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PROPOSITION

THE STATES are asked to decide whether they are of opinion —

to request the Chief Minister, in consultation witther members of the

Council of Ministers as appropriate, to investigdtee feasibility and

desirability of the introduction of a living wageorf Jersey, with the

investigation to include —

(@ the experience in other jurisdictions;

(b) the appropriate level at which a living wageyhibe set in relation to
the cost of living differentials between Jersey atig United
Kingdom;

(© the overall economic impact and business dostector;

(d) the effect on States revenues;

(e) overall cost/benefit analysis within the Soé&talicy Framework;

() methods for, and timing of, the introductiontbé living wage;

and to report back to the States with his findingslater than 31st January
2014.

DEPUTY G.P. SOUTHERN OF ST. HELIER
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REPORT
What istheliving wage?

The idea behind a living wage is very simple: Tagterson should be paid enough to
live decently and to adequately provide for thamily. At its heart is an ethical
argument for preventing in-work poverty and ensyrimorkers are not exploited
through low wages. This requires a wage that takesaccount the arespecific cost
of living, as well as the basic expenses involvedupporting a family.

It is becoming increasingly clear to me that théand wastes significant and
increasing resources in the benefit system (ar@2@dmillion annually, see below) in
propping up a system which supports low wages &gyidrents.

Living wage levels and calculation

In the UK, there are currently 2 widely acceptexhdards for the living wage: one is
for London and another is for all parts of the Ultside of London.

The London living wage

Since 2005 the London living wage (LLW) has bedoudated annually by the Living

Wage Unit of the Greater London Authority (GLA). @hondon living wage is

defined as ‘the threshold at which people can dikeve the poverty level in London
with a sufficient safety net to also provide fortity of life’.

The LLW currently stands at £8.55/hour, followinigetrise announced by Boris
Johnson in November 2012.

The GLA Unit calculates the London living wage ugi@ approaches. The first
calculates the wage needed to meet the costs dadsi budget for a range of
households. This is termed the “Basic Living Cosagiproach. The second — the
“Income Distribution” approach — is set at 60% o tnedian income for London. The
results of these 2 calculations are averaged afel ddded as a margin to cover for
unforeseen events.

Theliving wage outside of L ondon

The living tools for calculating the living wagetsigde of London are provided by the
Minimum Income Standard (MIS) research project dael oughborough University
and funded by the Joseph Rowntree Foundation. Tigegdvbvides a well-researched
measure of how much a worker needs to earn to dhei@ffects of poverty, such as
ill-health, poor levels of child development andiabexclusion.

Nationally (outside London) this figure has beencuaated at £7.45 an hour for
2012/13. This is based on a couple with 2 childseth working 37.5 hours a week
and with paid child care and taking up their fultidfement to means-tested benefits.
This is a very basic budget. The family lives iruecil housing, does not run a car,
contribute to a pension or spend money on debyregat.
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In proposing that Jersey adopt the concept ofitregl wage, there are 2 fundamental
issues that need to be addressed —

® whether the existing minimum wage is adequatentet basic living
costs in the Island, and if not,

(i) what is the appropriate level needed?

A study of the comparative cost of living betwede UK and Jersey is due to be
completed by the States Statistics Unit during ¢barse of this year, probably by
July. This may include regional variations and wile a good steer on appropriate
comparisons of minimum/living wage levels.

To examine whether the existing minimum wage isqadé& requires an examination
of the interaction between low wages and the requéint for additional support from
the States.

Support for households with low incomes comes fi@dgources: tax revenues and
social security contributions. The tax-funded bésefre given in Table 2, taken from
the 2011 Income Support Report, below. The vastbontgjof this support (95%)
comes from 2 elements: Income Support and Suppletiem, totalling £155 million.
Both of these elements are responsive to the thedrnings.

Tax- Funded Barefits Service 2D1;I:S':.|:!erd
Benefits: Income Suppart 90,057
Invalid Care Allwance 2527
Christrnas Bonus 1,530
Food Casts Banus 7
TV Licence Benefit 4
lerssy 654+ Haalth Schere e
Drental Fit ness Banefit 5cheme =21
Housing AdaptationGrants Ell
Mar-Contributary Death Grants 19
Services: Emplyrient Sarvices 2974
Employrrent Rektions =)
Health & Safetr at Work 464
States Grnt Cortribution to Supplkmentation - Socil Security Fund 55344
Met BExpenditure 164,433
Table 2: sochl Secunty mx-funded expenditume 2011

The sum of £90 million for Income Support can beklen down further in Table 3
from the IS Report, as follows.
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oy =
Incorme Suppart: Weskly Beneftt GE540
Incorme Suppart: TRnsition (Protected) Payments 2004
Incorme Suppart: Special Payments 1420
Incorme Suppart: Cold Weather Payrents 45
Incorme Suppart: Residertial and Mursing Came Fees 16,612
Adrinistrtion 2725
Total 00,067
Table 3: Categorized 2011 Income Supportexpenditun

This shows that approximately £67 million is paidt in weekly benefits to some
6,400 households comprised of some 8,200 adults3#@D children. Some 28% of
claims go to pensioner households. The contributbrincome Support to total
household income is described here and given iteTabf the IS Report:

Total Household Income

Income Support tops up other hou sehaldincome. Many Incorme Support housahalds rcaive income through
aarnings pansions, othar social sacurity banefits, mainterance agreamantsand othar incomea. 80%of Incomea
support households bave some atharfom of income, with tha remaining 1,296 (20%)of Income Support
housaholds baing tatally reliant on Incoma Su pport forthairwseakl incomea.

A5 housahold income frionn ot her sou ras incraasas, the Income Support banefit dacraases untiltha family is
fully salf-sufficiant. Depanding on the sounce of income, avariety of incartivas and allowances are providad to
ancoumge Income S0 pport families to so pport thermsalvas as far as possible.

Table Tindicates the averege weakly income recanred from Income Support and from other sources for each of
the housahold tvpes at the end of 2071

Howsehold Ty pe Ircorne Sui_pnrt B nefit Otherlzn:nrre Total Hu:uuse:c\ld Incarne
G5+ 158 Xz 360
Adultizwithout Children 166G 120 206
Adults with Childfen 88 E=H] [=rE]
singleAdultwith Child/=n 23 177 S10
All Chims 208 193 401

Table7: Total avemgeweskly income based onclaimsas at 21,0 2,/2011

Further analysis of these benefits shows that sé2% of all awards are made to
households with working-age adults and that 40%he$e are made to support those
in work:
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Earnings

In 201, Income Support households had total earnings ofapproximately £22 million. Thare is an earning s disragad
of 20% (plus anadditioral 6% in respact of the cost of Social Sacu ity contributions) which is allowed against the
Incora Support calcu Etion, providing a real incantivea for low income families to take up and remain inwork

Asat 31 December 2017, the distribution ofadu ks with earnings among st all clims consisting entirely of working
e adults was as follows:

Mooof Chirme with  hlo,ofChines with Total Mo, of whof Households

‘Wiorking Lge Howe hold Ty pe no Bdultwit b at least one Adult Cla'n?:s. with o Bdulwith
Earming: with Earnings ' Earmed Incorme

Adultizwithaut Children 2012 =) 2695 7%
Adults with Child/en 189 712 =i} A%
Sing ke Adultwith Childfen ] 457 17 4%
Allwarking AgeHoussholds 2,751 1,865 4616 G0%

Table &: Warking age adultswith and without=arnings asat 21,1 2/2011

The proportion of the £67 million which goes to pag working-age families can
therefore be calculated as £67 million x 72% x 48%19.3 million. This would
correspond to an average annual payment of £1@&dalaim or £199 weekly. This
is added to the £32 million earned income in tHeseseholds, which on average is
around £17,000 per year or £330 weekly.

The economic casefor theliving wage

One initial objection to introducing a living wage that employers simply cannot
afford it. Yet, the reality is that the cost is @at high as might be thought. Even if we
put aside the benefits to reputation, recruitmestention and staff morale, the basic
economics of introducing a living wage may surpnisany skeptics. In their May
2012 report “What price a living wage? Understagdime impact of a living wage on
firm-level wage bills,” the think tank IPPR showsat the introduction of a living
wage is significant, but not punitivedeAppendix 1). They say —

“... estimates make clear that for listed firmsdonstruction, software and
computing, banking, and food production, averaggevaill increases as a
result of implementing a living wage are small (@nd 1.0 per cent or less) ...
the introduction of a living wage will not entak@bitant upfront wage bill

increases.”

The IPPR report focuses, in the main, on LondorckSExchange listed employers,
but many of the lessons from their report appltheoemployers more generally.

To give a more specific example of the costs inedlwf introducing a living wage,
we can look at the recent example of inner Londocall authority, Southwark
Council. In their 2012 budget-setting process, ¢hencil administration decided to
implement a living wage for all directly employecdhda contracted-out staff. On
investigation, it was found that there were onlyaBmumbers of directly employed
council staff who were earning below the Londomlivwage level.

To fund the introduction of the living wage for ¢rmacted-out staff, including care
providers, the administration allocated an add#ldil million to the revenue budget.

Page - 6
P.37/2013



Further increases may be necessary in the futuretrees contracts come up for
renewal. Nonetheless, in the context of an ovéoaHl authority wage bill, these are
not huge increases and have been achieved at adiniarge cuts in central
government funding for local government. In sharhere there is a will, there is a
way.

The ethical case

Perhaps the most powerful case for a living wagensoral one. There is widespread
acceptance of the argument that people should eaxpected to work for wages
which condemn them and their families to a lifgpofrerty. Very low wages which do

not keep pace with living costs can cause miseiyott workers and their children.

People caught in this situation often find themeshhaving to take multiple jobs

which stop them from caring for their families. é&ibatively, they are forced to do
without the basics of a civilized home life suchhaating, communications or healthy
food.

Recruitment, retention and absenteeism

When an employer is looking at the possibility nfreducing a living wage, they
should take into account the possible benefithédr tstaff recruitment, retention and
absenteeism.

A study by the Greater London Authority into thenkfits of a living wage found that
more than 80% of employers believe that the liviragge had enhanced the quality of
the work of their staff, while absenteeism hadefalby approximately 25%. Two-
thirds of employers reported a significant impactrecruitment and retention within
their organisation. 70% of employers felt that liking wage had increased consumer
awareness of their organisation’s commitment tarethical employer.

Following the adoption of the living wage, Price dthouse Coopers found turnover
of contractors fell from 4% to 1%.

As Guy Stallart, Director of Facilities for KPMG Eipe says: “Many people see
paying living wages as only something to worry abonly when the economic cycle
is buoyant. Such a perspective is extremely sleon.t A really motivated workforce
is in many ways even more important when busineaeedacing really challenging
times.”

Wendy Cuthbert, head of UK corporate real estateicses for Barclays Group, says
that since adopting the London living wage in 200&; company has seen catering
staff retention rates increase to 77% comparedntondustry norm of 54%, and
cleaning staff retention rates climb to 92% comgdoethe industry norm of 35%.

“Now when we train our staff we know that the momgyt being wasted”, she says.
“They don't want to leave and they no longer haved two jobs just to survive.”

As a result, Barclays has found that savings madeeoruitment and training has

offset the increase in the wage bill. “Overall iBsen cost neutral for us”, she says.
“Productivity has remained the same because wedatite-level agreements in place
anyway and there’'s been a slight improvement ireategism. But most of all, our

workforce e is now stable and reliable.”
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This is a tremendous business benefit. Barclaysl@mparound 1,500 catering,
cleaning and security staff within the M25 area &ag now committed to paying
them above the LLW.

“Employers need to look at the whole cost of emplegt not just the cost-per-hour”,
advises Cuthbert. “We don’t understand why moregames don’t do this.”

Productivity

Experience has shown that the increase in codtssssthan might be first thought,
because paying higher wages reduces turnover asent@eism costs and makes
workers more motivated to keep their job.

Queen Mary University of London, where cleanersewnirought back kouse in
early 2008, found that, “In reality, the introdwgetiof the living wage has not been the
big drain on resources predicted by its opponehtsinhouse cleaning service came
in only slightly more expensive than that provideg subcontractors — including
startup costs. When looked at over a 2 year periodedpected budget for 2008/9 is
almost identical to the expenditure spent on cehtkeaners in 2006/7.”

Other employers who have implemented the Londdndiwage, for instance, major
financial institutions at Canary Wharf, have alsparted that they experienced better
retention of staff and improved service as a resthlie Chartered Institute of
Personnel and Development (CIPD) calculated theana@cruitment cost of filling a
vacancy as £2,930 in 2010. Living wage employerse Haund that they have made
significant savings by reducing absenteeism antbizar and improving productivity.

Impact on States revenues

Estimates of the numbers of low-wage workers hagenbdeveloped by the SOJ
Statistics Unit and are attached here in Appendikiese show that there are some
10% (4,600) of the workforce on low hourly ratessé than £6.80), of whom some
6% (2,900) are on the minimum wage.

These figures were taken in June, and so probabhpeak figures, but are broken
down by sector and by permanent/temporary contrdtts calculations here assume
that temporary contracts are here for perhaps 3hmarf the year on average. These
data enable reasonable estimates of the impactwophid work on the revenues of the
States in social security supplementation, incaareahd income support.

Supplementation

Workers on the minimum wage £6.52, working a 40rhveek, will earn £13,560 per
year. This means that supplementation is paid fgemeral taxation to “top up” their
contribution to the Social Security Fund of —

£44,232 - £13,560 = £30,762 x 10.5% = £3,230 par.ye

If these workers were paid the living wage of £8t®&n their annual earnings would
be £17,784. The supplementation bill would be reduto £2,777, a difference of
£453 per year. Raising the wages of these workettsetliving wage would reduce the
annual supplementation bill by £1.18 million.
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For those 1,700 workers who earn just above thenmuim wage there is a further
contribution to the reduction of supplementatiorgaf, these workers on £6.80
(or less) will earn some £14,144 per year. Suppfeation will be —

£44,232 - £14,144 = £30,088 x 10.5% = £3,159 par.ye

Allowing for the balance of permanent and temporstaff, outlined above, gives a
reduction in the cost of supplementation of £583,00

Thetotal saving in supplementation istherefore £1.76 million annually.

Income Support

Income support is designed to be an in-work benéfg shown above, some
£19 million annually goes to support households rehene or more working-age

adults has earned income.

The table below shows the impact of increased eéaineome on a range of
households. The 3 levels are —

Jersey minimum wage (£6.53 — £261 weekly)*
UK National living wage (£7.45 — £298 weekly)**

London living wage (£8.55 per hour — £342 weekly)**

Earned Maximum | Regarded | Weekly | Benefit
Income benefit income benefit | reduction

Single adult £261* £305.20 £193.14 £112

one-bed £298** £305.20 £220.52 £85 £27

flat £342%** £305.20 £253.08 £52 £60
Earned Maximum | Regarded | Weekly | Benefit
Income benefit income benefit | reduction

Single parent £261* £447.80 £177.48 £270

two-bed £298** £447.80 £202.64 £245 £25

flat £342%** £447.80 £232.56 £215 £55
Earned Maximum | Regarded | Weekly | Benefit
Income benefit income benefit | reduction

Couple

2 children £261* £630.51 £193.14 £437

three-bed £298** £630.51 £220.45 £41Q £27

house £342%** £630.51 £253.08 £372 £65

These figures have been produced using the Incamped® calculator updated for

October 2012 IS rates.
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Applying these living wage rates to those on pemnamminimum wage contracts
given in the low-wage survey below would produceirsggs on the Income Support
bill of £2.4 million and £5.4 million at the loweand higher rates respectively.
Bringing those on a low-wage (below £6.80) up liviag wage could reduce this by
up to a further £3 million.

Income Tax

Establishing a Jersey living wage and increasimgniimbers who are receiving the
living wage as distinct from the minimum wage, wbuiot only reduce both the
Income Support bill along with the costs of supmatation as described above, but
would also bring in more income tax revenues. Thsyever, is more difficult to
estimate without access to the detailed analysmsaafings and household structures
contained in the records kept by the Comptrolleinobme Tax. However, we can get
a rough and conservative estimate of what additie@enue this might produce using
a cross-section of low-wage household incomes.

Jersey minimum wage (£6.53 — £261 weekly)*
UK National living wage (£7.45 — £298 weekly)**
London living wage (£8.55 per hour — £342 weekly)**

Single Coupleno children Couple 2 children

1 earner 2earners learner | 2earners
Income tax
threshold £13,780 22,090 26,590 28,090 32,590
Annual income
40h min wage* £13,582 13,582 27,164 13,582 27,164
Tax to pay 0 0 155 0 0
Annual income
Low wage £6.80 £14,144 £14,144 28,288 £14,144 28,288
Tax to pay £152 0 £458 0 0
Income NLW** £15,496 15,496 30,992 15,496 30,992
Tax to pay £463 0 1,118 0 0
Income LLW*** £17,784 17,784 35,568 17,784 35,568
Tax to pay £1,081 0 2,424 0 804

It is notable that for earnings close to the taeghold, small changes in rates of pay
can produce marked changes in tax due. The snsa&lfrom the minimum wage
(£6.53) to the rate labelled by the Statistics Wsitlow-wage” (£6.80) brings single
persons into tax and triples the tax due for cauplighout children where both work
for a low wage.
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If, as previously, we were to lift only the 60% ibfe 4,600 low-wage earners who
have permanent contracts on to a living wage (LItkén an estimate for the income
tax revenue produced might be up to —

2,760 x £1,500 (average) = £4 million.

The total savings or additional income generated&fates revenues may be seen to be
up to some £14 million.

I ntroduction

The introduction of the living wage into the UK aather economies has been driven
by a variety of stakeholders, ranging from antigxby campaigners, employers, and
local and national government.

Local and national government are often at theffon¢ of such initiatives, often
wishing to set an example as “best practice” engi®with relatively good terms and
conditions. Often there is little or no impact oage costs in the public sector. For
example, there are currently only 11 employees, adllwhom are on trainee/
apprenticeships, on rates lower than the LLW inneéStaemployment, as follows:

Headcount - Jan

Paygroup/ grade I

Hourly rate 2013

Civil Service age 16 2 ER.55
Civil Service age 17 1 E7.51
Wanual Waorker age 16 1 E6.73
Wanual Warker age 17 1 EB.25
Wanual Worker apprentice ( 1st year) 1 E7.23
Wanual Worker apprentice {2nd year) 5 £7.23 10 £7.55
Total 11

As shown in Appendix 1, it may be that a phasetbduction to, say, 90% of the
living wage, may be appropriate to avoid severeckhdo some sectors of the
economy. However, the lead set by government asatigest employer, and a major
contractor of services on the Island, could begaiicant influence. A commitment
that no contract for the supply of services or ayplent to the States will be
undertaken with any company that does not reacimanumm standard with respect to
the living wage would soon have a significant effec

Financial and manpower implications

The adoption of a living wage has no direct finahcost to the States as employer.
Depending on the level at which it is set, it mighbduce some £14 million annually,

in reduced benefit payments and tax revenues,ssided above. The engagement of
an appropriate researcher on contract, to produepat in this timescale, should cost
no more than between £10,000 and £20,000 to beethirom the budget of the Chief

Minister’s Department.
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APPENDIX 1

AVERAGE FIRM-LEVEL WAGE BILL COST OF A LIVING WAGE

Drawing on the individual firm-level results of 1% companies listed on the LSE,
Figure 4 §hown on the next pagerovides an estimate of treveragewage bill
increase (as a percentage of the total wage Il typical listed companies in
7 industrial sub-sectors would be likely to incgraresult of paying all their staff an
hourly rate of at least a full living wage (scepnat) or 90% thereof (scenario 2).

The results make clear that the estimated average will increase as a result of
implementing a living wage across different indiastsub-sectors is closely associated
with the proportion of jobs currently paying leban a living wage within them. The
results show that the estimated average wagensilease as a result of introducing a
full living wage (scenario 1, or £8.30 per hour liondon and £7.20 per hour
elsewhere) is significant in the major low-wagetsec of general retailers, food and
drug retailers, and bars and restaurants (yieldmioncrease of between 4.7 and 6.2%)
while relatively small in other sectors (an incieea$ around 1.0% or less).

Not surprisingly, the size of the estimated averagge bill increase resulting from

the introduction of an initial hourly pay rate d% of a full living wage (scenario 2,

or £7.47 in London and £6.48 elsewhere) is sulsthntower across all sampled

sectors, but particularly in major low-wage sectaisder this scenario, there is still a
degree of variation across industrial sub-secioked to the proportion of jobs paying
below a living wage.

However, the estimates show that the average willgadseases associated with the
introduction of pay floor of 90% of the living wagee far lower in the major low-
wage sectors of general retailers, food and drtajlees, and bars and restaurants (an
increase of between 2.0 and 2.6%) and extremeljl smather sectors (an increase of
less than 0.4%).

This suggests that for those firms in industriaitges which contain a high incidence
of low-paid work, there may be merit in explorindhether implementing a living
wage becomes more feasible if a full living wagee reould be phased in over time,
thereby reducing upfront wage bill costs.
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L ow-paid staff (£6.80 or less)

APPENDIX 2

P.37/2013

Total Low-paid | Low-paid
Sector Headcount Staff as %
Agriculture and fishing 2,037 900 44%
Manufacturing 1,217 ~ ~
Electricity, gas and water supply 509 ~ ~
Construction and quarrying 4,886 ~ ~
Wholesale and retail trades 8,5p7 400 5%
Hotels, restaurants and bars 5902 2,000 34%
Transport, storage and communication 2,552 ~ ~
Financial and legal activities 12,660 ~ ~
Other business activities 8,854 1,100 12%
All 47,124 4,600 10%
L ow-paid staff (£6.80 or less)
Sector Permanent | contract
Agriculture and fishing 48% 52%
Manufacturing ~ ~
Electricity, gas and water supply ~ ~
Construction and quarrying ~ ~
Wholesale and retail trades 83% 17%
Hotels, restaurants and bars 63% 37%
Transport, storage and communication ~ ~
Financial and legal activities ~ ~
Other business activities 49% 51%
All 59% 41%
Minimum wage staff
Total Minimum | Minimum
Sector Headcount | wage staff | wage as %
Agriculture and fishing 2,03y 600 29%
Manufacturing 1,217 ~ ~
Electricity, gas and water supply 509 ~ ~
Construction and quarrying 4,886 ~ ~
Wholesale and retail trades 8,507 200 2%
Hotels, restaurants and bars 5902 1,300 22%
Transport, storage and communicatio 2,52 ~ ~
Financial and legal activities 12,660 ~ ~
Other business activities 8,8%4 800 9%
All 47,124 2,900 6%
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