure on pay. Having hit a low of 430,000 in mid 2009,
vacancy levels published by the ONS have recovered marginally, and were at
476,000 in the three months to September 2012, although the number of vacancies
remains well below its long-run average prior to the recession of around 620,000.
The number of unemployed for each vacancy has remained above five since the first
half of 2009, more than twice the pre-recession average, standing at 5.3 in the three
months to August 2012.

8 Latest data: three months to August 2012, September 2012 for Claimant Count
18
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2.28 CIPD data shows that turnover rates increased or remained flat in most sectors,

although public sector voluntary turnover rates have fallen over the past few years”®.
For voluntary leavers, the median leaving rate is lower in the public sector than all
sectors surveyed, although sample sizes are small (table 5). This has continued to

fall despite the public sector pay freeze announced in 2010.

Table 5: Median Turnover Rates by Industry (%) *

All Leavers Voluntary Leavers

2012 2011 | 2010 | 2012 2011 | 2010

Private Sector Services 16.1 13.8 14.6 8.9 8.7 7.4

(+2.3) | (0.8) |(2.2) | +0.2) | (+1.3) |(-3.0)

Public Services 10.1 8.5 8.6 1.9 3.4 5.8

(+1.6) |[(-0.1) |(-4) |(¢15) |(24) |(-1.8)

Manufacturing and 9.5 9.5 12.4 4.5 3.7 2.7

production
(0.0) (-2.9) |(-2.9) | (+0.8) |(+1.0) [ (-5)

Voluntary, Community 13 13.1 15.9 7.6 7 10.2

and not-for profit
(-0.1) |(-2.8) [(-0.5) | (+0.6) |(-3.2) | (-0.8)

2.29 All sectors reported a pickup in recruitment difficulties compared with last year. Part

of this increase can be explained by an increase in difficulties filling vacancies for
senior managers/directors where reported recruitment difficulties have doubled
compared to last year (10% to 19%). Retention challenges increased for the public
sector (38% had no difficulties in 2012 compared with 49% in 2011). This was
particularly true for managers and professionals, although as mentioned earlier this
is also an issue in the private sector. Recruitment in the public sector is likely to
remain subdued over the coming years as Departments continue to come under
pressure to reduce their staffing numbers and costs.

Public and Private Sector Earnings

2.30 Pay in the public sector continues to be, on average, above that of the private

sector. A 2012 study by the Institute of Fiscal Studies estimated that the average
difference between public and private sector pay in 2011 was 8.3%, controlling for
the type and characteristic of employees™.

9 Resourcing and Talent Planning : CIPD annual survey report 2012. Bracketed is ppt change from previous year
% The IFS Green Budget, February 2012, http://www.ifs.org.uk/budgets/gh2012/gb2012.pdf
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Changes in average earnings

231

2.32

2.33

2.34

Reqgular pay (which is total pay excluding bonuses) growth for the whole economy
fell from above 4 per cent in the years preceding the recession, to 1 per cent at the
end of 2009.

Average private sector regular pay grew by 1.4 per cent in 2010 and although it has
gained some strength in 2011 and at the beginning of 2012, with growth of around 2
per cent for the past year, it remains below its pre-recession average. In the public
sector (excluding financial services) average regular pay growth was 2.3 percent in
2010 and 1.8 per cent in 2011.* The percentage of all employees reporting a pay
freeze, as recorded in settlements data by IDS, has fallen from over 20 per cent of
all employees in 2010 to 14 per cent in 2011. However, this remains high compared
to a pre-recession average of around 1 per cent.*?

The sharp drop in bonuses seen in 2009 put more downward pressure on total pay
(pay including bonuses), with pay growth in the whole economy turning negative
through the start of 2009. Growth in bonuses has been weak across broadly all
private sector industries over the past few months (although construction and
manufacturing have experienced stronger growth in the last quarter). Total private
sector pay has recovered somewhat but remains weak, growing by just 2 per cent in
2010 and 2.5 per cent in 2011, compared to above 4 per cent prior to the recession.
Public sector total pay grew by 2.1 per cent in 2010 but fell to 1.5 per cent in 2011.

Total public sector pay growth has been weaker since 2011, although it was higher
before 2011. Table 5 sets out the differences in regular and total pay growth across
years in the public and private sector.

Table 5: Regular pay (excluding Bonuses) and Total pay growth*?

Regular pay, annual

Total Pay, annual growth growth

All Private | Public™ [ AIl | Private | Public™
2009 -0.1% | -1.0% 2.8% | 1.7% 1.2% 3.0%
2010 2.3% 2.0% 2.1% | 1.9% 1.4% 2.3%
2011 2.5% 2.5% 1.5% | 2.0% 2.0% 1.8%
Three months to
August 2012 1.7% 1.9% 2.4% | 2.0% 2.1% 2.3%
2.35 Despite the pay freeze, average earnings in the public sector (as measured by the

ONS) still display positive growth for a number of reasons: the provision of £250 to
those earning £21,000 or less, upwards pay drift due to constrained recruitment, and
the fact that some three year pay deals only ended in September 2011.

! Office for National Statistics, Average Weekly Earnings
2 |ncome Data Services, Online pay settlements database.

13 Source: ONS, AWE; HMT calculations
“public Sector excluding financial services
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Public Sector Pensions

2.36

2.37

2.38

2.39

2.40

When considering changes to remuneration, it is important to consider the overall
value of the public sector reward package. As set out above, pay in the public sector
continues to be above that of the private sector on average. However, there are
many reasons aside from pay that may drive an individual’'s decision as to whether
they will work in the public or private sector.

One major factor in the overall reward package is pension provision. In the last few
decades pension provision in the public and private sectors has diverged, in
response to pressures around longevity, changes in the business environment and
investment risk. This has led to a sharp decrease in the provision of defined benefit
schemes. Around 85% of public sector employees are members of employer
sponsored pension schemes, compared to only 35% in the private sector.

The interim report of the Independent Public Service Pensions Commission, chaired
by Lord Hutton, was published on 7 October 2010. It said that there was a clear
rationale for increasing member pension contributions to ensure a fairer distribution
of costs between taxpayers and members. In response, Spending Review 2010 set
out an average 3.2 percentage point increase in contributions to be phased in
progressively over three years from April 2012. However, the Government made
clear that lower earners will be protected, proposing that there should be no increase
in member contributions for those earning under £15,000, and no more than a 1.5
percentage point increase in total (before tax relief) for those earning up to £21,000.
In April 2012, contributions increased by an average of 1.3 percentage points, and
the Government will review the impact of the 2012-13 contribution increases,
including the number of people opting out of pension schemes, before taking final
decisions on how further increases will be delivered.

The Commission’s final report was published on 10 March 2011. The Government
accepted its recommendations as a basis for consultation, and on 2 November 2011
published ‘Public Service Pensions: Good pensions that last’ that set out its
preferred pension scheme design as the framework for further discussion with trades
unions and member representatives. Agreements on all of the major public service
schemes were reached in spring and summer 2012, and will be legislated for in the
Autumn Public Service Pensions Bill. The new schemes will be introduced in 2015,
and will remain amongst the very best available in the UK.

Putting together the evidence on pension provision and pay levels — and recognising
that there will be significant variation between and within individual workforces — the
overall remuneration of public sector employees is above that of the market. The
Government is therefore clear that any changes to public service pensions, including
the progressive increase in contributions from 2012-13, do not justify upward
pressure on pay.
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3. NHS FINANCES

3.1 This chapter sets out the financial position for the NHS in 2013/14.
Funding growth

3.2 The NHS saw large increases in funding between 2000/01 and 2010/11, with an
average real terms growth in revenue expenditure of 5.3% per year. Table 3.1 shows

e the NHS revenue figures from 2000/01 to 2010/11;
o forecasted revenue outturn for 2011/12; and

e the Revenue Departmental Expenditure Limits (RDEL)as agreed in the 2010
SR for the years 2012/13 to 2014/15 (SR 2010):

Table 3.1: NHS Revenue Since 2000/01

NHS Revenue | Cash NHS Revenue Cash Real growth
Expenditure Growth Expenditure growth
(Ebn) (Ebn)
2000/01 Outturn 42.7
2001/02% Outturn 47.3 10.8% 8.7%
2002/03 Outturn 51.9 9.8% 7.1%
2002/03 Outturn 55.4

(rebased)
2003/04" Outturn 61.9 11.7% 8.8%
2004/05 Outturn 66.9 8.1% 5.0%
2005/06 Outturn 74.2 10.9% 8.4%
2006/07 Outturn 78.5 5.8% 3.0%
2007/08 Outturn 86.4 10.1% 7.4%
2008/09 Outturn 90.7 5.0% 2.3%
2009/10 Outturn 97.8 7.8% 6.2%
2009/10 Outturn 95.6

(aligned)
2010/11% Outturn 98.9 3.4% 0.6%
2011/12 Estimated 101.5 2.7% 0.3%

Outturn
2012/13 RDEL 105.5% 3.9% 1.1%
2013/14 RDEL 108.2 2.5% 0.0%
2014/15 RDEL 111.1 2.7% 0.2%

(1) Expenditure figures from 2000/01 to 2002/03 are on a Stage 1 resource budgeting basis.

(2) Expenditure figures from 2003/04 to 2008/09 are on a Stage 2 resource budgeting basis, this
means cost of capital and cost of new provisions are included in the RDEL.

(3) Expenditure figures from 2010/11 are on an aligned basis. Aligned means that cost of capital is no
longer included in RDEL and new provisions are included in Annually Managed Expenditure rather
than RDEL.

(4) This includes the budget exchange that moved £250m of the SR settlement from 2011/12 to
2012/13.
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Share of resource going to pay

3.3 Table 3.2 below shows the cash increases in the NHS revenue expenditure over the
last eight years, and the proportion of the revenue expenditure increases consumed
by payhbill. This proportion is broken down into:

e the proportion that went on price increases (that is, on wage increases); and
e the proportion that went on volume increases (that is, on employing extra
staff).
Table 3.2: Increase In Revenue Expenditure And Proportion Consumed By
Paybill
Revenue Paybill % of revenue % of revenue % of revenue increase
increase | increase increase on increase on on paybill volume
(cash) (cash) payhbill paybill prices
(Ebn) (Ebn)

2001/02 4.6 2.4 51.4% 31.6% 19.8%

2002/03 4.6 2.4 51.1% 25.1% 26.0%

2003/04 6.5 2.6 40.9% 20.7% 20.1%

2004/05 5.0 4.5 90.6% 65.1% 25.4%

2005/06 7.3 25 34.4% 20.4% 14.1%

2006/07 4.3 1.3 30.2% 42.1% -11.9%

2007/08 7.9 1.3 16.3% 18.5% -2.1%

2008/09 4.4 25 57.3% 38.3% 19.0%

2009/10 7.1 2.8 39.5% 14.7% 24.8%

2010/11 3.3 1.5 45.4% 32.9% 12.5%

2011/12 2.7% -0.2 -6.7% 18.3%% -24.9%

Average 5.5 2.4 45.7% 29.8% 11.1%

Notes: (1): Provisional out-turn. (2) 80% of the increase in revenue deployed to increase paybill prices
was for Agenda for Change staff.

The NHS Payhbill

3.4

3.5

Between 2000/01 and 2011/12, increases in paybill prices have on average
accounted for 29.8% of the cash increases in NHS revenue expenditure. In 2011/12,
despite the pay freeze and a reduction in paybill volume increases of 24.9% due
primarily to reductions in non clinical staff numbers, increases in paybill prices still
accounted for a revenue increase of 18.3%.

Pay is the most significant cost pressure, accounting for more than 40% of NHS
revenue expenditure and from 2001/02 to 2011/12 accounted for 45% of the
increases in revenue. As pay represents such a large proportion of the NHS budget,
managing the paybill is key to ensuring that the NHS is able to cope with the future
slow-down in funding growth.
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Pressures on NHS funding growth

3.6 Different priorities compete for shares of DH’s cash limited funding. These spending
pressures are analysed in three broad areas:

e baseline pressures;
e underlying demand; and

e service developments.

3.7 Baseline pressures cover the costs of meeting existing commitments that are
essential for the NHS: they do not cover additional and new activity. Baseline
pressures are the first call on NHS resources. The Hospital and Community Services
paybill (including pay settlement) forms a significant part of these baseline pressures,
along with prescribing (in both primary care and hospitals) and primary care services.

3.8 Underlying demand is pressure due to general growth in activity levels. For example,
demand has grown on average by 2.7% p.a. in the last 10 years.

3.9 Service development covers policy and manifesto commitments to improve quality.
Service developments over the current SR period include:

e the cancer drugs fund (E600m total over the course of the SR);

e 4,200 sure start health visitors (E577m total over the course of the SR and
£172m annual recurrent cost post SR); and

e expanding access to talking therapies (£433m total cost over the course of
the SR and £141m annual recurrent cost post SR).

Allocation of resources in past Spending Reviews

3.10 Table 3.3 shows how increases in revenue (RDEL) in past SRs have been deployed
across different components. Approximately 35% has been deployed to higher pay
(rows 4&10) and 48% to activity growth and service developments (rows 2, 3 & 12).
In the past, non-pay baseline pressures have consumed less than 20% of available
resources.

3.11 Table 3.3 also shows (row 1) that the level of resource available in 2013/14 is 60%
less than in years covered by previous SRs. In the last 3 SRs there were annual
increases in resource of £6-8bn, in 2013/14 there is only an extra £3bn of resources
available.

3.12 The final column shows how the SR2010 settlement for 2013/14 might be distributed
if we assume that:

e pay driftis 1.6% p.a. (the historic average); and

e there is an average 1% pay settlement.
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Table 3.3: Disposition or Revenue Increase Across Expenditure Components

Row Component of SR2002 | SR2004 | CSR200 | Indicative
Expenditure £bn £bn 7 dispositio
£bn nin 13-14
£bn
1 | Average annual
increase in 7.9 7.2 5.7 2.7
revenue (Ebn)1
Activity Growth® 0.8 2.9 1.1 0.6
3 | service 15 1.6 1.7 05
Developments
4 | Hospital and
Community Services
Component)
5 | Secondary Care 03 0.3 0.4 05
Drugs
6 | EEA Medical Costs,
Welfare Food & 0.2 0.3 0.1 0.2
NHS Litigation
7 | Primary Care Drugs 0.4 0.3 0.3 0.4
General Dentistry,
Ophthalmic and
Pharmaceutical 0.2 0.2 0.2 0.2
Services
9 | Prices 0.1 0.1 0.1 0.03
10 | General Medical
Services 1.3 0.1 0.2 0.2
11 | Funding for Social Care® 0.2
12 Productivity 0.7 -0.3 -0.3 -1.2

(1) Average growth over each SR period in 2013/14 prices.

(2) The productivity figures represent the money that was saved/spent as a result of changes in productivity.
A negative figure represents an increase in productivity.

(3) The NHS will make funding available to be spent on measures to support social care which also benefit
health. This funding is £176m in 2013/14 including reablement, designed to help people stay independent as
long as possible

3.13

3.14

The indicative disposition for 2013/14 shows the difficulties that arise with lower levels
of resources available in 2013/14. The forecast growth in non-discretionary, baseline
pressures at rows 5,6,7,8 &9 and increased support to social care consume the
majority of extra resources available. Unless there are increases in productivity, this
leaves just £1bn (37%) of the extra resources available for pay increases, activity
growth and service developments.

Even with 1% settlement and1.6% drift™> (the long run historic average), pay
increases consume approximately £1.1bn of extra resources. So to deliver even
moderate increases in activity of £0.7bn (compared to a previous average of £1bn)
and £0.5bn spend on service development (compared to a previous average of
£1.6bn) the NHS would need to deliver £1.2bn of productivity savings (much higher
than that delivered in the recent SRs).

®Even with drift at 1% the productivity required will be £0.9bn.
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3.15 Any extra increases in pay over the 1% level would increase this already considerable
productivity challenge. A 1% increase for all NHS HCHS staff represents a cost
pressure of around £430m.

3.16 The DH has introduced the QIPP agenda to deliver higher productivity, procurement
savings and reduce management costs to release resources for activity growth and
service improvements. However, the higher the level of pay growth the more difficult
the balance between staff numbers, productivity and service delivery becomes. In a
nutshell, the higher the levels of pay the fewer staff will be employed and more
productivity improvement is required to meet patient demand.

Conclusion

3.17 The funding available to the NHS is fixed and extremely tight compared with the
recent past (as shown above in Table 3.1). In such circumstances, increases in pay
will reduce the funds available for service developments and activity growth and
reduce the demand for staff.

3.18 Although DH plans unprecedented savings in non-pay costs through QIPP, the level
of non-discretionary demand led pressures such as drugs bill, EEA medical costs and
litigation means the continuation of pay drift, and pay growth of 1% is likely to put
considerable pressure on staffing levels. DH has delivered ambitious reductions in the
number of managers and administration staff, primarily in SHAs and PCTs to protect
front-line services but reductions in clinical posts cannot be ruled out.
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4.

QIPP (Quality, Innovation,

Productivity & Prevention)

4.1

4.2

4.3

The Government has protected the NHS in the SR settlement, with cash funding
growth of £12.5 bn by 2014-15. However, the NHS needs to make up to £20 bn of
recurrent efficiency savings by 2014-15 to meet additional demands on services from
an ageing population and to be able to continue to invest in new technologies and
new drugs.

Of the £20 bn, the 10 SHA Integrated Plans have identified £17.4 bn of efficiency
savings. DH will also contribute £1.5 bn of savings from central Department and ALBs
budgets bringing the total savings identified across the health system to £18.9 bn.
This total is based on assumptions about costs pressures and will continue to be
refined and updated between now and 2015.

These challenges are unlikely to come to an end in 2015: Budget 2012 plans show
that reductions in overall departmental spending will continue in 2015/16 and 2016/17.
Although detailed plans for departmental spending including DH’s budget have not yet
been set, this suggests that QIPP is therefore no longer just a strategy for managing
the NHS up to 2015. It may be fundamental to the way we manage the service for the
foreseeable future.

The response to the challenge

4.4

The local NHS is best placed to identify the scale of the financial challenge they face
over the next four years and the opportunities for making savings whilst driving up or
maintaining quality. Each local health economy is currently working towards their own
vision of how they can transform their local health system by 2015, so they can meet
the efficiency savings targets while continuing to provide quality care to their
populations.

Progress to date

4.5

4.6

In the first full year of delivery, the NHS has delivered strongly, with efficiency savings
of £5.8bn reported in 2011/12.%°

At the same time, key quality and access ambitions have been maintained or
improved:

¢ infection rates at their lowest since mandatory surveillance was introduced,;

'® Department of Health (2012) The Year: NHS Chief Executive Annual Report 2011/12 at
http://www.dh.gov.uk/health/files/2012/06/the-year-and-quarter-4-210612-gw-17802-PDF-2.33MB.pdf
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¢ lowest ever level of patients waiting more than 18 weeks for their treatment and
both standards met each month;

¢ all ambulance trusts meeting their category A8 performance measure for the first
time since Call Connect was introduced;

e performance measures on A&E, cancer care, dentistry, waiting times — all met.

Maintaining performance

4.7 The NHS’s strong performance in 2011/12 provides firm foundations for sustained
delivery over the next three years, as the NHS continues to face ongoing challenges
from rising demands in a funding-constrained environment.

Next steps

4.8 Delivering transformational change through clinical service redesign will play a
significant role in helping the NHS to deliver a high quality sustainable service.

4.9 1In 2011/12, QIPP savings were weighted towards central actions, including pay and
administrative cost reductions and local efficiency programmes. In 2012/13, the NHS
needs to build on the progress made in delivering efficient organisations and, through
reinvestment of efficiencies made in 2011/12, to start to deliver transformational
change whilst maintaining the gains already made.

4.10 The Government has been clear that savings from transformational change will be
weighted towards the later years of the SR to ensure that appropriate clinical
leadership and local engagement takes place.

4.11 Annex E provides an overview of the QIPP lifecycle and key steps that the NHS will
take up until 2014-15.
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D.

Non Medical Workforce, Planning

and Delivery — Policy Context

Workforce development

5.1

5.2

5.3

5.4

5.5

The Government values the important role played by all NHS staff in delivering high
quality services and has committed through NHS Constitution pledges to ensure that
they have access to appropriate training and development. In particular, the Pledges
said that staff should have:

e “....clear roles and responsibilities and rewarding jobs...that make a
difference to patients, their families and carers and communities;

e “...personal development, access to appropriate training for their jobs and line
management support to succeed”.

To support this, the Government is committed to ensuring a world class healthcare
education and training system underpinned by robust workforce planning led by
employers who are responsible for the provision of NHS commissioned services.

It therefore published a policy framework for a new approach to education and training
on 10 January 2012 — “Liberating the NHS: Developing the Healthcare Workforce —
From Design to Delivery"*’.

This followed extensive consultation through 2011, including two reviews led by the
NHS Future Forum.

The aim is to empower healthcare employers and national and local clinical leaders to
take the leading role in planning the workforce and commissioning education and
training.

Education and training reforms

5.6

5.7

Changes to the structure of DH and the NHS, outlined in ‘Equity and Excellence:
Liberating the NHS’ and the subsequent Health and Social Care Bill, can only be fully
realised if healthcare providers employ staff with the skills required to deliver a high
quality service to patients in every circumstance.

The approach to achieving this requirement is defined in Liberating the NHS:
Developing the Healthcare Workforce — From Design to Delivery. This envisions a
new framework where healthcare providers take a lead role in the planning and
development of their workforce. Under the framework healthcare providers will work
collaboratively, forming LETBs overseen by HEE. The realisation of this new
framework is the overall objective of the Education and Training Reform Programme.

o http://lwww.dh.gsi.gov.uk/en/Publicationsandstatistics/Publications/PublicationsPolicyAndGuidance/DH_132076
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5.8 The vision for the programme, as confirmed by the Secretary of State for Health on 14
November 2011 is that the health education and training system:

ensures greater accountability for providers to plan and develop their
workforce, whilst being professionally informed and underpinned by strong
academic links;

aspires to excellence in training and a better experience for patients, students
and trainees;

supports NHS values and behaviours to provide person-centred care;

supports the development of the whole workforce, within a multi-professional
and UK-wide context;

supports innovation, research and quality improvement;

provides greater transparency, fairness and efficiency to the investment made
in education and training;

reflects the explicit duty of the Secretary of State to secure an effective
system for education and training.

5.9 This needs to be achieved in the context of wider healthcare reform. The overall
objective of the programme is to achieve the above vision and to deliver a system for
health education and training that meets the requirements of Liberating the NHS:
Developing the Healthcare Workforce — From Design to Delivery.

National leadership — Health Education England

5.10 HEE is the new national leadership body for education, training and the development
of the health workforce. HEE was established from June 2012 and became a shadow
SpHA in October 2012; it will take on full responsibility from April 2013. HEE will:

place providers of NHS services firmly in the driving seat to plan and develop
the workforce, within a coherent national framework and to consistent
standards;

ensure that staff are available with the right skills and knowledge, at the right
time, and that the shape and structure of the workforce evolves to meet
changing needs;

provide a clear focus on the entire healthcare education and training system,
and ensure greater accountability against service improvements;

ensure that investments made in education and training are transparent, fair
and efficient, and achieve good value for money.
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5.11 HEE’s Chair, Chief Executive and Non-Executive Directors have been appointed.
‘Introducing HEE'*® explains its role.

5.12 In 2012/13 HEE will focus on securing a safe transition to the new system and start to
take forward the key education and training priorities set out in From Design to
Delivery. The high level objectives for HEE in this transitional year are:

e building organisational capacity and capability, including strong governance
and financial control;

e establishing the education and training landscape,;
e developing excellent relationships and partnerships; and

e setting the strategic education outcomes and priorities for 2013/14.

Local workforce planning

5.13 HEE will work closely with employers through LETBs who will be responsible for
commissioning and funding the education and training required by local health
economies. The purpose of LETBs is to:

e identify and agree local priorities for education and training to ensure security
of supply of the skills and people providing health and public health services;

e plan and commission education and training on behalf of the local health
community in the interests of sustainable, high quality service provision and
health improvement; and

e be aforum for developing the whole health and public health workforce.

5.14 The LETB operating principles® commit the NHS to greater local autonomy.
Arrangements to support LETBs through the authorisation process, which starts from
October 2012, have been published?.

5.15 One of the first priorities for LETBs will be the development of workforce planning
models, over a minimum 5 year period in the first instance, that create a clear picture
of service demand for different healthcare groups. It is anticipated that LETBs will
begin to make projections on the basis of patterns of workforce retention and
retirement and also the likely future service needs of the population they serve. This
work has already begun in some LETB areas and the others will follow shortly.

5.16 This is a major change from past attempts at workforce planning which have largely
been nationally and supply side driven. It is clear that this has to be the direction of

18 (http://www.hee.nhs.uk/2012/06/22/introduction/
19 http://www.uclpartners.com/lotus/wp-content/uploads/2012/06/NCEL1240-LETB-Guidance-to-the-Operating-Principles

0 http://www.hee.nhs.uk/cateqgory/publications/letb-guidance/
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travel if we are to ensure that, locally and nationally, there is an adequate workforce to
ensure comprehensive patient services in future.

The Centre for Workforce Intelligence

5.17 The Centre for Workforce Intelligence (CfWI1) is the national authority on workforce
planning and development, providing advice and information on the NHS and social
care system.

5.18 CfWI aims to provide an accessible route to NHS and social care planners, clinicians
and commissioners seeking workforce planning and development expertise to
improve NHS and social care services. It supports long-term and strategic scenario
planning for the whole health and social care workforce, based on research, evidence
and analysis.

5.19 CfWI focuses on three key, strategic areas, by providing:

o workforce intelligence to the health and social care system to enable it to
make better decisions. This intelligence spans the “here and now” to horizon
scanning;

e leadership within the system, helping senior leaders to drive workforce
planning, strengthening the influence of workforce planners, and connecting
different parts of the system;

e the support, resources and best practice to improve the effectiveness of
workforce planning at local, regional and national levels.

Assuring the safety and quality of changes in the size and shape of the workforce

5.20 Local healthcare organisations, with their knowledge of the patients that they serve,
are best placed to plan and deliver a workforce appropriate to the needs of their
patients, based on clinical need and sound evidence.

5.21 Consequently, there will always be local and regional variations. The main variations
are likely to involve skill mix, service re-design and moving services into the
community. Each region has a slightly different timescale for these changes, as they
need to happen when it is right for the local community.

5.22 Where changes are planned to the size and shape of the workforce, local healthcare
organisations must provide assurance that the safety and quality of patient care is
maintained or improved.

5.23 A new safety and quality assurance process has, therefore, been developed to
ensure that any significant change proposed in the clinical workforce has involved
clinicians at all levels, maximising on their engagement, leadership and sign-off.

5.24 The Government also expects the NHS to protect front line services. Where there are
reductions in the clinical workforce, this should be achieved mainly through natural
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turnover. Every effort should be made to secure suitable alternative employment for
staff affected by such changes and to consider compulsory redundancy only as a last
resort. We also expect the NHS to ensure that good progress is made in areas that
can relieve the pressure on the pay bill, such as reducing sickness absence and
agency spend.

Workforce information

5.25 Workforce planning in a more diverse NHS will require continued access to Workforce
Information to enable HEE, LETBs and CfWI to fulfil their roles. To ensure the
necessary information is available we have established a workstream to set out the
future Workforce Information Architecture (WIA).

5.26 The WIA workstream is part of the DH’s Education and Training transition programme
and is made up of three projects:

e project 1:— ‘Information’ (Minimum Data Set) aims to identify what workforce
information is needed, and by whom,;

e project 2: — ‘Systems and Processes’ aims to develop the processes by which
this information is collected and flows around the new system;

e project 3: - Defining the future role of CfWI.

5.27 The benefit of the completed projects will be a fit for purpose WIA that will enable
effective workforce planning and education commissioning nationally, sub-nationally
and locally in line with ‘Liberating the NHS'.

Challenges
Improving data on vacancies

5.28 The DH has led the Fundamental Review of Data Returns and is due to publish its
response later this year to the public consultation about this which took place between
30 August and 22 November 2011. The NHSIC responded to the feedback from the
Fundamental Review consultation and proposed, in collaboration with DH, that
existing vacancy surveys should be stopped given concerns about their reliability. The
broad conclusions of the DH and NHSIC are that the vacancy surveys only offer a
proxy for the national picture, can be of poor quality due to low response rates and
only reflect one point in time. As an interim DH and NHSIC have considered
alternative data sources for vacancy data, however on reflection it was decided that
none of these would provide robust data on vacancies.

5.29 Subject to the outcome of the Fundamental Review, it is expected that vacancy
surveys will end and the Fundamental Review will offer a steer about how vacancy
data can be improved to offer better support to workforce planning by providing a
better balance of information at national and local level. In particular the NHSIC
continues to investigate using the new NHS Jobs website to provide some substitute
figures on vacancies, and will aim to source the NHS vacancy information from this
new administrative system which is due to be implemented in December 2012, with
vacancy information available shortly afterwards. This is expected to allow NHS
vacancy figures to be collected for 2013.
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5.30 The new NHS Jobs service is able to provide data covering adverts for posts within
the NHS at any point although the available data is a proxy for vacancies because, for
example, not all employers use NHS Jobs. It must be noted that this information
should not be compared directly with earlier vacancy survey information and
represents only those posts that have been advertised. Advertisements may be
placed for multiple posts (and would therefore only count as one advert), they may be
placed for roles not previously considered vacancies or vacant posts may not be
advertised.

Census and electronic staff record data sources

5.31 The NHSIC continues to publish monthly workforce data and we now have a time
series of 34 months. The monthly workforce data is not directly comparable with the
annual workforce census because it is based on data from the Electronic Staff Record
(ESR) alone. That data includes some staff, for example, those working as locums,
who did not appear on the Census; while other staff who do appear on the Census,
including primary care staff, are not recorded on ESR. This return has been
suspended pending the outcome of the DH-led Fundamental Review of Data Returns.
In addition, the monthly workforce figures do not include information on bank nurses.
Under transforming community services, some staff are moving off ESR so are not
included in the monthly statistics, though the annual census should reflect some of
these changes.

5.32 Evidence to the NHSPRB on staff numbers will be provided by NHSE, and may be
able to make more use of monthly workforce statistics. This data will have benefits,
such as allowing the identification of seasonal variation in staff numbers due to
different and staggered recruitment cycles.

Training commissions

5.33 Non-medical training commissions are funded through the Multi-Professional
Education and Training (MPET) levy, which is issued to SHAs. From 2013-14
responsibility for managing MPET and commissioning training places will pass to
HEE/LETBs. SHAs and LETBs will work together to develop plans for commissions in
2013-14, which reflect the needs of local employers and the expected output from
training programmes taking account of attrition.

5.34 DH will continue to monitor MPET-funded activity until 1 April 2013, when
responsibility will pass to HEE.

Reducing the reliance on international migration of skilled occupations in shortage

5.35 In the past, the NHS has relied on immigration to bolster domestic workforce supply.
The UK has been moving towards self-sufficiency for a number of years and there has
been significant investment in training to increase UK supply of health professionals
from the £4.9 billion annual MPET budget. There are still, however, a number of
remaining health professional occupations on the Shortage Occupations List
maintained by the Migration Advisory Committee which reports to but is independent
of the UK Border Agency. CfWI is conducting a review and, once this is complete, DH
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will work with HEE to identify what further actions can be taken to reduce the number
of occupations on the list and they will report to ministers in due course.

5.36 DH will continue to monitor the position of these shortage staff groups as part of its
responsibility to ensure strategic supply for the NHS in England.

Impact on education and training arising from reforms

5.37 In response to the comments raised in last year’s report regarding concerns around
accountability in the new system, HEE will be accountable to the Secretary of State
for ensuring there is an effective system in place for the planning, commissioning and
guality assurance of education and training. LETBs are being established to manage
this activity on behalf of local providers of health and public health services. The
LETBs will need to demonstrate that they meet rigorous national criteria in order to be
established as committees of the HEE SpHA. Although they will work to deliver the
education and training needs of their local members, they will do so within the context
of a national framework set by HEE.

5.38 DH’s longstanding policy is to work closely with the professions and other key
partners to ensure that the non-medical workforce is appropriately trained and has
access to realistic and achievable career pathways.

5.39 The focus for the workforce at AfC pay bands 1-4 will be based on improving training
and development as a means of empowering and enabling talented and motivated
staff to progress. This serves to improve service quality and innovation, to support skill
mix developments and to help provide staff with fulfilling and rewarding jobs.

Apprenticeships

5.40 In line with those aims, the NHS had 10,313 apprentices in training in 2011/12. This
follows 9,547 apprentices delivered during 2010/11 and 8,167 in 2009/10. The NHS is
now one of the top three employers of apprentices in the country and has the largest
range (80 plus) of apprenticeship frameworks of any other employer in England.

5.41 NHS apprenticeships are available in disciplines such as administration and clerical
work, financial and public services. Apprenticeships are used as a career entry route
and a career pathway for people who, while talented and motivated, may lack the
qualifications needed for direct entry to a degree course. The NHS apprenticeship
route could take them relatively rapidly to AfC band 3 or band 4, and those with the
necessary aptitude and motivation could proceed to a degree course (with potential
for a year or so off the length of their course under Accreditation of Prior Education
and Learning).

5.42 DH is committed to supporting the NHS apprenticeships agenda and has
commissioned NHSE to oversee the implementation of the National Apprenticeship
Advisory Committee report and recommendations. In addition, DH is working
alongside colleagues at the Department of Work and Pensions (DWP) and Job Centre
Plus to discuss how DH and the NHS can support DWP as they focus on
understanding the impact of public spending efficiencies and the wider agenda of
Getting Britain Working.
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5.43 At bands 1-4, DH has also worked in partnership with Skills for Health to prioritise
several clinical support roles and develop clear frameworks for careers progressions
supported by defined competencies and robust education and training pathways. To
support this, NHSE published a briefing note?* in late 2010 which explains why
employer organisations need to assess the shape of their workforce and invest in the
development of their support workers to ensure both flexibility and sustainability in
workforce supply.

21 )
http://www.nhsemployers.org/PlanningYourWorkforce/SupportWorkforce/Pages/SupportWorkforce.aspx
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6.

Agenda for Change Staff Group

Issues

6.1

Context

6.2

6.3

6.4

In this Chapter, we update on policy developments aimed at ensuring appropriate
recruitment and retention of AfC staff groups.

During 2000 to 2010 the NHS expanded rapidly to increase capacity and reduce
waiting times. The overall HCHS full time equivalent staff increased during this period
by 27% from 753,035 to 957,567. However, this included a disproportionate increase
in the number of managers and administrators, which rose by more than 50%
between 2001 and 2010 from 26,285 in 2001 to 40,094 in 2010, and a decline in
productivity of just over 1% between 2000 and 2009. This position was unsustainable
given the difficult financial position that the Coalition Government inherited.

Since the economic crisis of 2008/9, the outlook for the workforce has changed
significantly. The period of general expansion has ended and the focus has
necessarily shifted towards re-balancing the workforce to improve efficiency and
protect services by reducing running costs and transferring savings to the front line.
This has resulted in a number of changes in the shape of the workforce including:-

e areduction in the total number of HCHS staff of 2.2% from 957,567 to
936,563;

e areduction in the number of infrastructure support staff by 5.8% from 201,576
in 2010 to 189,800 in 2011,

e a 9% reduction in managers from 40,094 to 36,613;

e an overall increase in professionally qualified clinical staff, including more
midwives but a slight reduction (1.2% since May 2012) in the number of
nurses as skill mixes change.

Looking ahead, the DH envisages a shift in service provision away from hospitals with
an increased number of clinical staff working in the community where patients want
services delivered, supported by a streamlined management and administration
system. Patterns of care will change with services being provided in different settings
and with a different skill-mix of staff. Most decisions about the appropriate workforce
needed to deliver high quality care will be taken locally as part of service
reconfiguration but the DH expects that the size of the total NHS workforce is likely to
remain broadly stable with some scope for workforce growth in 2012/13, and some
reductions in the subsequent 2 years. The largest proportion of any reductions is
expected to be among managers, admin & clerical staff, but reductions in other staff
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groups, including clinical staff, cannot be ruled out and will depend to a large extent
on the overall impact of individual service reconfigurations. Due to sensitivity and
uncertainty inherent in any workforce forecasts, and the particular complexity within
the NHS, estimates of future affordable workforce size are liable to change.

6.5 There are however a number of areas where the position for individual staff groups
may be different. These are set out below for your information.

Midwives

6.6 Women should always expect and receive excellent maternity services that focus on
the best outcomes for women and their babies, and consistently improve each
woman'’s experience of care.

6.7 We are modernising the NHS so patients can continue to receive safe, high quality
maternity care and we are increasing funding for the NHS by £12.5 bn over the next
four years.

6.8 DH is moving towards a workforce where the focus will be increasingly on supporting
the whole maternity team to make best use of their contributions by using innovation
and new technology to drive up the quality of care and deliver value for money.

6.9 The number of qualified midwives FTE (full time equivalent) in the NHS has increased
by 960 from 20,132 to 21,092 between May 2010 and June 2012. We are keeping
training numbers at a record high, with 2,578 places planned for 2012/13.

6.10 DH asked CfWI to undertake an in-depth study of the nursing and maternity
workforce. The final report is expected in November 2012.

6.11 DH will continue to work with the Royal College of Midwives and other organisations
to make sure we have an appropriately resourced and skilled maternity workforce
based on the most up-to-date evidence.

Health visitors

6.12 As part of the Coalition Agreement, the Government committed to increase the
number of health visitors by 4,200 by April 2015 against a May 2010 baseline of 8,092
and to transform services for families. This is a high visibility, high interest area in
cross government priorities to support families. The increase will be the biggest
percentage workforce growth we have delivered in recent years and a challenging
commitment — especially as health visitors have first to be trained as nurses or
midwives. Further, there is no evidence to suggest that the commitment to deliver
additional health visitors is having a detrimental effect on the number of midwives or
school nurses, as can be demonstrated by the increase in midwives referred to above
and, for example, the number of school nurses has also increased by 1.5% (17FTE).

6.13 The Coalition Agreement and subsequent Health Visitor Implementation Plan 2011-
2015 — ‘A Call to Action'? (Feb 2011), expressed commitment is improving the health
outcomes for children, families and their communities. The Plan set out a four year

= http://www.dh.gov.uk/en/Publicationsandstatistics/Publications/PublicationPolicyAndGuidance/DH_124202
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transformational programme of recruitment and retention, professional development
and improved commissioning.

6.14 The 4,200 growth requires 6,000 additional nurses and midwives to train as health
visitors over three years (compared to a pre-2010 training rate of around 500 a year).
Full time health visitor training courses take a year.

6.15 Good progress is being made. The number of FTE health visitors has increased by
339 (4.2%) since May 2010 baseline. The total number of FTE health visitors was
8,431 as at 31 May 2012. Trainee numbers have increased considerably with around
1,600 in training in 2011/12. These figures are in line with plans. The numbers of
health visitors will, however, decrease slightly through normal turnover until the next,
significantly increased, cohort of health visiting trainees enter the workforce from
September onwards.

Pharmacists

Recruitment and retention premia

6.16 Whilst the NHS PRB, in their 2011/12 report, concluded that the position on NHS
junior pharmacist vacancies no longer required specific review, the parties were
asked to draw attention to evidence on the vacancy situation as appropriate.

6.17 In line with the agreed position on submission of evidence to the PRB this year, NHSE
will now produce more detailed evidence on recruitment, retention, morale and

motivation. We have therefore concentrated on the following strategic policy
evidence:

e new NHS system architecture;

e changes to the regulations governing NHS pharmaceutical services and
reductions in prescription volume growth;

e optimising value from medicines;
e pharmacy undergraduate student numbers;

e international students;

reform of pharmacist pre-registration education and training.

6.18 DH has however funded the NHS Pharmacy Establishment and Vacancy (PEV)
Survey again this year and the preliminary results have been analysed internally.
They demonstrate three-month vacancy rates of 6-7% amongst junior pharmacists,
which is marginally lower than last year and substantially lower than in previous years.

New NHS system architecture
6.19 The specific duty on the Secretary of State to secure an effective system for

planning and delivering education and training for all people employed in
organisations providing NHS services — as set out in the Health & Social Care Act
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2012 — provides a helpful context in which to move to a more cohesive and joined up
system of workforce planning for pharmacy.

6.20 Community pharmacy contractors will be required to cooperate in the planning of the
healthcare workforce and this will ensure that more than 90% of registered
pharmacists will be considered and planned as a single workforce.

6.21 The majority of the 35% of newly qualified pharmacist trainees who are not retained in
NHS Trusts and who move to community pharmacy will remain “in the system”
because they are working for organisations providing NHS services and are,
therefore, by law, still covered by the requirements of the NHS Constitution.

6.22 In the new NHS architecture HEE and LETBs will both need to engage with and take
account of the community pharmacy picture. The opportunities that this provides,
both nationally and locally, to plan and develop the overall pharmacist workforce
should ensure that ongoing concerns of the NHS PRB in relation to NHS retention
rates, which are again stable at around 65% in 2011, can be addressed.

Changes to the regulations governing NHS pharmaceutical services & prescription
volume growth

6.23 New regulations governing NHS Pharmaceutical Services came into force in
September 2012. They remove three of the four current exemptions to the “necessary
or expedient” test for pharmacies opening at least 100 hours per week, in designated
large out-of-town shopping centres and in large one-stop primary care centres. This
is likely to reduce the rate of growth of numbers of new community pharmacies
opening. Employers therefore anticipate a reduction in demand for pharmacists and
this is likely to be one of the factors influencing decisions about training post numbers.

6.24 Prescription volume has had a significant impact on the growth in demand for
registered pharmacists, particularly in community pharmacy. In the last two years the
rate of growth in prescription volume has fallen from 5% to around 3.5%.

Optimising the value of medicines

6.25 To meet the current and future challenges envisaged for the delivery of health and
social care, health care professionals will need to ensure that the use of medicines is
optimised to generate maximum benefit for patients and the best value from the
money spent by the NHS. The policy relating to medicines use, set out in Equity and
Excellence - Liberating the NHS indicates that pharmacists will play a key role in this
and will be required to work more closely with patients and other healthcare
professionals than is currently the norm. This, together with delivery of the public
health strategy objectives through community pharmacies are driving work to make
better use of the whole pharmacy workforce — pharmacists, pharmacy technicians and
the support team.

6.26 Recent developments, including establishing statutory registration for pharmacy

technicians in 2011, are supporting development of the workforce and the ability of
employers to utilise staff effectively through safe and appropriate skill-mix polices.
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Pharmacy student numbers

6.27 Pharmacists are required to complete a four-year masters level degree followed by
one-year pre-registration training programme and successfully pass a national
registration exam. In the last decade student recruitment has flourished with twice as
many pharmacists entering degree programmes in 2009 compared with 1998 and the
number of schools of pharmacy increasing from 16 to 26 over the same period. To
date, and in response to the overall under-supply of pharmacists, pre-registration post
numbers have kept pace as employers have struggled to fill vacancies.

6.28 As the signs are that, across all employers, the vacancy position has eased
considerably (as reflected in the conclusions of the Migration Advisory Committee
Report 2011) we are now anticipating a levelling out, and potentially a fall, in the
provision of pre-registration training posts. This could result in a growing number of
pharmacy graduates who are unable to complete their training and register as
pharmacists with the pharmacy regulator, the General Pharmaceutical Council, if
student numbers continue to grow as universities respond to the changing higher
education funding policies by expanding existing schools and opening new ones.
UCAS applications for pharmacy continued to be buoyant in 2012. Left unchecked
continued growth in student numbers is likely to generate more graduates than the
NHS (including community pharmacy employers) has the need for and perhaps the
capacity to provide and fund training to allow them to register.

6.29 The Modernising Pharmacy Careers Professional Board (now part of HEE) is
undertaking a review of the likelihood and extent of any oversupply of graduates and
considering the potential impact on the overall security of supply of the workforce.
This review will reflect the inclusion of community pharmacy in the new NHS
education and training system and explore avenues to ensure community pharmacy
employers co-operation in the planning and effective delivery of education and
training. We are including pre-registration planning of placements funded through the
MPET budget (in NHS trusts) and through the community pharmacy contractual
framework (in community pharmacy) in the new arrangements. Local Education &
Training Boards will be expected to match provision of pre-registration training
placements to demand for services across the system.

6.30 CfWI has also been commissioned to review the long term workforce demand to
inform the discussion about pharmacy student numbers and provision of training
places.

6.31 DH is currently in discussion with BIS about the option to restrict student numbers
and to match them more closely to workforce demand and training places as part of
the consideration of whether and how to implement reform proposals that would
integrate the currently separate MPharm degree and the pre-registration year.

International students and post study visas

6.32 There are around 16% of pharmacy undergraduate students currently studying on UK
MPharm programmes. Until the changes to the points based immigration system in
April 2012, international graduates were able to complete their pre-registration year
using a Tier 4 Post-study visa. Pre-registration trainees employed by NHS trusts and
paid at band 5 will be able to complete their training using a Tier 2 visa. However,
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those in community pharmacy, who are paid considerably less than £20,700, would
not be able to complete their training and register.

6.33 DH and the UK Borders Agency approved a Tier 5 Graduate Exchange Scheme
application from the Royal Pharmaceutical Society in June 2012 to allow those
trainees affected by the changes to complete their training. The Scheme has been
approved for four years only and will be reviewed annually.

Reform of pharmacist pre-registration education and training

6.34 DH is continuing to explore the options for implementation of reforms to the
undergraduate and pre-registration training of pharmacists. The reform programme, if
implemented will integrate the two, currently separate university and work-based
programmes and:

e increase the quantity and quality of clinical teaching;

e improve the quality and consistency of work based teaching, learning and
assessments;

e allow a more coherent approach to planning, funding and delivering a modern
clinical curriculum.

6.35 Together with the wider changes to the NHS Education and Training system outlined
above, the reform programmes will enhance the ability of the NHS to plan its
pharmacist workforce in a way that is currently not possible.
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/.

NHS Pay, Pensions, Additional

Benefits and Total Reward

NHS Pay

Consultation on reform of the Agenda for Change pay system

Context

7.1

7.2

7.3

The aim of the DH pay strategy is to ensure the overall employment package,
including pay, conditions of service and pensions, is affordable, offers value to
taxpayers and is sufficient to recruit, retain and motivate the right number of high
calibre staff with the right skills to deliver Government policy and to support QIPP.

The key principles of the Government’s pay policy for the NHS are set out in “Equity
and Excellence: Liberating the NHS”. These explain that individual employers should
be free to determine their own terms and conditions so that they can decide how best
to recruit, retain and motivate their staff. To date, however, only one trust (Southend
University Hospitals NHS Foundation Trust) has chosen to move away from AfC, and
the changes it introduced were marginal. Most employers continue to use national pay
frameworks and are likely to continue to do so provided they remain fit for purpose.

Where employers do want to exercise their freedoms to change employment contracts
they cannot do so unilaterally, they must comply with normal employment legislation
including the need to seek to negotiate with staff and their representatives.

Agenda for Change — options for reform

7.4

7.5

7.6

Both employer and Staff Side representatives acknowledge the positive contribution
that AfC has made to help ensure a modern and effective NHS since its inception in
2004. However, they also recognize that it is necessary to keep any pay framework
under review to ensure that it remains affordable, fit for purpose and fair to staff. This
is particularly true at the moment for AfC as NHS employers face significant service
and financial challenges including considerable cost improvement requirements.

NHS Employers and trades unions are therefore working in partnership through the
NHS Staff Council to consider what part reform of national terms and conditions might
play in meeting these challenges, recognizing the challenges faced not only by
employers but also by staff.

These discussions were delayed temporarily while priority had to be given to pensions
reform, but are now progressing constructively. We understand that there is a shared
understanding of the problem and a commitment on all parts to seek a solution that
enables AfC to remain fit for purpose and attractive to FTs.
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7.7 These discussions are based primarily around NHS Employers’ proposals® from
March 2012 and include suggested changes to how pay during sick leave is
calculated and how annual performance and progression is managed. The NHS trade
unions consulted their members about these proposals during July 2012. Work
continues but it will not be clear until November 2012 whether a national agreement
can be reached.

The South West Pay, Terms and Conditions consortium

7.8 Inthe meantime, a growing number of trusts is discussing with their staff and staff
representatives the merits of introducing local changes to national terms and
conditions. The most prominent of these recently has been the South West
Consortium which is made up of around 20 trusts in the South West of England who
appear to have become frustrated about what they see as the very slow progress
made within the Staff Council.

7.9 The work of the Consortium is at a very early stage. We understand they have issued
2 documents®* to promote an open, transparent and inclusive discussion with staff
about local service and financial challenges, and a wide range of options around the
role that local pay reform might play in meeting these challenges.

7.10 They have not made any formal proposals at this stage but expect to do this by the
end of this calendar year at which time each trust board will decide its own way
forward, taking account of any forthcoming agreement to changes in national terms
and conditions.

Market facing pay

7.11 The Government asked a number of independent Pay Review Bodies to consider how
public sector pay can be made more responsive to local labour markets. The
Government received the NHSPRB pre-publication report in July. However it has
decided not to comment until it has received all of the reports so they can be
considered together.

The NHS Pension Scheme

7.12 This section updates NHSPRB on further progress with reforms to the NHS Pension
Scheme (NHSPS) since the information we provided last year.

7.11 The Government’s reforms will ensure public sector pensions are more sustainable,
affordable and fairer to both public sector workers and other taxpayers.

7.12 The NHSPS will continue to deliver a fair reward which supports the retention and
recruitment of staff and we will work in partnership with NHS unions to implement the
changes.

= http://www.nhsemployers.org/PayandContracts/AgendaForChange/Pages/NHSTradesUnionsConsultonProposals
http://meetingthechallenge.info/documents/
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7.13 Lower and middle earners earning up to £26,557 have seen no increase in their
contributions for 2012/13 and those with special class status have been given
protected rights.

Pension choice exercise

7.14 The Pension Choice exercise ended on 31 March 2012. In total, there are now
around 400,000 staff on the 2008 arrangements — which includes all new starters and
4 per cent of staff who made the decision through Choice to move from the 1995
scheme.

Increase in pension contributions

7.15 In 2011, the Government announced its plans to increase member contribution rates
by an average of around 3.2% for all public sector schemes, including the NHSPS.
These increases will be staged over 3 years. These changes reflect the fact that the
taxpayer has largely paid for the increased cost of pensions due primarily to increased
life expectancy. The Government believes it is right that there should be a fairer
distribution of costs between employees and employers. A consultation in relation to
pension contribution increase for year 1 concluded in early 2012 following which, the
changes were implemented from April 2012.

7.16 The increases in pension contributions followed HM Treasury’s principles that include:

e protecting the lower paid;

e recognising that higher earners should pay higher contribution rates given the
higher level of benefits they receive in final salary arrangements;

e protection for those staff earning less than £15,000 a year;

e those in post on 1 April 2012 and with 10 years or less to go until their Normal
Retirement Age (NPA) will not have to move onto the new scheme;

e transitional arrangements for those in post on 1 April 2012 with more than 10
and up to 14.5 years until their NPA.

7.17 Discussions on increases to pension contribution rates for years 2 and 3 continue,
although proposals for years 2 and 3 were part of the wider consultation on the reform
of public sector pensions. However, the NHSPS Governance Group (partnership of
NHSE and NHS trade unions) continue to discuss proposals for years 2 and 3. For
example how available data on the rate of staff opting out of the NHSPS might impact
on future membership of the NHSPS. More information is at Annex F.

Review of the Public Service Pension Schemes
7.18 In our information last year, we referred to the Government’s Independent Public

Services Pensions Commission (IPSPC), led by Lord Hutton of Furness, which made
27 recommendations. These are outlined at Annex G.
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7.19 Key areas of importance to NHS staff are changes relating to the move from final
salary to career average schemes and a shift to linking NPA with the State Pension
Age (SPA). In other respects, the new NHSPS looks very similar to the 2008 NHSPS,
for example, it will continue to offer provisions for ill health retirement benefits, partner,
spouse and dependent children’s pensions on the death of the member; death in
service benefits remain unchanged. The new NHSPS will also include retirement
flexibilities enabling staff to take their pension, continue in their employment and
continue membership of the NHSPS. These provisions provide for a flexible approach
to work alongside other commitments in the run up to retirement.

Progress toward implementation of Hutton reforms

7.20 In March 2012, NHS trade unions shared a proposed final agreement. On 4 July
2012, the CST confirmed to the House of Commons that the Government will take
forward legislation to implement NHSPS reforms. The reforms will be based on the
proposed final agreement reached with the NHS Trades Unions on the design for a
new NHSPS, effective from 2015. The publication of the proposed final agreement®
followed extensive discussions with NHS Trades Unions. The main parameters of the
proposed new NHSPS are set out in Annex H.

7.21 The proposed 2015 NHSPS is still one of the best available — a table which compares
it with the 1995 and 2008 schemes is at Annex I.

Review into working longer

7.22 The NHSPS Proposed Final Agreement includes the provision that for pension
accruals post 2015, the NPA should be set equal to the SPA. The tripartite “Working
Longer” review between the DH, NHSE and the trade unions will seek to address the
impact of working longer in the NHS, with particular reference to staff working on the
frontline and those working in physically demanding roles, including the emergency
services. The first meeting of the review group took place in September 2012.

Total Reward

7.23 Total Reward is both the tangible and intangible benefits that an employer offers an
employee: the financial benefits e.g. pay, pension, life assurance, and the non-
financial benefits e.g. training, career development opportunities, culture and working
environment. As NHSE said in their recent briefing?® for staff, it is a means of
explaining to employees the total value of their employment packages.

7.24 The DH has used the following model which was developed by the Hay Group for the
Cabinet Office (IES Report, 2011%’) as the basis for developing our approach to total
reward in the NHS.

i~ http://lwww.dh.gsi.gov.uk/pensions
http://www.nhsemployers.org/Aboutus/Publications/Documents/Total_reward 101111.pd
2 (http://www.cipd.co.uk/NR/rdonlyres/03655B02-FDB6-4D18-ADFD-7D5A4399C72C/0/TotalReward HayGroup.pdf)
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7.25 The DH vision for Total Reward within the context of continued pay restraint and fiscal
consolidation is one in which NHS organisations have the appropriate capability and
capacity to:

o fully utilise the NHS employment package in order to recruit and retain the
staff they need;

e implement local reward strategies that are aligned with their organisational
objectives and meet the needs of their workforce;

e ensure employees understand the full value of their total reward package (the
tangible and intangible benefits) and the flexibilities within it.

7.26 Examples of NHS organisations developing a more holistic approach to reward in
2012 include York Teaching Hospital NHS Foundation Trust and Sherwood Forest
Hospital Foundation Trust. They offer benefits such as buying/selling annual leave,
salary sacrifice schemes, on-site nursery and exercise classes, access to local
discounts as well embedding health and wellbeing and learning and development into
their reward strategies.

7.27 The Government has committed to reducing administration costs by 33% over this
Parliament, which will have some impact on HR capacity. Nevertheless, we believe
that with appropriate support NHS managers would be able to use this total reward
approach to help recruit, retain and motivate staff by making more effective, flexible
use of existing pay and benefits.

7.28 The DH is working with NHSE to develop proposals on how we might support the
service to improve the capability and capacity of the HR community to take a total
reward approach to the employment offer. We are in the early stages of preparing a
scoping study, which will be informed by the ongoing project to deliver Total Reward
Statements (see below). We will report on our progress in our evidence for the
2014/2015 pay round.
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7.29 The DH is working with NHS Business Services Authority, ESR and NHSE to deliver
Total Reward Statements (TRS) for all NHS employees. TRS will set out for
employees the range of benefits that make up their reward package. Initially, the
process for introducing TRS will take the form of two pilots; the first commencing in
September 2012 with TRS being rolled out more widely from April 2013.

7.30 For NHSPRB remit staff, it includes:

annual incremental progression of between 0.6% and 6.7% of basic salary;
and an NHS minimum wage of £7.24 per hour which is 17% above the
national minimum wage of £6.19 which came into effect from 1 October 2012;

a defined benefit pension scheme with a 14% employer contribution and
flexible early retirement options from 55 years old;

immediate life assurance of twice an employee’s annual pay and generous
death benefits for widows/widowers and dependants/children;

maximum 41 days holiday compared with the 28 days statutory entitlement
which many companies offer e.g. ASDA,;

sick pay of six months at full pay and six months at half pay compared with
statutory sick pay of £85.85 per week for up to 28 weeks;

redundancy pay of up to two years’ salary with a maximum of 24 years
reckonable service compared with the statutory 0.5 - 1.5 weeks pay for each
full year of service depending on age;

maternity pay of eight weeks full pay, 18 weeks half of full pay, 13 weeks
Statutory Maternity Pay and an optional extra 13 weeks unpaid leave
compared with the statutory entitlement of six weeks at 90 per cent of
average gross weekly earnings and 33 weeks at the lower of either £135.45,
or 90 per cent of average gross weekly earnings;

paternity leave of 2 weeks starting twenty weeks after the child is born as well
as an additional 2 to 26 weeks if the mother has returned to work. Fathers are
also entitled to receive additional paternity pay if the mother has not
exhausted her statutory maternity pay when she returns to work;

the nationally recognised values, diversity and reputation of the NHS
including, for example, excellent opportunities for flexible working, career
breaks etc.

7.31 The DH is committed to achieving its total reward vision for the NHS for the benefit of
both employers and employees. For example:

the total reward package of a band 5 nurse with one year’'s service working
outside London is estimated to be worth £31,266 which is £10,090 or 48%
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over basic pay of £21,176. The addition includes sick pay, holidays, pension
and hidden pension subsidy;

e the total reward package of a band 6 nurse with 10 years service working in
inner London is estimated to be worth £51,787 or 68% more than basic pay of
£29,464.
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Annex A

Chancellor’s Letter setting out the General Context for Pay

S

HM Treasury, | Horse Guards Road, London, SWIA 2HQ

} December 2011
Jerry Cope
Chair
Pay Review Body - NHS
Office of Manpower Economics
6th Floor
Victoria House
Southampton Row
London
WC1B 4AD

} [Wv C&’/’{ .

Following my recent announcements at the Autumn Statement, | am writing to set out
the Government’s view on the critical role of the NHS Pay Review Body in the years
ahead.

The Government continues to value the independent and expert view that the Review
Bodies provide —~ and | appreciate that you are currently engaged in taking evidence in
relation to pay awards for 2012-13.

You will be aware that, at the Autumn Statement, | announced that the public sector pay
freeze will end after 2012-13 — but that in order to support fiscal consolidation, for each
of the following two years the Government will seek public sector pay awards that
average at 1 per cent. The Secretary of State will write to you in advance of the 2013-14
pay round, in line with normal process.

However, when it comes to setting pay policy after the freeze, the Government is
concerned not only with the appropriate annual uplift, but also ensuring that overall
public sector pay systems are the most appropriate for the modern Jabour market.

In particular, as Review Bodies have noted in the past, there is substantial evidence that
the differential between public and private sector wages varies considerably between
local labour markets. This has the potential to hurt private sector businesses that need to
compete with higher public sector wages; lead to unfair variations in public sector service
quality; and reduce the number of jobs that the public sector can support for any given
level of expenditure.

The Government believes that there is a clear case for seeking to correct these problems,
ensuring that public sector pay does not distort local markets. Therefore — following my
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announcement in the Autumn Statement, | am now writing to ask that you consider how
to make pay more markel-facing in local areas for NHS Agenda for Change staff.

In taking forward this analysis, you should take into account:

the need to recruit, retain and motivate suitably able and qualified staff
across the UK;

the difference in total reward between the NHS workforce and those of
similar skills working in the private sector by location — and the impact of
these differences on local labour markets;

how private sector employers determine wages for staff in different areas
of the country;

what the most appropriate areas or zones by which to differentiate pay
levels should be;

the affordability of any proposals in light of the fiscal position — these
should not lead to any increase in paybill in the short or long-term;

the need to ensure that proposals are consistent with law on equal pay;
whether and how the new approach could be delivered within national
frameworks; and

whether proposals should apply to existing staff, or just to new entrants.

The Secretary of State will follow this letter with a detailed remit in relation to the NHS
workforce, which 'may also raise other pay reform issues.

I 'would be grateful if you could submit initial findings by 17 July 2012. It will then be
possible to feed these findings into the evidence provided by Government and other
parties, to the 2013-14 pay round.

I am copying this letter to the Chief Secretary to the Treasury, the Secretary of State for
Health and the Minister for the Cabinet Office.

5%9 ‘ PO Y
(5g Cse

GEORGE OSBORNE
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Annex B

g;agg::?;?gﬁruﬂﬁger Secrelary of State D H D e p a rt m e nt—

' " of Health
Jerry Cope
Chair
Pay Review Body — NHS B

Richmond H

Office of Manpower Economics 79 Whitehall
6" Floor, Victoria House - : fé%?ffms' -
Southampton Row
London Tel: 020 7210 3000
WEIB 4AD | | 17 0CT 2012

Qeu-%)/

NHSPRB Remit 2013/14

I am writing as a follow up to the letter you received from the Chief Secretary
to the Treasury, Danny Alexander, on 24" September confirming the
Government’s approach to the 2013/14 pay round.

I should like to emphasise the importance I and my ministerial colleagues
place on the vital and expert work that you and your PRB colleagues do in
considering pay for NHS non medical staff and thank you for your ongoing
commitment to the process.

This is the first year for new arrangements in submitting evidence to you
reflecting the changing role of the Department of Health (DH) which will no
longer be responsible for day to day management of the NHS. The former
Secretary of State, therefore, wrote to you on 3" July confirming that:

e The Department of Health will provide high level evidence focussing on
the economic and financial (NHS funding) context and strategic policy;

e NHS Empoyers will provide separate detailed evidence about the
recruitment, retention, motivation and morale of staff within the Agenda
for Change (AfC) pay system...

e The DH will, however, retain overall accountability for the evidence
provided by NHSE and will ensure that it meets the quality expectations
of the PRBs.

I confirm that this remains our intention. In addition, for 2013/14, I should be
grateful if you would make recommendations of up to an average 1% for the
basic pay of NHS staff falling within your remit. In doing so, you should
consider the evidence you receive in respect of:
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e the need to recruit, retain and motivate suitably able and qualified staff;

e regional/local variations in labour markets and their effects on the
recruitment and retention of staff; '

e the funds available to the DH, as set out in the Government’s
Departmental Expenditure Limits;

e the Government’s inflation target; |

e the principle of equal pay for work of equal value in the NHS;

e the overall strategy that the NHS should place patients at the heart of all
it does and the mechanisms by which that is to be achieved.

In making your recommendations, you should also consider:

e whether some staff groups warrant pay increases of more or less than
1% as long as, overall, the increase does not exceed an average of up to
1%;

e that 60% of your remit group receive incremental progression of, on
average, 3.5%; _

e the impact on AfC pay differentials as a result of the £250 increase for
staff earning less than £21,000 during the pay freeze period;

e whether Higher Cost Area Supplements or any other allowances within
your remit should be changed, noting that any changes would have to
be funded within the 1% cap;

e whether any further work is required on any issues to help your
consideration of evidence in the future.

Finally, I was very grateful for the timely submission of your report ‘How
Agenda for Change pay can be made more appropriate to local labour
markets’ and the extensive work you put in to producing this. As you know,
the Chancellor wrote to a number of PRBs for evidence on MFP and the
Government will respond once it has received and considered them all.
Therefore, this remit does not include any further work on market facing pay
at this time. We will contact you again about this once the Government has

responded.

I look forward to receiving your report on 2013/14 pay for your remit group in
due course. -

Bk i

DR DAN POULTER
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Annex C

NHS Pay Review Body - Changes to Evidence Submission - Letter from Secretary of

State to the Chair of the NHS Pay Review Body

RESTRICTED

HM Treasury, 1 Horse Guards Road, London, SW1A 2HQ

Jerry Cope, Chair

NHS Pay Review Body

Office of Manpower Economics
6" Floor

Victona House

London

WC1B 4AD

24 September 2012
Dear Jerry,
PUBLIC SECTOR PAY 2013-14
I would like to thank you for your work on the 2012-13 pay round. The
Government greatly values the contribution of the NHS Pay Review Body in

delivering robust, evidence-based pay outcomes for public sector workers.

2. At the 2011 Autumn Statement, the Government announced that public
sector pay awards will average 1% for the two years following the pay freeze.
The Government has also asked certain Review Bodies to consider how to make
public sector pay more responsive to local labour markets in their remit groups-
who will be reporting from July 2012. | am now writing to set out how the
Government proposes that the NHS Pay Review Body approaches the 2013-14

round

3 The Government believes that the case for continued pay restraint across
Lhe public sector remains strong. Delailed evidence will be set out in the round,

but at the highest level, reasons for this include:

a. Recruitment and retention: While recognising some variation between
remit groups, the evidence so far is that, given the current labour
market position, there are unlikely to be significant recruitment and
retention issues for the majority of public sector workforces over the

next year,

RESTRICTED
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RESTRICTED

b. Affordability: Pay restraint remains a crucial part of the consolidation
plans that will help to put the UK back anto the path af fiscal
sustainability — and continued restraint in relation to public sector pay
will help to protect jobs in the public sector and support the quality of

public services.

4. The Government recognises the Review Bodies role in  providing
independent advice on pay uplifts. In 2013-14, the Government will limit uplifts
to an average of 1% in each workforce. The Review Body should therefore focus
on considering how the 1% will be divided within their remit group. When
considering their recommendations, Review Bodies may additionally want to
consider the level of progression pay provided to the workforce and the potential
for payments to be more generous for certain groups of staff.

5. The 1% uplift should be applied to the basic salary based on the normal

interpretation of basic salary in each workforce. This definition does not include
overtime or any regular payments such as London weighting. recruitment or

relention premia or other allowances.

6. | would also like to express my gratitude to the Review Body’s work on
local pay, which the Government will respond to in due course once all the
reports have been received. | look forward to continued dialogue with you in the

future.

Bort shes

u‘-L.--‘\_.f\_.-"\
e =
-

DANNY ALEXANDER

RESTRICTED
2
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Annex D

NHS Pay Review Body — Changes to Evidence Submission — Letter from the
Secretary of State to the Chair of the NHS Pay Review Body

FErom the Rt Hon Andrew Lansley CBE MP
Secretary of State for Health

{ D Départment
.. 7 of Health

POC1_717160

Richmond House
79 Whitehall

J erry COpG London
Chair - NHS Pay Review Body SIW1A 2N
6th Floor, Victoria House Tel: 020 7210 3000
Southampton Row : Mb-sofs@dh.gsi.gov.ak
London '
WCIB 4AD

- e

({M /:’3# JNWK

NHS PAY REVIEW BODY — CHANGIS TO EVIDENCE
SUBMISSION

As you are awate, for many yeats now, the Department for IHealth has
been responsible for providing detailed evidence on the recruitment,
retention and morale of NHS staff and why the pay uplift recommended
by Government is sufficient to recruit and retain the staff it needs.

However, in July 2010, our White Paper — “Equity and Excellence:
Liberating the NHS” set out the high level vision, including for the future
determination of NHS pay, stating:

“Pay decisions should be led by healthcare employers rather than
imposed by the Government. In future, all individual employers will have
the right, as foundation trusts have now, to determine pay for their own
staff. However, it is likely that many providers will want to continue to
use national contracts as a basis for their local terms and conditions.”

Following on from this, my officials have had extensive discussions with
NHS Employers, the secretariat of the NHSPRB & DDRB and HM
Treasury officials and agreed that from the 2013/14 pay round onwards:

o DI will produce separate high level evidence for the NHSPRB and

the DDRB, focusing on the economic and financial (NHS funding)
context and strategic policy.
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= NHS Employers will provide separate and more detailed evidence
about the recruitment, retention and morale of staff subject to the
Agenda for Change (AfC) pay system and employed doctors and
dentists and the NHS Commissioning Board (NHSCB) will assume
responsibility for self employed doctors and dentists.

« The Department will however retain overall accountability for the
evidence provided by NHS Employers and will ensure lhal it meels
the quality expectation of the PRBs.

« DH will retain responsibility for providing evidence to the SSRB. The
remit includes SHAs and PCTs (which will cease to exist from April
*2013) and Ambulance Trusts (which will become Foundation Trusts
and outside of the government’s pay remit). Evidence for SSRB will
therefore be limited to the remaining remit group of VSMs in Arms-
Length Bodies.

I would like to confirm that my officials will ensure that the evidence
provided by NHS Employers will contain the same level of detail
previously provided by DH. Both parties, as now, will answer any
supplementary questions about their own evidence.

You may wish to note that NHS Employers will not give evidence on
behalf of the government, but as the voice of healthcare employers. Their
evidence will be cleared by their own Policy Board and shared with DH
and HMT for comment/ information.

As always, the final version of DH evidence will continue to be cleared
by me, HMT and the Cabinet Office Public Sector Pay Committee
(PSPC) before it is submitted to the PRBs.

For a transitional year, my officials have agreed to work very closely with
NHS Employers to ensure that all the evidence submitted meets the needs
of the Review Bodies and HMT. In addition, they are also having
discussions with policy leads for the new NHS national organisations,
e.g. the NHS Commissioning Board, Health Education England,
Information Centre ete, to explore whether the PRBs will require these
organisations to submit evidence dlreclly to them on issues that affect
their workforce.

I am aware that the NHS PRB receives evidence from all the Devolved
Administrations, but this step change is for England alone. My officials
have been closely in touch with their counterparts in the other countries
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DH)) Department
of Health

and kept them informed of these proposed changes {o evidence
submission.

T hope this lotter gives you confidence that the my officials will continue
to do everything possible to ensure that the evidence submitted will meet
the needs of the Review Bodies.

I will write to you again in due course with the remit for the 2013/14 pay
round.

I am copying this letter to Nicola Sturgeon, Edwin Poots, Lesley Griffiths
and NHS Employers.

ANDREW LANSLEY CBE
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Annex E

QIPP Lifecycle — Key Features of each year
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Indicative Contribution Rate Structure after Implementation of 3.2% Increase in Contributions

Full-time % of Est. no. of Contribution 2012/13 2013/14 2014/15 Contribution
equivalent penspnable members in rate (before Contribution Contribution | Contributi Contributi Contribution Contributi rate increase
ensionable pa pay in the band '000 tax relief) rate (before rate increase on rate on rate rate on rate by 2014/15
P pay band 2011/12 tax relief) increase increase y
Up to £15,000 3% 100 5.0% 5.0% 0.0% 5.0% 0.0% 5.0% 0.0% 0.0%
£ég'10(£5t0 13% 330 5.0% 5.0% 0.0% 5.3% 0.3% 5.6% 0.3% 0.6%
FTo 0 11% 200 6.5% 6.5% 0.0% 6.8% 0.3% 7.1% 0.3% 0.6%
E20.558 10 43% 540 6.5% 8.0% 1.5% 9.0% 1.0% 9.3% 0.3% 2.8%
Has oo 7% 55 6.5% 8.9% 2.4% 11.3% 2.4% 12.5% 1.2% 6.0%
PSPy 13% 60 7.5% 9.9% 2.4% 12.3% 2.4% 13.5% 1.2% 6.0%
Over £110,273 11% 35 8.5% 10.9% 2.4% 13.3% 2.4% 14.5% 1.2% 6.0%
Contributions as % payroll: 6.6% 8.0% 9.2% 9.8% 3.2%
OBR Nov 2011 estimated payroll £bn: 38.36 39.03 39.47
Additional yield £bn: 0.530 1.023 1.260
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2011/12 2012/13 2013/14 2014/15
Full-time i i i
2010/11 Contribution Contribution (lzrc;?\rt?i?)i?iég Additional Contribution ég%?%i%é?} Additional Contribution ég%?gi%é?} Additional
a rate net of tax | rate net of tax cost (£ per | rate net of tax cost (£ per | rate net of tax cost (£ per
pay . h rate net of tax . rate net of tax . rate net of tax
relief relief ; month) relief ; month) relief . month)
relief relief relief
£15,000 4.00% 4.00% 0.00% 0 4.00% 0.00% 0 4.00% 0.00% 0
£20,000 4.00% 4.00% 0.00% 0 4.24% 0.24% 4 4.48% 0.24% 4
£25,000 5.20% 5.20% 0.00% 0 5.44% 0.24% 5 5.68% 0.24% 5
£30,000 5.20% 6.40% 1.20% 30 7.20% 0.80% 20 7.44% 0.24% 6
£40,000 5.20% 6.40% 1.20% 40 7.20% 0.80% 27 7.44% 0.24% 8
£60,000 3.90% 5.34% 1.44% 72 6.78% 1.44% 72 7.50% 0.72% 36
£80,000 4.50% 5.94% 1.44% 96 7.38% 1.44% 96 8.10% 0.72% 48
£130,000 5.10% 6.54% 1.44% 156 7.98% 1.44% 156 8.70% 0.72% 78
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HUTTON RECOMMENDATIONS —

Annex G

RECOMMENDATION

POSITION AS SET OUT IN PRINCIPLES PAPER

Recommendation 1: The Government should make clear its assessment of
the role of public service pension schemes. Based on its framework of
principles, the Commission believes that the primary purpose is to ensure
adequate levels of retirement income for public service pensioners.

Public service pensions are an important and valued part of the remuneration package
offered to public servants. They are intended to ensure dignity in retirement, and represent a
significant investment by public service workers and other taxpayers.

Recommendation 2: Pensions will continue to be an important element of
remuneration. The Commission recommends that public service employers
take greater account of public service pensions when constructing
remuneration packages and designing workforce strategies. The
Government should make clear in its remits for pay review bodies that they
should consider how public service pensions affect total reward when making
pay recommendations.

Public service pensions are an important and valued part of the remuneration package
offered to public servants.

Recommendation 3: The Government should ensure that public service
schemes, along with a full state pension, deliver at least adequate levels of
income (as defined by the Turner Commission benchmark replacement rates)
for scheme members who work full careers in public service. Employers
should seek to maximise participation in the schemes where this is
appropriate. Adequate incomes and good participation rates are particularly
important below median income levels

The pension that individuals receive at retirement will be broadly as generous for low and
middle earners as it is now. The cost ceiling and scheme designs will be set to ensure that
this commitment will be met. Modelling suggests this likely to require an accrual rate of the
order of 1/65™ to 1/75™.

Recommendation 4: The Government must honour in full the pension
promises that have been accrued by scheme members: their accrued rights.
In doing so, the Commission recommends maintaining the final salary link for
past service for current members.

Pension rights that members have already built up will be honoured.

For deferred and pensioner members, all rights to future benefits including those potentially
payable on death will be deemed to be accrued rights, including the NPA.

For current active members, in addition to protection of accrued rights earned up to the date
of change, the final salary link for past service will be maintained.

Recommendation 5: As soon as practical, members of the current defined
benefit public service pension schemes should be moved to the new
schemes for future service, but the Government should continue to provide a
form of defined benefit pension as the core design.

Existing schemes would be closed to future accrual. All members of the current schemes
would be moved to new, defined benefit schemes for future accrual.

The Government strongly supports the CARE model.

Recommendation 6: All public service pension schemes should regularly
publish data which, as far as possible, is produced to common standards and
methodologies and is then collated centrally. This information should be of a
quality that allows simple comparisons to be made across Government,
between schemes and between individual Local Government Pension

Not commented upon
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Scheme (LGPS) Funds.

Recommendation 7: A new career average revalued earnings (CARE)
scheme should be adopted for general use in the public service schemes.

The Government strongly supports the CARE model (with indexation by average earnings for
active members and CPI for deferred).

Recommendation 8: Pension benefits should be uprated in line with average
earnings during the accrual phase for active scheme members. Post-
retirement, pensions in payment should be indexed in line with prices to
maintain their purchasing power and adequacy during retirement.

Indexation by average earnings for active members and CPI for deferred members.

Recommendation 9: A single benefit design should apply across the whole
income range. The differing characteristics of higher and lower earners
should be addressed through tiered contribution rates. The Government
should consider the trade off between affordability and the impact of opt outs
on adequacy when setting member contribution levels.

Not commented upon

Recommendation 10: Members should have greater choice over when to
start drawing their pension benefits, so they can choose to retire earlier or
later than their Normal Pension Age and their pension would be adjusted
accordingly on an actuarially fair basis. Flexible retirement should be
encouraged and abatement of pensions in its current form for those who
return to work after drawing their pensions should be eliminated. In addition,
caps on pension accrual should be removed or significantly lifted.

Schemes should have appropriate flexibilities available to individuals in choosing the date of
their retirement, with the pension in the new schemes adjusted accordingly on an actuarial
basis.

Recommendation 11: The Government should increase the member’s
Normal Pension Age in the new schemes so that it is in line with their State
Pension Age. The link between the State Pension Age and Normal Pension
Age should be regularly reviewed, to make sure it is still appropriate, with a
preference for keeping the two pension ages linked.

The Government is committed to seeing the NPA rise, in line with the rising SPA, initially to
66 by 2020.

Recommendation 12: The Government, on behalf of the taxpayer, should set
out a fixed cost ceiling: the proportion of pensionable pay that they will
contribute, on average, to employees’ pensions over the long term. If this is
exceeded then there should be a consultation process to bring costs back
within the ceiling, with an automatic default change if agreement cannot be
reached.

There should be a cost ceiling mechanism to ensure that public service pensions remain
affordable and sustainable. This builds on and replaces the principle of cost capping agreed
under ‘cap and share’ in 2005.

Scheme level proposals must not exceed the cost ceiling. Cost ceilings will be set as
maximum employer contribution rates. Cost ceilings will be established by HMT, with advice
from GAD by September 2011.

Recommendation 13: The Commission is not proposing a single public
service pension scheme, but over time public service pensions should move
towards a common framework for scheme design as set out in this report.
However, in some cases, for example, the uniformed services, there may
need to be limited adaptations to this framework.

Lord Hutton’s report provided a common framework for scheme design, however there is a
need to be flexible enough to take into account the differing characteristics of workforces and
how schemes are funded.
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Recommendation 14: The key design features contained in this report should
apply to all public service pension schemes. The exception is in the case of
the uniformed services where the Normal Pension Age should be set to
reflect the unique characteristics of the work involved. The Government
should therefore consider setting a new Normal Pension Age of 60 across the
uniformed services, where the Normal Pension Age is currently below this
level in these schemes, and keep this under regular review.

Police, firefighters and armed forces will have a normal pension aged of 60 for active
members

Recommendation 15: The common design features laid out in this report
should also apply to the LGPS. However, it remains appropriate for the
Government to maintain the different financing arrangements for the LGPS in
future, so the LGPS remains funded and the other major schemes remain
unfunded.

N/A

Recommendation 16: Itis in principle undesirable for future non-public
service workers to have access to public service pension schemes, given the
increased long-term risk this places on the Government and taxpayers.

The Government is considering representations received through the Fair Deal consultation.
Final decisions on Fair Deal and access to the reformed schemes will therefore be taken
after scheme designs have been finalised.

Recommendation 17: Every public service pension scheme (and individual
LGPS Fund) should have a properly constituted, trained and competent
Pension Board, with member nominees, responsible for meeting good
standards of governance including effective and efficient administration.
There should also be a pension policy group for each scheme at national
level for considering major changes to scheme rules.

Not commented upon

Recommendation 18: All public service pension schemes should issue
regular benefit statements to active scheme members, at least annually and
without being requested and promote the use of information technology for
providing information to members and employers.

Not commented upon

Recommendation 19: Governance and the availability and transparency of
information would be improved by government establishing a framework that
ensures independent oversight of the governance, administration and data
transparency of public service pension schemes. Government should
consider which body or bodies, including, for example, The Pensions
Regulator, is most suitable to undertake this role.

The Government and the TUC are committed to further discussions to develop shared
principles on best practice in scheme governance and administration.

In response to the IPSPC recommendations, we will work to achieve greater member
representation in the governance of schemes and set transparency standards and
consistency objectives across all areas of scheme costings and administration.

Recommendation 20: When assessing the long term sustainability of the
public finances, the Office for Budget Responsibility should provide a regular
published analysis of the long term fiscal impact of the main public service
pension schemes (including the funded LGPS).

Not commented upon
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Recommendation 21: Centrally collated comprehensive data, covering all
LGPS Funds should be published including Fund comparisons, which, for
example, clarify and compare key assumptions about investment growth and
differences in deficit recovery plans.

N/A

Recommendation 22: Government should set what good standards of
administration should consist of in the public service pension schemes based
on independent expert advice. The Pensions Regulator might have a role,
building on its objective to promote good administration. A benchmarking
exercise should then be conducted across all the schemes to assist in the
raising of standards where appropriate.

The Government and the TUC are committed to further discussions to develop shared
principles on best practice in scheme governance and administration.

In response to the IPSPC recommendations, we will work to achieve greater member
representation in the governance of schemes and set transparency standards and
consistency objectives across all areas of scheme costings and administration.

Recommendation 23: Central and local government should closely monitor
the benefits associated with the current co-operative projects within the
LGPS, with a view to encouraging the extension of this approach, if
appropriate, across all local authorities. Government should also examine
closely the potential for the unfunded public service schemes to realise
greater efficiencies in the administration of pensions by sharing contracts and
combining support services, including considering outsourcing.

Not commented upon

Recommendation 24: The Government should introduce primary legislation
to adopt a new common UK legal framework for public service schemes.

Not commented upon

Recommendation 25: The consultation process itself should be centrally co-
ordinated: to set the cost ceilings and timetables for consultation and overall
implementation. However, the consultation on details should be conducted
scheme by scheme involving employees and their representatives.

The central process will continue alongside scheme-specific discussions as required. Once
cost ceilings have been set, scheme discussions should take place within the parameters set
out in this agreement.
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Recommendation 26: The Commission’s view is that even allowing for the
necessary processes it should be possible to introduce the new schemes
before the end of this Parliament and we would encourage the Government
to aim for implementation within this timeframe.

New schemes will come into operation from 2015.

Recommendation 27: Best practice governance arrangements should be
followed for both business as usual and the transformation process, for each
scheme. And there will also need to be the right resource, on top of business
as usual, to drive the reforms; particularly given the challenging timescale
and scope of the reforms.

Not commented upon
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Annex H

Main Parameters of proposed new NHS pensions scheme

oo

m

A pension scheme design based on career average;

An accrual rate of 1/54th of pensionable earnings each year with no limit to
pensionable service;

Revaluation of active members’ benefits in line with CPI plus 1.5% per annum;

a Normal Pension Age equal to the State Pension Age, which applies both to active
members and deferred members (new scheme service only). If a member’'s SPA
rises, then NPA will do so too for all post 2015 service (see annex A). Those within
ten years of current NPA are excluded and accrued rights in pre-2015 schemes will
also be related to current NPA;

pensions in payment to increase in line with inflation (currently CPI);

benefits to increase in any period of deferment in line with inflation (currently CPI);

. Member contributions on a tiered basis to produce a total yield of 9.8% of total

pensionable pay in the Scheme’. (subject to the detailed arrangements for
determining future contribution structures set out in annex A);

. Optional lump sum commutation at a rate of £12 of lump sum for every £1 per

annum of pension foregone up to the maximum limit on lump sums permitted by
HMRC;

the current flexibilities in the 2008 section: early/late retirement factors on an
actuarially neutral basis, draw down of pension on partial retirement and being able
to retire and return to the pension scheme will be included in the 2015 scheme,;
lll-health retirement pensions to be based on the current ill-health retirement
arrangements but with enhancement for higher tier awards to be at the rate of 50%
of prospective service to normal pension age;

Spouse and partner pensions to continue to be based on an accrual rate of 1/160th.
For deaths in retirement, spouse and partner pensions will remain based on pre-
commuted pension;

The current arrangements for abatement (for service accrued prior to and post 2015)
will be retained,

. Lump-sum on death in service will remain at two times actual pensionable pay;

For members who in the new scheme have a Normal Pension Age higher than 65
there will be an option in the new scheme to pay additional contributions to reduce
or, in some cases, remove any early retirement reduction that would apply if they
retire before their Normal Pension Age. Only reductions that would apply in respect
of years after age 65 can be bought out and the maximum reduction that can be
bought out is for 3 years (that would apply to a member with a Normal Pension Age
of 68 or higher);

. Added Years contracts in the 1995 section will continue on compulsory transfer to

the 2015 scheme;
Additional pension arrangements will continue;

. The Public Sector Transfer Club will continue and further consideration will be given

to the best way of operating it in the reformed schemes; R: an employer contribution
cap.



Summary of benefits & comparison with 2015 scheme

Annex |

Feature or Benefit 1995 2008 2015
Staff group Officers Practitioners Officers Practitioners All staff
Method Final Salary CARE Final Salary CARE CARE
Accrual rate 1/80th 1.4% of uprated earnings 1/60th 1.87% of uprated 1/54M
per year earnings per year
Retirement Lump | 3x pension plus optional | 3 x pension plus optional | Optional 12:1 Optional 12:1 Optional 12:1 commutation up to HMRC limit

further commutation up to

further commutation up to

commutation up to HMRC

commutation up to HMRC

Sum HMRC limit HMRC limit limit limit
Normal Pension 60 (or 55 for 60 65 65 SPA
Age special classes)
In-service earnings N/A Pensions Increase N/A Pensions Increase CPI +1.5%
revaluation +1.5% +1.5%
Deferred benefits N/A Pensions Increase N/A Pensions Increase CPI
revaluation
Member 5% - 10.9% depending upon level of 5% - 10.9% depending upon level of TBC but graduated tiers between

Contributions

pensionable pay or earnings

pensionable pay or earnings

5% - 14.5% expected

Death in service

2 x pensionable pay or average annual earnings

2 x reckonable pay or average annual earnings

Same as 2008 section

Survivor benefits

Spouse & partner pension based on accrual of 1/160th

Spouse & partner pension based on accrual of 1/160th

Same as 2008 section
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Retirement None. Full retirement from NHS service required before Early/late retirement factors on an Same as 2008 section
PIITT pension can be paid. Unable to re-join the scheme . .
flexibilities once benefits have been taken. actuarially neutral basis, draw down of

pension on partial retirement and ability
to retire and return to the scheme

lll-health retirement | Basic ill-health retirement = no actuarial reduction for Basic ill-health retirement award = no actuarial Basic ill-health retirement award same as
early pension payment. reduction for early pension payment. 2008 section

Higher tier ill-health retirement award =
enhance pension by 50% of prospective
service to NPA.

Higher tier ill-health retirement award = enhance Higher tier ill-health retirement award = enhance
pension by 2/3rds of prospective service to NPA. pension by 2/3rds of prospective service to NPA.

Rationale for differences between 2008 & 2015 benefits
CARE methodology and NPA-SPA link is a core design feature across all reformed public service pension schemes. Beyond this, the
2015 scheme differs from the current open 2008 section in two further aspects:

Accrual rate & revaluation
When exploring variations to the reference scheme based on the priorities put forward by unions, the Department undertook extensive
modelling to assess the impact of various combinations of accrual rate and indexation.

The modelling considered a range of NHS workers of different ages and at different stages of their careers. Projected pension figures
were calculated using typical career paths. Specifically, the modelling looked at projected pension payments at retirement.

The resulting scheme design of a revaluation factor of CPI + 1.5% and an accrual rate of 1/54" was considered to provide the fairest
balance for the majority of the membership across age ranges within the limitations of the cost ceiling.

[ll-health retirement

Members of the 2008 scheme retiring on ill-health grounds and who qualify for higher tier awards (with there being no change in the
qualifying conditions), receive an enhancement to their pension of 2/3" of prospective service to NPA. The 2015 scheme will reduce
this enhancement to 50%. The change is being made in light of the increase in normal pension age from 65 to SPA, which in turn
increases the underlying service on which the enhancement is based.

The basic ill-health retirement award mirrors the 2008 section - which provides an unreduced pension based on service accrued
without enhancement.

Further mitigations in recognition of working longer

The proposed final agreement committed to a “Working Longer Review” in partnership with NHS employers and trade unions. The
purpose of this is to identify and seek mitigation for potential impacts of a later normal pension age.
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The retention of substantial ill-health retirement benefits serve a valuable function in mitigating any negative impacts arising from the
increase in NPA for those members who may not benefit from the statistical trends of increasing longevity and improved health into
later life.

In addition, for members who in the new scheme have a NPA higher than 65 there will be an option in the new scheme to pay
additional contributions to reduce or, in some cases, remove any early retirement reduction that would apply if they retire before their
NPA. Only reductions that would apply in respect of years after age 65 can be bought out and the maximum reduction that can be
bought out is for 3 years (i.e. for those with an NPA of 68 or higher).

Transitional protection

Full protection

All members who are within 10 years of their NPA (including special class NPA of 55) as at 1 April 2012 will remain in their current
section. Around 25% of the total scheme membership will benefit from full protection.

Partial protection

All members who are within 13.5 years of their NPA as at 1 April 2012, but not within 10 years, will have tapered protection. For every
month of age that they are beyond 10 years of their normal pension age, they lose 2 months of protection. At the end of the protected
period, they will be transferred to the 2015 scheme for future service. Around 10% of members will qualify for this partial protection.
Option for protected 2008 section members

2008 Scheme members with full or tapered protection will be offered a one-off opportunity to opt into the new scheme in 2015 if they
prefer. This is because already have a normal pension age of 65 and by being old enough to benefit from protection will therefore
have an SPA of 65 or 66. Modelling suggests that the better accrual rate available in the 2015 scheme means that these members
may be better off transferring to the new arrangements in 2015 rather than taking advantage of the protection.

Protection for accrued rights

All staff transferring to the 2015 scheme, either in 2015 or at the expiry of tapered protection, will have their pension rights accrued
under their former arrangments fully protected. For benefit calculation purposes, the final salary will be based on pensionable pay at
the point of leaving service rather than the point of entering the 2015 scheme.
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