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Public sector pay is back in the headlines, with strike action from

teachers and major discontent in other sectors. It is perhaps not

widely realised that public sector workers are now on average

paid more than their counterparts in the private sector and that

this is now even true of men. For women, the public sector has

for a long time been a higher paying employer.

Furthermore, public sector pay operates in a number of different

ways than in the private sector. In particular, a smaller proportion

of pay comes through incentive payments or bonuses, and pay

gradients are much flatter in the public sector, notably across

different parts of the country.The following four articles explore

these issues.

Karen Mumford and Monojit Chatterji examine the public

sector pay premium for men and suggest that there is effective

pay parity among higher occupations but a large pay premium

in less skilled sectors. But around half of this premium is

explained by public sector workers being better educated and

more experienced.

Hugh Gravelle and co-authors look at a recent attempt to

introduce greater incentive pay into public sector wages, in this

case for doctors since 2004.This new contract (called the ‘quality

and outcomes framework’) offers incentives for doctors to hit

treatment targets.

The authors explore first whether the new contract has led to

higher pay and job satisfaction – both affirmative – and then

its behavioural consequences, both intended and unintended.

The intended impact on treatment outcomes is at best

unclear, partly due to poor data on the situation before the

reform was introduced.

But there is much clearer evidence of ‘gaming’ by doctors to

maximise pay without increasing treatment.This mirrors other

evidence of incentive payments often having unintended

consequences when the contracts or targets are not perfectly

aligned with objectives.

But the unintended distorting effects of pay systems are not

limited to pay incentives; they are also at play in much older

systems. National pay scales lead to little or no variation in pay

levels across the country, apart from London weighting. Carol

Propper and co-authors show that this has unintended

consequences for the quality of care in hospitals.

Parts of the country with higher wages outside the health sector

(and higher costs of living) see substantially reduced survival

rates from heart attacks and similar acute care.The authors argue

that it is common sense to see difficulties in recruiting and

retaining high quality, experienced staff as behind these

differences, with a 10% differential in the outside wage leading

to a very large 5% reduction in survival rates.

Natalie Tarry argues that the same applies in other areas and

not just in relation to outside pay levels but also to the

difficulties associated with doing a job. She notes that public

services in deprived areas have greater problems in recruiting

and retaining experienced quality staff, having higher staff

turnover and vacancies.

In another article in this issue of Research in Public Policy, Sarah

Smith and co-authors find strong evidence for a public sector

ethos in the caring sectors. Public sector workers care about the

outcomes in education, health and caring services and work

harder than the equivalent people in the private sector.

Maintaining this ‘pro-social’ behaviour when introducing market-

led pay is far from straightforward.

Public sector pay



Our analysis of theWorkplace Employee Relations Survey (WERS)

conducted in 2004 indicates that there is a significant pay gap

between the public and private sectors, with full-time male

public sector employees earning 11.7% more on average than

their private sector counterparts.

We investigate a variety of possible explanations for this pay

differential, including differences in the skills of workers in the

two sectors as well as other factors that may affect their

productivity, such as the nature of the job and the workplace.

Table 1 divides workers into high skilled and low skilled

occupations, and within these groups splits them into public and

private sector employees. It is immediately clear that there are

large differences between the skilled and low skilled, not just

between the public and private sectors.This implies that most of

the wage gap may be due to skill differences related to

education and experience.

This is not to exclude other factors that may also affect wages.

Different types of jobs and workplaces can all affect the

productivity of workers for a given level of education and this

will be reflected in different rates of pay.

On average, men in the public sector earn more
than men working in the private sector

Our analysis isolates how much of the wage gap is due to

differences in educational attainment, work experience and job

characteristics.We find that the most important determinant of

wages is the level of education of a worker, with the type of

occupation being the next most important factor. But 11% of the

total gap remains unexplained.

While there is some evidence of workplace segregation in the

private sector – with high paid workers concentrating in higher

paying workplaces and vice versa for the low paid – there is little

evidence that different characteristics are rewarded more in

some jobs than others across either the public or private sector.

But there are still some differences between the two sectors. For

example, there is a pay penalty in the private sector on the basis

of ethnic origin that is absent in the public sector.

Our results indicate that a substantial proportion of the earnings

gap between the public and private sectors is associated with

occupation.To explore further the implications of this finding,we

concentrate our analysis on the extreme ends of the occupational

categories in the two broad sectors.The three upper occupational

categories – managerial, professional and technical – are

aggregated into one ‘highly skilled’category. For contrast,we also

focus on the occupational group of ‘low skilled’workers.

Highly skilled workers in the private sector earn a
substantial premium over their public sector
counterparts

Figure 1 lays out the four sub-samples: public sector highly

skilled, private sector highly skilled, public sector low skilled and

private sector low skilled. Each total bilateral earnings gap is

presented next to an arrow indicating the direction of the

comparison, from higher paid to lower paid.
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Explaining the public
sector earnings gap
On average, full-time British male public sector employees earned 11.7% more than their
private sector counterparts in 2004.Monojit Chatterji and Karen Mumford investigate the
reasons for this ‘public sector earnings gap’.

High skilled

Wage (£/hour)

Potential experience (years)

Previous year’s training (days)

Education measures:

None recognised

Degree

Postgraduate

Fixed term contract

Current job tenure (years)

Trade union member

12.55

25.45

4.51

10%

34%

20%

5%

6.20

72%

Table 1: Characteristics of full-time male employees

Public

12.43

22.48

2.89

11%

34%

13%

2%

5.37

14%

Private

Low skilled

6.82

29.33

1.81

46%

4%

1%

1%

6.66

82%

Public

5.93

24.72

1.60

49%

7%

2%

3%

4.72

25%

Private

Source:WERS 2004



Figure 1 shows that the public sector pay premium is modest for

the highly skilled at 1 percentage point (ppts), considerably

smaller than the equivalent gap for the low skilled (14 ppts). In

contrast, the wage gap between skill levels within either the

public or the private sector is considerable. In the public sector,

the highly skilled get paid 61.2 ppts more than their low skilled

counterparts, while the highly skilled private sector to low skilled

private sector gap is 74.2 ppts.

Figure 1 also indicates what drives the differences for the

occupational skill groups across sectors. For example, the 1 ppts

earnings gap between highly skilled public and private sector

employees can be decomposed into the component explained

by differences in their potential experience (3.26 ppts);

differences in their formal education (2.21 ppts); differences in

their other characteristics (0.99 ppts); and an unexplained

component of minus 5.50 ppts.The four components constitute

the total earnings gap of 1 ppt.

The earnings gap between highly skilled workers in the public

and private sectors is therefore due to the former having more

productive characteristics (or at least characteristics that are

more likely to be associated with higher pay), especially potential

experience and education.

Low skilled public sector workers earn a premium
over their private sector counterparts

The size and sign of the negative unexplained component

suggest that highly skilled employees in the private sector are

being relatively over-rewarded for their characteristics. Given the

differences in education and experience, we would expect the

public-private sector wage gap for highly skilled workers to be

substantially larger.

Figure 1 shows similar analyses for the three other bilateral

earnings gaps.These confirm that the majority of the public

sector pay premium is again associated with public sector

workers being more likely to have individual characteristics

associated with higher pay and to the fact that they are working

in higher paid occupations.There are also substantial

unexplained earnings gaps between the highly skilled and low

skilled; and the unexplained components in these gaps are very

similar regardless of sector.

Our results suggest that working conditions across these

workplaces do not markedly differ – or if they do, not in a way

that affects wages. Public sector employees are more likely to

have individual characteristics associated with higher pay.

Once these and other factors are taken into account, we find that

for the highly skilled, it is private sector employees who earn a

substantial premium over their public sector counterparts. By

contrast, for the low skilled group, public sector employees earn

a premium over their private sector counterparts.

But earnings inequality between the highly skilled and the low

skilled is similar in the two sectors. In both, the premium for

being in the highly skilled group compared with the low skilled

group is considerable at over 60%.

This article summarises Public-Private Sector Wage Gaps for

British Full-timeMale Employees: Across Occupations and

Workplaces by Monojit Chatterji and Karen Mumford, Office

for Manpower Economics Research Report (2007).

Monojit Chatterji is at the University of Dundee. Karen

Mumford is at the University of York.

Research in Public Policy Spring 2008 5

Skilled private

Skilled public Low skilled private

Low skilled public

Potential experience 3.26 ppts
Education 2.21 ppts
Other 0.99 ppts
Unexplained - 5.50 ppts

-0.17 ppts Potential experience
18.36 ppts Education
4.40 ppts Other
51.53 ppts Unexplained

Potential experience -2.13 ppts
Education 15.49 ppts
Other - 0.22 ppts
Unexplained 48.32 ppts

3.67 ppts Potential experience
0.72 ppts Education
2.04 ppts Other
7.19 ppts Unexplained

1.01 ppts

61.2 ppts

74.2 ppts

14.0 ppts

Figure 1: Decomposition of the earnings gaps – comparing highly skilled and
low skilled full-time male employees in the public and private sectors

Source:WERS 2004
Note: each total bilateral earnings gap is
presented next to an arrow indicating
the direction of the comparison. In each
case the contribution of each group of
variables is evaluated using the
parameters from the model for the
higher earnings group. All figures are
expressed in log percentage points.



Governments and health care insurers all over the world struggle

with the problem of ensuring that the care they fund is of good

quality. As electronic record systems have improved, there has

been increased interest in linking the pay of doctors to measures

of the quality of care they deliver. In April 2004, the NHS

introduced the ‘quality and outcomes framework’ (QOF) for UK

general practices, one of the most elaborate quality incentive

schemes ever introduced in any health care system (see Box 1).

The effects on quality

The QOF resulted in payments of over £1,000m a year to general

practices. But it is difficult to estimate its effect on the quality of

care.The NHS only collected routine data on most of the

activities incentivised by the QOF after it was introduced.There

was no piloting or trialling of the scheme,which was introduced

simultaneously for all practices in all four constituent countries

of the UK.

Figure 1 shows that in a sample of 500 practices, there was an

upward trend in the quality indicators that became

incentivised before the QOF was introduced and any effect of

the QOF was modest.

Figure 2 compares the trends in both incentivised and not

incentivised quality indicators for coronary heart disease (CHD)

using similar data from Scottish practices.Detailed statistical

comparison of trends in indicators for CHD and other diseases

confirms what Figure 2 suggests: there was an underlying upward

trend both in indicators that were incentivised by the QOF and in

those that were not, and the QOF led to a small additional increase

in the incentivised indicators (see Sutton et al, 2007).
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Paying doctors for quality
The NHS ‘quality and outcomes framework’, introduced four years ago, aims to link GPs’ pay to
the quality of health care they deliver.Hugh Gravelle,Matt Sutton and AdaMa examine the
intended and unintended consequences of the incentive scheme and draw some policy lessons
for pay for performance schemes.

Box 1:The quality and outcomes framework for
general practices in 2004/5 and 2005/6

• Introduced April 2004

• 146 quality indicators

• 1,050 quality indicator points

• Payment per point varied with relative practice

prevalence and list size

• £76 per point for average practice in 2004/5 yielding

£80,000 per annum potential additional gross income

• £125 per point for average practice in 2005/6 yielding

potential £130,000 per annum per average practice

Figure 1:Trends in some incentivised QOF clinical
quality indicators for a panel of 498 English practices
(Hippisley-Cox et al, 2006)
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0%

Start of QOF

Percentage of patients with chronic kidney disease with blood
pressure less than 150/90

Percentage of coronary heart disease (CHD) patients with blood
pressure less than 150/90

Percentage of CHD patients with cholesterol less than 5 mmo/l

Percentage of stroke patients with blood pressure less than 150/90

Percentage of stroke patients with cholesterol less than 5 mmo/l

Percentage of hypertensive patients with blood pressure record
in last nine months

Key

Percentage of hypertensive patients with blood pressure
less than 150/90

Percentage of diabetic patients with blood pressure less than 150/90

Percentage of diabetic patients with cholesterol less than 5 mmo/l

Percentage of patients aged 16+ on epilepsy treatment convulsion
free in last 12 months

Percentage of patients with chronic kidney disease with record
of blood pressure in last 15 months
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The effects on general practitioners

Practices had high QOF point scores. In England, they achieved

91.3% of the 1,050 available per practice in 2004/5, 96.2% in

2005/6 and, after some minor amendments to the scheme, 95.4%

of the 1,000 available in 2006/7.

Practices received considerable increases in gross income.Most

are partnerships of GPs and have to meet the costs of running

the practice out of their gross income before distributing their

net profits to the partners.Table 1 shows that the rate of growth

of net profits per GP (including both full and part-timers)

increased markedly during the first year of the QOF.

At the same time, GPs’ normal hours worked and job pressure fell

sharply. Unsurprisingly their job satisfaction increased.The QOF

appears to have been a very good deal for GPs.

Unintended consequences

In the first two years, around half of potential QOF revenue was

attached to 65 indicators of clinical quality in 11 disease areas.

The indicators are measured as the ratio of the number of

patients for whom the practice has achieved some outcome

divided by the number reported eligible for that outcome.

The quality and outcomes framework generated
modest improvements to the quality of primary
health care

Table 2 has some illustrative examples. Indicator BP 5 is the

proportion of eligible patients with hypertension whose blood

pressure is controlled. Practice revenue (points times price-per-

point) from a ratio indicator increases in line with the proportion

treated, between a lower threshold (0.25) and an upper

threshold (0.70 in the case of BP 5).

All indicators have the same lower threshold but the upper

threshold varies between 0.50 and 0.90. No revenue is earned

from the indicator if the proportion is less than 0.25. Importantly,

increases in the proportion treated above the upper threshold

generate no additional income.

Expressing a clinical indicator as a ratio is intended to provide an

incentive to practices to increase the numerator, that is, to

increase the number of treated patients. But the denominator for

an indicator in a disease domain – the number eligible for

treatment – is the number of patients with the disease minus the

number of patients the practice chooses to deem ineligible for

that indicator (‘exception reporting’).
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100%

90%

80%

70%

60%

50%

40%

30%

20%

10%

0%
2000/01 2001/02 2002/03 2003/04 2004/05 2005/06

Key
Smoking status recorded (incentivised)

Body mass index (not incentivised)

Blood pressure (incentivised)

Cholesterol level (incentivised)

Alcohol status recorded (not incentivised)

Job satisfaction

Job pressure

Hours/week

Hours/week on call

Net profit (£s)
Net profit increase
on previous year

4.03

3.52

47.4

15.3

64,040

11.1%

2000/1

-

-

-

-

66,114

3.2%

2001/2

-

-

-

-

69,771

5.5%

2002/3

4.58

3.37

44.5

13.0

77,597

11.2%

2003/4

5.17

3.07

40.8

14.0

95,880

23.6%

2004/5

BP 1:The practice can produce a register of
patients with established hypertension

9

10 90%

20 90%

56 70%

Max
points

Indicator
Upper

threshold

Table 2: Clinical quality indicators from the
hypertension domain for QOF 2004/5 and 2005/6 (all
lower thresholds in all disease domains are 25%)

Table 1:Trends in GP outcomes

Sources: satisfaction, pressure, hours from GPWorklife Surveys (Whalley et al, 2007);
net profit (Review Body, 2007)

BP 2:The percentage of patients with
hypertension whose notes record smoking
status at least once

BP 4:The percentage of patients with
hypertension in which there is a record of
the blood pressure in the past nine months

BP 5:The percentage of patients with
hypertension in whom the last blood
pressure (measured in last nine months) is
150/90 or less

Figure 2: Recording of incentivised and not
incentivised risk factors for CHD patients for a panel of
315 Scottish practices (Sutton et al, 2007)



Patients can be reported as unsuitable for an indicator on a variety

of grounds, for example, if they are terminally ill, frail or cannot

tolerate the medication.The practice can also exception report

patients who have failed to attend. So a practice can increase the

proportion of patients for whom an indicator is achieved by

increasing the number of patents it exception reports.

Our research uses the structure of the incentive scheme to test

whether some practices deliberately increased the number of

exception reports to increase their indicator scores. By ‘gaming’ the

system in this way, practices that otherwise expect to be below

the upper threshold for an indicator can increase their revenue.

Practices that expect to be above the upper threshold will have

no financial gain from increasing the proportion of eligible

patients for whom the indicator is achieved. So there is an

incentive for practices to overstate exceptions when the practice

expects to be below the upper threshold but not when it

expects to be above the upper threshold.

The new funding arrangements increased GPs’
incomes and reduced their working hours

The financial reward for achievement on an indicator increased

by 75% between 2004/5 and 2005/6. So for practices expecting

to be below the upper threshold for an indicator in 2005/6, there

was a considerable increase in the financial reward for increasing

the proportion of eligible patients treated. For practices

expecting to be above the upper threshold in 2005/6, the extra

financial reward from increasing the ratio treated was zero.
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This suggests that practices that were below the upper threshold

in 2004/5 would have higher reported exception rates in 2005/6

than practices above the upper threshold in 2004/5. Practices

above the upper threshold in 2004/5 would only have to maintain

their behaviour to maximise their 2005/6 revenue from the QOF.

Table 3 compares the exception reporting rates for two groups

of practices in 2005/6: those that were below and above the

threshold in 2004/5. In nine of the 11 disease domains, practices

below the threshold in 2004/5 had higher exception reporting

rates in 2005/6 than those above the threshold in 2004/5.

In more detailed analysis allowing for differences in the

characteristics of practices and their patient populations, we

examine the 65 clinical indicators individually.We find that for 60

of the 65 indicators, practices below the threshold in 2004/5 had

higher exception reporting rates in 2005/6 than those that were

above the threshold in 2004/5.

For the 14,384 of the 56,980 practice-indicator cases where

achievement was below the threshold in 2004/5, the average

exception rate in 2005/6 was 8.55%.We calculate that if their

achievement had been above the upper threshold in 2004/5,

reported exceptions would have been 7.25%.

The number of exemptions was therefore 17.9% higher than we

would have expected in the absence of any manipulation. So the

incentive to overstate exceptions appears to have led to

manipulation in the 25% of practice-indicator cases where

practices were below the upper threshold in 2004/5.

Over-achievement: evidence of
professionalism?

Quality was trending upwards before the introduction of the QOF,

suggesting that the majority of practices are concerned about

patient well-being,not just financial rewards.Over-achievement in

the QOF is further evidence of GP professionalism.

Those practices that were above the upper thresholds in 2005/6

could have reduced the number of patients that achieved the

required outcome by 11.8% without reducing their revenue. But

without baseline data, there is no evidence of whether

previously high performers reduced or maintained their

performance after the introduction of the QOF.

Which types of practices delivered better
quality?

We also investigate the factors that affected the difference

between the levels of quality delivered by practices.We define

delivered quality as the number of patients for whom a clinical

indicator was achieved divided by the number of patients with

Asthma

Cancer

CHD

COPD

Diabetes

Epilepsy

Hypertension

Hypothyroidism

LVD

Mental health

Stroke andTIA

Total

6

1

11

7

17

3

4

1

2

4

9

65

Number
of

indicators

Disease
domain

65

6

95

40

93

14

96

6

16

34

27

492

Maximum
points

available

15.16

7.32

7.48

10.89

9.11

16.70

4.99

0.74

12.24

6.80

10.03

By practices
below

the upper
threshold in

2004/5

Average exception
reporting in 2005/6

10.79

6.73

8.15

8.70

7.41

9.84

3.90

0.87

8.47

5.51

7.69

By practices
above

the upper
threshold in

2004/5

Table 3:Exception reporting in Scottish practices 2005/6

Exception reporting rate is exceptions per 100 prevalent patients.
Average exception reporting for domain is weighted by practice domain
prevalence and by the maximum points for the indicator.
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the relevant condition. Our findings are summarised in Box 2.

Holding a large number of other factors constant, quality

appears to be lower in more deprived areas and in areas with a

higher proportion of the population from ethnic minorities.This

is not surprising in the light of previous studies of equity in

health care with respect to deprivation and ethnicity.

But the effects of these factors are not large. In the absence of

evidence on the magnitudes of these effects before the QOF

was introduced, we do not know if the QOF increased or

reduced inequity.

Lessons from the QOF

The QOF appears to have increased the rate at which the quality

of general practice care across a number of important disease

areas was improving. But the effect was quite modest and the

financial cost of the QOF exceeded expectations.

GPs can manipulate the indicators by which they
are assessed by increasing the number of
ineligible patients

The reforms to GP funding in April 2004 resulted in significantly

higher income for GPs, and it seems likely that this led to GPs

working fewer hours.There was a modest improvement in those

indicators that were specifically linked to payment. But we find

evidence consistent with the idea that some GPs increased the

number of patients deemed ineligible for treatment to improve

their scores and payment.

The UK’s experience with the QOF suggests that major reforms

to payment systems should be trialled and evaluated before

being rolled out nationally. Such pilot schemes with baseline

measurements would have revealed if quality was already

improving and may have enabled the taxpayer to get better

value for money from the scheme.

More considered design would also have revealed potential

problems with exception reporting and other peculiar details of

the scheme, such as the lack of transparency in the link between

effort and reward (see Guthrie et al, 2006).

This article summarises ‘Doctor Behaviour under a Pay for

Performance Contract: Evidence from the Quality and

Outcomes Framework’ by Hugh Gravelle, Matt Sutton and

Ada Ma, Centre for Health Economics Research Paper No. 34

(http://www.york.ac.uk/inst/che/pdf/rp34.pdf).

Hugh Gravelle is at the Centre for Health Economics at the

University of York. Matt Sutton is at the Health Methodology

Research Group at the University of Manchester. Ada Ma is at

the Health Economics Research Unit at the University of

Aberdeen.
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Delivered clinical quality was higher

• In more rural areas

• Where there was more potential competition for patients

among practices

• In practices with smaller numbers of patients

Delivered clinical quality was lower

• In areas with lower income

• In areas with a higher ethnic minority proportion

• In practices with a higher turnover of patients

• In practices where the average age of GPs was higher

Box 2: Factors associated with differences in quality
across practices



This is exactly what the study finds: in areas like London where

the outside labour market is strong – where the wages of

nurses are lowest compared with their non-nurse counterparts

– nurse vacancy rates are higher and fewer qualified nurses

work in the NHS.

But these recruitment difficulties are not confined to the human

resources department.More worryingly, they feed into a lower

quality of service provision and poorer outcomes for patients.

Hospitals in areas where the outside labour market is strong

have lower volumes of activity relative to their staffing levels.

They also have higher fatality rates among patients who are

admitted with emergency heart attacks.

We checked to see if this was a problem common to other

firms who do not have centrally regulated pay, but none of

these effects are present in firms operating in the private

sector. Nor do they seem to arise because hospitals in high

cost areas face greater financial problems or have patients

who are sicker – in fact, patients in many high external wage

areas generally have better health than those in low external

wage areas.

One key problem is that hospitals that find it difficult to recruit

permanent staff rely more on temporary agency staff. These

nurses can be paid at a higher rate to get around the pay

regulation. But they often tend to have less experience and

training, and will not know the hospital as well as someone on a

permanent contract.The maps below show the link between

outside wages and use of temporary agency nurses.

In the first map, the areas with the highest outside wages are

marked in red and those with the lowest outside wages are

marked in blue: it is clear that the large cities and the South East

have higher outside wages.The second map shows the intensity

of use of agency nurses, and the spatial distribution is very

similar to that of the first map:where outside wages are high, use

of agency nurses is high.

Nurses’ pay in England is set centrally with little local variation.

This means that hospitals in high cost areas like London and

the South East struggle to recruit and retain staff. As a

consequence, our research finds that they treat fewer patients

and have higher fatality rates among patients admitted with

emergency heart attacks.

These effects are not trivial: the results suggest that a 10% increase

in the gap between the wages paid to NHS nurses and those paid

to women working in the private sector locally raises the fatality

rate among people admitted with a heart attack by about 5%.

Centralised pay setting happens in many public sector labour

markets like health, teaching and the police. People often worry

about the minimum wage pricing people out of jobs. But when

pay in a sector is set to be almost the same across the country, it

effectively imposes a maximum wage on people living in parts of

the South East where labour markets are tight, pushing up

wages outside the public sector.

Centralised pay setting for nurses means that
hospitals in high cost areas struggle to recruit
and retain staff

Nowhere is centralised pay setting more important than in the

NHS.More than a quarter of a million nurses in England have

their pay set by a single pay review body.The process allows

some local flexibility, but in practice the gap between the wages

paid to a nurse in Newcastle and one in London is small

compared with the pay gap between women in those areas who

are not nurses.

We looked at how centralised pay setting for nurses in the NHS

affects hospital performance by tracking changes in the outside

wage and changes in performance in over 100 English hospital

trusts over a six-year period. Common sense would suggest that

hospitals located in places where outside opportunities are

better are going to struggle to recruit, retain and motivate staff.
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Can pay
regulation kill?
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Carol Propper and colleagues present
evidence on the impact of regulating the
labour market for nurses on the
performance of hospitals in England.

These maps suggest that one route by which poorer outcomes

occur in high cost areas is their greater use of agency nurses. Our

detailed statistical analyses confirm this.

Hospitals in high cost areas have higher fatality
rates among patients admitted with emergency
heart attacks

Our study uses data from 1995 to 2002. The good news is that

there have been some relaxations in the rules since then, with

greater use of recruitment bonuses and cost of living

allowances. But it is still the case that nurses are taking a much

bigger effective pay cut compared with their colleagues in

lower cost areas.

The lessons from this study are not just ones for the NHS.Teachers

and other public sector workers are also in this situation: those in

high cost areas take an effective pay cut relative to their

colleagues in the rest of the country.The lessons are that instead

of mandating across the board pay increases with small uplifts for

the South East, the pay review bodies should look seriously at

allowing wages in the high cost areas of the South to increase at a

much faster rate than the low cost areas of the North.This should

be done in schools and police departments as well as hospitals.

Only then will the death premium of London be properly tackled.

This article summarises ‘Can Pay Regulation Kill? Panel Data

Evidence on the Effect of Labour Markets on Hospital

Performance’ by Emma Hall, Carol Propper and John Van

Reenen, CMPO Working Paper No. 08/184.

For the full paper, see: http://www.bris.ac.uk/Depts/CMPO/

workingpapers/wp184.pdf

To listen to an audio interview with Carol Propper, visit:

http://www.bris.ac.uk/Depts/CMPO/audio/main.htm

Outside wages and the use of agency nurses



Public sector pay is a crucial plank of the government’s reform

agenda. It has invested heavily in public sector pay over the last

10 years in a drive to expand and improve services. Higher pay

was thought to be needed to attract new,well-qualified workers

into the public services, especially education and health.

To some extent, the policy has worked. Public sector pay has

grown at a much higher rate than private sector pay (which in

part reflects a catching up from decades of low pay awards), and

the overall public sector workforce has expanded significantly

over the last decade.Yet there is little firm evidence that this has

delivered the improvements in service quality that might be

expected from investment on that scale.

At the same time, the public service workforce, the unions and

professional bodies have not responded to these real wage

increases with the appreciation that the government might have

expected. Indeed, they continue to be very critical of their pay

settlements – as indicated in the recent demonstrations by the

police and the teachers.

It is not just the workforce expressing discontent.The large

increases in public spending – from 39% to 43% of GDP – have

not had a commensurate effect on user satisfaction. In the NHS,

overall satisfaction dropped from 72% in 1998 to 62% in 2006,

with similar falls across a range of services. Even satisfaction with

GPs, although pretty stable over the last decade at 90%, has not

budged despite record pay rises for GPs.

So, as far as the public is concerned, the government’s huge

investment has not translated into better services.Where are we

going wrong?

In a recent report, the Social Market Foundation (SMF) argues

that the government’s approach to public sector pay is

fundamentally flawed and will continue to fail to yield significant

results unless it is reformed.

Our research shows that user satisfaction across the country has

large variations, and dissatisfaction is greatest in deprived areas

of the country.This is linked to the correspondingly lower levels

of service quality consistently found in those areas.

In healthcare, this has been termed the inverse care law:‘the

availability of good medical care tends to vary inversely with the

need of the population served’. It clearly holds true outside

medicine too: the poorest children are taught in the worst

schools and social services struggle for capacity where they are

needed most.

This is at least in part due to recruitment and retention

difficulties in these areas. Regular turnover of personnel and

overstretched staff are likely to have a significant effect on

service quality.Teachers working in areas with high deprivation

face different challenges to those in more affluent areas: lower

aspirations; a tendency for parents to be less involved in their

children’s education; and pupils with behavioural difficulties.

For example, working in a housing department in an inner

London borough with little housing capacity and endless

waiting lists is fundamentally different to working in an

equivalent department in a more prosperous part of the country.

Often staff are unwilling to work in such challenging

circumstances, especially if they are inadequately compensated.

Our research shows that local deprivation is a major factor in the

variation of vacancy rates. For example, according to a 1998

British Journal of General Practice survey, GPs look for the

following when choosing a practice (in order of preference): low

or moderate deprivation in the patient population; opportunities

to develop outside interests; freedom from financial

management responsibilities; and extra pay.

So for GPs choosing a practice, the level of deprivation is the

single most important factor. In fact, some surveys suggest that

the average GP would be willing to give up more than £4,000 of

income to avoid a practice with highly deprived patients.This

has translated into fewer applicants for GP vacancies in poor

areas and posts taking longer to fill.

Beyond London weighting, the current public sector pay structure

does not take account of these different working and living

conditions. It is negotiated in a statutory national settlement and

makes little or no allowance for differences in costs of living,

working environments, levels of retention and staff turnover.

Many alternative arrangements have been used in both the

private and public sector:‘golden hellos’ and other recruitment

incentives,which do little for retention; relocation of staff to the

North of England,which is not a wholesale solution for all public

services; regional pay,which, like London weighting, does not

address differing working conditions within regions; and deprived
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Zonal pay for the public sector
Despite significant increases in public sector pay, deprived areas of the UK still struggle to
recruit good staff and, as a result, have lower quality public services.Natalie Tarry proposes a
zonal system for public sector pay, which would target extra pay where it is most needed to
compensate workers for challenging living and working conditions.
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area supplements,which are hard to define and do not recognise

other causes of recruitment problems, such as high living costs.

The government has tried a number of these approaches since

1997 with mixed results. There have been some general attempts

to reform pay structures and levels with the aim of tying these to

improved standards.The government has also stated its desire

for more localised pay. But to date, localised pay has largely been

confined to extended use of London weighting.

There have also been some efforts to introduce greater flexibility.

For example, under Agenda for Change, hospitals are able to

attach a long-term pay bonus to posts that would not otherwise

be filled. In the police, special priority payments of £500 to

£3,000 are payable to posts that ‘present particular difficulties in

recruitment and retention’.

Yet all of these attempts have been, to an extent, isolated and

reactive. Most deprived areas continue to struggle to recruit

good staff with a consequent impact on service quality. A

reformed public sector pay system that compensated workers

for more challenging working and living circumstances would be

able to improve service quality and reduce inequalities.The

inverse care law would be reversed.

As public sector pay becomes an even more contentious issue –

with future spending rounds looking leaner and a recession

looming – it will matter even more that public funds are spent

efficiently. So what could be done?

The SMF’s proposed solution is a zonal pay system,which is

already operated successfully by a number of large private sector

organisations, including Argos,WH Smith and Tesco.This system

would respond to labour shortages (whatever the reason for

them) and target extra pay where it is needed most.

Under such a system, a number of pay spines would be

negotiated nationally with progressively increasing wages. If a

particular public service provider, such as a school, faced

recruitment problems and high staff turnover, it would move up

to the next pay spine. Once the organisation’s recruitment

problems ceased, it would move down the pay spine again, with

existing staff retaining their level of pay.

Table 1 shows a potential zonal system for teachers with the

calculations based on the England andWales lower pay spine as

at 1 September 2006.The salaries for Zone 1 are the same as the

2006/07 salaries for England andWales. As an example, bands of

5%, 10% 15% and 20% above this are included.

So far, our proposed system sounds quite similar to the existing

system of London weighting.The difference is that the zones

would not equate to a geographical area but would instead

operate at the level of the individual school or hospital to

respond to particular challenges that the institution was facing.

This would be a more efficient system, responding directly to

recruitment problems as they arise. Extra funds could be

targeted directly at the institutions that need them, pushing up

pay in deprived areas until those institutions were able to recruit

as easily as their more affluent counterparts,marking a major

move towards equal delivery of services.

There are three potential problems that would need to be

addressed when designing an effective zonal pay system. First,

the definition of recruitment problems is critical and must be

agreed by both unions and employers.

Second, the whole process could be inflationary and bureaucratic

if the movement of each institution between zones were subject

to negotiation. But it should be possible to negotiate rules that

automate this process, as long as there was an appeal process. It

has certainly proved possible in the private sector.

Third, and perhaps the biggest potential problem with such a

system is movement between the zones.While it would be quite

easy to gain agreement to move up a zone,moving down is

likely to be far more difficult and might be resisted heavily. Rules

for movement both up and down a zone would need to be

agreed between employers and employees with an independent

adjudicator. As always the devil is in the detail.

The current national pay system does not work: entrenched

inequalities are exacerbated; and deprived areas continue to

suffer from lower service quality. Zonal pay would be able to

reverse this. It is not an easy solution, but the rewards could be

great, with a better return on funding and improved quality of

services in deprived areas.

Natalie Tarry is the director of research at the Social Market

Foundation, a London-based independent think-tank.

This article draws on the arguments made in the Social

Market Foundation’s pamphlet Poverty Pay: How public sector

pay fails deprived areas by Robin Harding. For the full report,

see: http://www.smf.co.uk/assets/files/publications/

Poverty%20Pay.pdf

M1

M2

M3

M4

M5

M6

£19,641

£21,195

£22,899

£24,660

£26,604

£28,707

Zone 1 Zone 2 Zone 3 Zone 4 Zone 5

£20,623

£22,255

£24,044

£25,893

£27,934

£30,142

£21,605

£23,315

£25,189

£27,126

£29,264

£31,578

£22,587

£22,255

£26,344

£28,359

£30,594

£33,013

£23,569

£25,434

£27,479

£29,592

£31,925

£34,448

Table 1: Sample zonal pay structure – teachers


