DISCUSSION DOCUMENT

SOUTH WEST PAY, TERMS AND CONDITIONS
CONSORTIUM
THE ECONOMIC, FINANCIAL AND SERVICE CHALLENGES
BACKGROUND
The South West Pay, Terms and Conditions Consortium [“SWC”] was established in June 2012 with
sixteen participating NHS employers. The SWC now has twenty participants involving NHS
foundation and NHS trusts from acute, teaching, mental health and community health care sectors.
The SWC has been set up to produce a full business case by the end of the calendar year in order to
quantify the current and future economic, financial and service challenges, and in turn consider how
best to create a “fit for purpose” set of pay, terms and conditions. This discussion paper has been
produced as part of SWC’s wider scoping exercise in producing a business case and in order to
quantify these challenges to assist considerations about how best to address current and future pay,
terms and conditions for all NHS staff groups. The SWC does not have the authority, responsibility
or mandate to engage in negotiations, as sovereignty rests with the individual participating trusts.
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1. INTRODUCTION
This discussion paper has been written for the SWC Steering Group in order to assist it in its
production of a full business case. This paper does not include any recommendations and does not
represent any proposals or decisions regarding pay, terms and conditions. It has been designed to
be read alongside the accompanying paper which addresses pay, terms and conditions. While this
paper is wide-ranging, any mention of potential changes does not mean that decisions have been
taken to pursue them or that an assumption has been made that they will be pursued by individual
member trusts. The SWC remains committed to achieving a “fit for purpose” set of terms and
conditions through national negotiations and providing high quality, value for money patient
services.
This paper will also be considered alongside further papers that may be produced if required on the
legal issues related to potential positions which the SWC might take in the future, some labour
market analysis, and an assessment of the options on how best to manage any potential changes.
A further paper may be produced which will examine the long list of potential options which will be
included in the full business case. No proposals or decisions will be made until the finalisation of
the full business case.
This discussion paper seeks to quantify the economic, financial and service challenges – and to
produce analysis of what this means for a sample trust against which each participating NHS
employer can compare themselves. While these three challenges have been addressed in separate
sections, it is acknowledged that they are in fact highly inter-linked and interdependent. There are
many views, both within and outside the NHS, about the long term economic, financial and service
challenges, especially beyond the current three-year planning cycle. This paper does not intend to
provide original economic analysis but to draw on the information which is available, so that the
SWC can make professional, responsible and realistic judgements.

2. THE SOUTH WEST CONTEXT
The total financial allocation to Primary Care Trusts in the South West region in 2010-11 was
£8,364,858,000, which represented 9.4% of total expenditure in the English NHS.
Twenty NHS employers have joined the SWC, representing the vast majority of NHS staff working in
the South West region, which comes to a total of more than 68,000 employees. Assuming an
average full employer cost of £40,000 per employee, the total cost of this workforce is £2.8bn. This
represents around 7% of the total NHS workforce in England.
The NHS workforce, as a whole, across the South West region has grown by over 20% in the period
2001-2011 (on average by 2.3% per year). During 2010/11 the total workforce was reduced by 1.1%.
Staff employed by participating NHS employers represents 91% of medical, and 67% of non-medical,
NHS staff working in the South West region. The lower percentage of non-medical staff is due to
the fact that - together with some NHS employers who have chosen not to join the SWC - SHA and
PCT staff, who are mostly non-medical staff, have all been excluded due to their different
circumstances as they are going through substantial organisational transition.
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The SWC Steering Group has agreed that the following staff groups are in the scope of the work of
the SWC:
o Agenda for Change
o Consultants (medical and dental)
o Associate Specialists/staff grade/specialty doctors
o Junior medical staff
o Very senior managers (VSM)
o Board directors
o Temporary staff – bank, NHS Professionals, agency
o Interims
o Locally (employer level) contracted staff.

3. THE ECONOMIC CHALLENGE
Recent figures (25th July 2012) released by the Office for National Statistics has shown that the UK
economy is still in recession – with its provisional estimate that the economy shrunk by -0.7%, higher
than the forecasted -0.2%. While NHS employers can depend upon the advice and forecasts
produced by HM Treasury and the Department of Health, they do have the responsibility to interpret
this guidance when setting out their financial and service challenges over the immediate three year
period, and beyond.
The UK Budget in 2012 included analysis produced by the Office for Budgetary responsibility (OBR)
forecast that the world economy is expected to grow by around 4% (between 3.3% in 2012 and 4.9%
in 2016). This drops to around 1.5% in the Euro Area (between -0.3% in 2012 and 1.7% in 2016).
The current fiscal consolidation of £123bn is planned to take place over the next seven years.
Total public sector current expenditure has been forecasted by HM Treasury to increase from
£647.3bn in 2011 to £708.6bn in 2016/17 – with average annual real growth between 2015/16 and
2016/17 to be -0.9%. The OBR has forecast that public sector current expenditure will reduce as a
percentage of GDP from 42.6% in 2010/11 to 36.5% in2016/17. The Chancellor stated in March
2012 that spending on public services in the UK would still need to be reduced in real terms by an
average of 1.7% per year over 2015/16 and 2016/17 to keep the current spending plans.
The comparison of independent forecasts for the UK economy undertaken by the HM Treasury in
July 2012 recorded that the average predictions for growth in July 2013 peak at 2.5% and are as low
as 0.5% - with an average of 1.4%. The indications are that economic conditions, certainly in the
Euro Area have deteriorated since the Budget 2012. More details set out in the Budget can be
found via the links in the references in section 8.
The trend in pay levels across the UK workforce in recent years will be examined in further analysis
to be undertaken at a later stage of the SWC’s work. This trend will be analysed as part of an
examination of labour market issues in both the public and private sectors. Since 2008, private
sector pay levels have fallen behind the public sector – although it appears that this gap is closing as
the private sector recovers and public sector pay restraint occurs. There needs to be caution about
generalised comparisons between the two sectors given the different characteristics of these two
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workforces. It is worth noting that NHS pay continues to rise despite a freeze on pay due to the
relatively new pay systems still undergoing development and the nature of annual increments.

4. THE NHS FINANCIAL CHALLENGE
The Institute of Fiscal Studies (IFS) and Nuffield Trust report in July 2012, noted that public spending
on the NHS increased faster than economy-wide inflation since the 1950s, with an average growth
rate of 4.0% per year between 1949/50 and 2010/11. The percentage of spend on the NHS as a
share of national income has grown from 3.5% to 7.9% over this period. The current Coalition
Government has committed to growth (above inflation) NHS funding each year – which is 0.1%
above inflation during 2012/13.
This report noted that the four year spending round, starting 2011/12 represents the tightest fouryear period of funding for the NHS in the last 50 years. Spending increased particularly rapidly
under the last Labour Government, with an average real growth rate of 6.4% a year between 1996/7
and 2009/10.
Monitor reported in April 2012 what it expected in terms of efficiency savings over the 2012-2017
period (see table below). Monitor based its estimates on income pressures consistent with the
Operating Framework regarding the tariff for 2012/13 and beyond. It also made assumptions about
cost pressures by considering the likely pay and non-pay pressures in the NHS, including the latest
economic forecasts published by the OBR, historic trends in NHS pay and prices, and stated
government policy on public sector pay. These estimates are set out in the table below, using two
scenarios – “assessor” (central estimate of the expected pressures and risks’ to provider income and
costs) and “downside” (building on “assessor” case but reflects a more pessimistic view of the
expected pressures and risks).
Figure 1: Monitor estimates of sector-wide efficiency requirements

Acute
Acute
Non-acute
Non-acute

Assessor
Downside
Assessor
Downside

2012/3
4.5%
5.25%
4.5%
5%

2013/4
5%
5.5%
5%
5.5%

2014/5
5%
5.5%
5%
5.5%

2015/6
4.2%
5%
4.2%
4.7%

2016/7
4.2%
5%
4.2%
4.7%

Monitor has also indicated that for acute trusts the impact of tariff income levers as described in the
Operating Framework and Payment by Results Guidance for 2012/13 could be significant. Monitor
stated that this could be so significant that these pressures could increase the efficiency challenge by
2% (non-recurrently). Monitor has recently released the 2011/12 consolidated accounts of
foundation trusts which has revealed that over half did not meet their cost improvement targets.
Pay accounts for approximately 70 per cent of these trusts’ costs – a total of £22.6bn in 2011-12,
£576m above plan. Meanwhile, unpublished results of a separate Health Service Journal survey
(12th July 2012) revealed that acute foundation trusts aimed to reduce more than £500m off their
pay bill in 2012-13.
The SWC has indicated that it could save over 6,000 jobs through a more “fit for purpose” system of
pay and conditions and thereby deliver on trusts’ service obligations. Inevitably some changes
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which involve increasing workforce productivity through reducing unit labour costs would also
involve reducing the need for posts (not recruited). Any changes could also be on a temporary
basis, while time is taken to develop and implement strategic interventions – such as service
rationalisations and M&A (mergers and acquisitions) – which deliver financial as well as service
benefits.
With regard to the current national negotiations on Agenda for Change (and assuming that it is
possible to negotiate local arrangements to deliver them) the sample typical trust employing 3,500
staff could make the following savings (optimistic evaluation and requires verification) on an annual
recurring basis:
PROPOSAL
Unsocial hours sick pay
Managers terms and conditions
Preceptorship
Increments and performance
TOTAL

SAVINGS
£100k
Unquantifiable at this stage – savings to be made
£50k (cash flow benefit)
£200k (to occur a year after implementation)
£350k (including cash flow benefit)

Note: This assessment is based on an NHS employer with 3,500 staff (pay bill of £140m/turnover of £220m) with average
sickness levels (3.5%) and staff performance.

5. THE SERVICE CHALLENGE
The principal challenge facing the NHS is summed up as the ‘Nicholson Challenge’ whereby it needs
to save £20bn by 2015, an average of 5% per year. The SWC participating NHS employers are all
used to planning and delivering cost improvement programmes throughout the recent period of
financial growth over the past decade and more recently the ‘Nicholson Challenge’.
The National Audit Office and Monitor in their report on “Delivering Sustainable Cost Improvement
Programmes” in January 2012 noted that CIP success varied amongst trusts and that several factors
were common in organisations performing well in CIP planning, delivery and sustainability. The
report stated that successful CIPs were not simply schemes that saved money – and “that the most
successful organisations have developed long-term plans to transform clinical and non-clinical
services that not only result in permanent cost savings, but also improve patient care, satisfaction
and safety”. The SWC is fully committed to these objectives.
The IFS/Nuffield Trust report’s (mentioned in the section above) headline statement was that public
funding for health “is set to be tight until at least the end of the decade” and that “if NHS
productivity does not increase sufficiently fast to bridge the gap between funding and demand
pressures, then access to and quality of care is likely to deteriorate”.
NHS employers’ capability to compete successfully for procured clinical activity will depend upon
their financial competitiveness, as well as the quality of the clinical services on offer. The ability to
continue to provide existing patient services by public sector organisations depends upon their
determination to reduce costs, while other commercial and voluntary organisations have already
been able to do so.
The underlying service demand assumptions by the SWC participating NHS employers are that:
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They wish to maintain and improve the quality of existing patient services
Demand will increase due to demographic changes and advances in medical innovation and
technology
National targets relating to access will remain in place
Public (taxpayer and patient) expectations regarding the provision of excellent services will
continue to increase
Healthcare inflation to deliver adequate service quality will be higher than tariff-designed
component
Need to cope with a range of significant service-related cost pressures (such as IT, Francis
Report on Mid-Staffordshire NHS FT)
Regulatory standards and requirements will continue to increase
Commissioners will continue to specify new standards in clinical practice.

6. MODELLING THE FINANCIAL AND SERVICE CHALLENGES
This section is designed to model the consequences of the factors set out above. This analysis does
not represent a full business case discipline but is an attempt to promote discussion by the SWC with
regard to the development of its overall approach.

CHARACTERISTICS OF THE SAMPLE TRUST MODEL
In order to assist the analysis in this paper, a sample trust has been modelled, with the
characteristics listed below. These will be checked and confirmed during the next phase of work
being undertaken by the SWC.
Figure 2: Characteristics of sample trust

CHARACTERISTICS
Income
Staff numbers
Temporary staffing
Turnover
Workforce spend
Vacancy level

DETAILS
£220m
3,500 (wte)
10% = £14m
10%
£140m (65% of total income)
10%

An assumption for modelling purposes has been made that this sample trust will need to make 5%
savings each year (cash-releasing) over the three years 2012-15, and then the same again over the
following three years 2015-18. This means the following savings on a reducing cash baseline:
o
o
o

2012-13: £11m
2013-14: £10.45m
2014-15: £9.9m

A reasonable assumption is that 65% of these savings targets would come from payroll cost – and
that it is highly unlikely that more than a third could come from traditional measures, including skill
mix, service staff rationalisations and “back office” reductions. The approach being taken by the
SWC will mean that every effort can be considered and exhausted to find ways of reducing cost prior
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to proposing changes to pay, terms and conditions. Considerable efforts will be required to
maintain this level of contribution through productivity improvements, such as reducing length of
stay and changes to care settings. The alternative to addressing pay, terms and conditions is a
wholesale reduction in headcount which, in potentially compromising minimum staffing levels and
therefore patient safety, is extremely undesirable and costly.
Therefore, this means that there remains a need to find cost efficiencies of around £4m where
addressing pay, terms and conditions could be considered. Therefore for modelling purposes this
equates to around £12m over three years. It is worth stressing that no proposals have been put
forward. The likelihood that NHS finances will follow the same pattern during 2015-18 means that
the urgency and robustness of tackling the 2012-15 gap is even more necessary.

ANALYSIS OF SWC PARTICIPATING NHS EMPLOYERS COMPARED WITH THE SAMPLE TRUST
While the full business case will examine the actual position of each NHS employer in the SWC, in
order to produce robust cost benefit analysis, at this stage, assumptions have been made about the
different financial challenges of each trust using the staff numbers. Set out below is a graph which
lists the participating NHS employers in the order of size (numbers of staff) – and identifies the
degree to which each one is larger, the same, or smaller than the sample trust.
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Figure 3: SWC Participating NHS employers’ workforce numbers (wte) compared with sample model
trust (3,500 wte)
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Weston Area Health NHS Trust
Yeovil District Hospital NHS Foundation Trust
2Gether NHS Foundation Trust
Devon Partnership NHS Trust
Dorset County Hospital NHS Foundation Trust
Somerset Partnership NHS Foundation Trust
Salisbury NHS Foundation Trust
Poole Hospital NHS Foundation Trust
South Devon Healthcare NHS Foundation Trust
Royal United Hospital Bath NHS Trust
Royal Bournemouth and Christchurch Hospitals NHS…
Taunton and Somerset NHS Foundation Trust
Dorset Healthcare University NHS Foundation Trust
Great Western Hospitals NHS Foundation Trust
Royal Cornwall Hospitals NHS Trust
Royal Devon and Exeter NHS Foundation Trust
Plymouth Hospitals NHS Trust
Gloucestershire Hospitals NHS Foundation Trust
University Hospitals Bristol NHS Foundation Trust
North Bristol NHS Trust

Staff wte
Difference to model wte

MODELLING HOW BEST TO FIND SAVINGS
The table below sets out the range of staff cost reduction opportunities from which a selection could
be chosen in line with the SWC’s commitment to identify a “fit for purpose” set of terms and
conditions which meet the principles identified above. This table summarises the potential financial
implications of each option, which will be subject to review and analysis as part of the preparation of
the business case, and does not constitute recommendations or proposals.
The financial assessment is based on a sample typical trust which employs 3,500 staff with an annual
turnover of £220m. It would be misleading for the reader to take this list and add up each of the
savings to produce a total
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LABOUR COST COMPRESSOR
1. Additional Programmed
Activities (APAs)

SAMPLE SAVINGS
Reduce APA rates – or focus their usage on a frequent renewable
basis – PA rate valued at £10k plus employer costs

2. Annual leave

Per day of reduced annual leave = £150 per day employment cost
plus cover for 50% of staff
2 days of annual leave where capacity can be reduced in 50% of
jobs and cover avoided in 50% of jobs = £750k

3. Bonus scheme (all staff)

Self-funding has paid for on an unconsolidated basis from overachieved surplus

4. Clinical Excellence (Local
Employer Based) Awards

CEA points valued at c£3k which could be more connected to
desired service activities

5. Consultant on-call
supplements

Reduce paid time allocated to on-and off-site on-call thereby
reducing PA and supplementary rates – PA rate valued at £10k plus
employer costs

6. Extra hours

I hour on top of 37.5 hours (AfC) would create a 2.66% efficiency
gain worth £2.6m (also increasing plain rate time therefore
reducing overtime rate working)

7. Flexible benefits

Best to set a target to achieve given complexity – say £100k –
where staff exchange salary for increased annual leave

8. Flex-release (voluntary
hours reduction)

25 staff give up 25% of working hours (and income) and 50%
capacity is not replaced = £125k

9. Increments

Each increment valued at 3% of pay
10% of total increments withheld = £420k on a prospective basis

10. Junior medical staff
(juniors)

Limited working employment contract which is mostly education
without access to the current % enhancements
Up to 50% saving on 1000 staff in SWC

11. Locum and retired
consultants

End offer of guaranteed SPA time – unknown number in this
position, likely to be c10 consultants therefore savings or capacity
creation = £140k. Sufficient SPA time required for revalidation.

12. Knowledge and Skills
Framework (KSF) reform
into KS Performance
Framework

See increments savings profile (Compressor 9)

13. New consultant roles –
direct clinical care

Establishment of initially static consultant roles where output is
predominantly DCC PAs (90%)
15% saving or capacity creation on the typical consultant role. For
15 new posts = £250k
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14. New employer models –
a two-tier workforce

This requires special analysis to come up with new terms and
conditions – which could be up to 20-25% less than current costs
for posts where there is sufficient labour supply

15. Pay inflation (uplift)

Pay cash limit = 0% except very low paid until 2013 – 1% for 201314

16. Pay levels

0.5% = £700k
1% = £1.4m

17. Pay protection policy

The typical level of pay protection is between 2 and 3 years. One
trust has established 9 months for relatively new staff

18. Preceptorship
incremental fast-track

For 50 new band 5 appointments = £60k (deferred benefit as pay
progression will ultimately be reached unless promotion occurs)

19. Premium sick pay

Sickness absence paid a plain rate = £100k

20. Recruitment and
retention premia (RRP)

Removal of RRPs after protection = £50k

21. Reduction in working
week (and income)

10% reduction in working week - equivalent to 250 staff = 3.75
hours for non-medical staff; notional 4 hours per consultant
Total pay cost value = £14m

22. Redundancy payments

Current position where redundancy costs average between 1 to 2
years of salary costs given typical length of service plus earlyretirement financial commitments

23. Remuneration for extra
clinical work

Charges for undertaking extra clinical work (eg Waiting List
Initiative)

24. Sickness absence (short
term)

2 days of sickness benefit unpaid where average 8 days per person
per year @ £150 per day = £750k
Assumes no change in sickness rate – where it reduces, savings
made on reduced cover

25. Sickness absence (new
staff and long term)

Reduce sick pay for new staff and long term benefits from 6
months full and 6 months half pay after 5 years’ service to 50% of
the value
On the basis of 10% turnover – 250 new staff who currently take
10 days sick pay (£0.5m) and 30 staff on very long term sick
(£400k)

26. Supporting Professional
Activities (SPAs)

Reduce time spent on SPA activity – PA rate valued at £10k plus
employer costs
SPA average = 2.5 PAs therefore savings or capacity creation of 0.5
PAs x 150 consultants = £1.8m
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27. Temporary staffing rates

10% reduction in £10m total spend = £1m

28. Unsocial hours
allowances

Estimated total unsocial hours payments = £4m
10% reduction in unsocial hours payments - £400k

Notes:
The currency has been modelled on a sample typical trust employing c3.5k staff with average levels of HR KPIs (10%
vacancy and turnover, 4% sickness absence, 10% of workforce spend on temporary staff rates)
Extended hours, reduced annual and sick leave, increased attendance all reduce the need for cover for a proportion of
staff (mostly clinical).

WORKFORCE-RELATED DATA
This section collates some background workforce-related data.
Figure 4: Employer views on main reasons for pay increases

Source: CIPD labur market outlook – Spring 2012
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Figure 5: NHS employee basic salary and total earnings

Source: Department of Health Information Centre
Figure 6: Medical staff group – basic pay and earnings
Mean
Basic Pay
per Full
Time
Equivalent

Mean
Total
Earnings
per Full
Time
Equivalent

£22,600
£29,000
£37,700
£84,900
£89,400
£82,700
£79,000
£64,000
£57,700

1

Foundation Yr 1 / House Officer
Foundation Yr 2 / Sen House Officer
Registrar Group
Consultants (Old Contract)
Consultants (New Contract)
Associate Specialists (Old Contract)
Associate Specialists (New
Contract)
Staff Grade
Specialty Doctors

Median Full
Time
Equivalent
3
Basic Pay

Median
Full Time
Equivalent
Total
Earnings

Average
Worked
FTE in
sample

£32,200
£40,700
£55,300
£102,300
£116,900
£90,100

£22,400
£27,800
£37,400
£80,200
£89,400
£74,400

£31,400
£41,700
£53,400
£92,200
£108,200
£80,600

6,112
7,436
33,842
978
35,191
568

£90,700
£70,400
£68,800

£77,200
£58,500
£55,800

£82,100
£61,800
£62,400

2,610
490
4,935

2

4

Source: Department of Health Information Centre (June 2012)
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DELIVERY TIMESCALES
This paper does not directly address the processes available in terms of the handling and/or
implementing of potential changes. However, it should be assumed that there would need to be
substantial consultation to secure voluntary agreement to proposed changes, which could mean a
period of several months and after submission of the business case and decisions made by each trust
board.

7. QUESTIONS FOR DISCUSSION
o
o
o
o
o

Is it reasonable to assume that NHS expenditure will follow the same profile over the three
years 2015-18 as is forecast over 2012-2015?
Is it reasonable and appropriate, helpful and accurate to model the sample trust as
employing 3,500 staff with the suggested key performance indicators?
How can the proportion of workforce savings which need to come from addressing pay,
terms and conditions or wholesale redundancies be reasonably quantified?
Does the description of the economic and financial forecasts reflect what judgements
participating NHS employers are considering?
Have the staff cost reduction opportunities been accurately costed?
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Monitor/Audit
Commission

Jan
2012

http://www.monitornhsft.gov.uk/cips

Public expenditure

Health Select
Committee

Jan
2012

http://www.publications.parliament.
uk/pa/cm201012/cmselect/cmhealth
/1499/149902.htm

Total reward in the NHS

NHS
Employers

Nov
2011

http://www.nhsemployers.org/About
us/Publications/Documents/Total_re
ward_101111.pdf

Location based pay
differentiation

Unison/IDS

Sept
2011

http://www.unison.org.uk/file/IDS%2
0research%20paper%20for%20UNIS
ON%20FINAL%2016%2009%2011%20
(2).pdf

A decisive decade –
mapping the future NHS
workforce

RCN

July
2011

http://www.rcn.org.uk/__data/assets
/pdf_file/0004/394780/004158.pdf

Equity and excellence:

Department of

July

http://www.dh.gov.uk/en/Publicatio
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liberating the NHS White
Paper (“Valuing Staff” pages
40-41)

Health

2010

nsandstatistics/Publications/Publicati
onsPolicyAndGuidance/DH_117353

Terms and conditions:
Consultants (England)

Department of
Health

Sept
2009

http://www.nhsemployers.org/PayA
ndContracts/MedicalandDentalContr
acts/ConsultantsAndDentalConsultan
ts/Pages/ConsultantsHomepage.aspx

Effect of Agenda for Change
on career progression of the
radiographic workforce

Society of
radiographers

July
2009

http://www.sor.org/learning/docume
nt-library/effect-agenda-changecareer-progression-radiographicworkforce-2009

NHS pay modernisation in
England: Agenda for Change

Audit
Commission

Jan
2009

http://www.nao.org.uk/publications/
0809/nhs_pay_modernisation.aspx

NHS workforce planning –
limitations and possibilities

King’s Fund

2009

http://www.nhshistory.net/NHS_Wor
kforce_Planning[1].pdf

Pay Modernisation: A new
contract for NHS
consultants in England

National Audit
Office

April
2007

http://www.nao.org.uk/publications/
0607/pay_modernisation_a_new_co
ntr.aspx

Assessing the New NHS
Consultant Contract - A
something for something
deal?

King’s Fund

May
2006

http://www.kingsfund.org.uk/publica
tions/assessing_the.html
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